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THE RECOVERY PROBLEM IN THE UNITED STATES 


Presidential address delivered at the Fiftieth Annual Meeting of the American Economic 
Association, Atlantic City, New. Jersey, December 28, 1937 


The program of the American Economic Association this year is an 
experiment. Aside from the séssion this afternoon on Marxian economics, 
the program is entirely concerned with problems of savings and invest- 
ment. The number of formal papers has been reduced to a minimum, 
while the number of round-table meetings has been greatly increased. My 
own part in the program is perhaps also in the nature of an experiment 
since I am going to discuss a problem of immediate practical importance, 
the problem of recovery in the United States. During the last four years, 
our recovery from the depression has been less complete than in many 
other countries, and now we seem to have taken the initiative in receding 
from such recovery as has been made. This unsatisfactory experience de- 
mands explanation; particularly in view of the presence of a variety of 
influences of a favorable character. The United States has been com- 
paratively free from the hazard of war. Out domestic market is the largest 
free-trade market in the world. Undoubtedly, also, a larger proportion 
of the brains and energy of our people are devoted to business activities 


than in other countries—at least than in the countries of western Eurcper—am 


Why, then, have we found it exceptionally difficult to restore and maintain 
anything approaching full use of our available resources of ‘land, labor 
and capital? 

Every great depression, as contrasted with minor cyclical recessions, 
presents a situation in which considerable and difficult shifts in the em- 
ployment of Jabor and capital are required. This was the case in the 
seventies of the last century, for example; and now we have been con- 
fronted with the necessity of developing a situation in which there shall 
be an increased output of those manufactured goods and services for which 
there is an elastic demand—an increase sufficient to absorb all the un- 
employed labor attached to industry and also to draw considerable numbers 
from agriculture. Only then will the agricultural problem become readily 
manageable. Subjected to this test, the recovery which we have made is 
not impressive. Industries producing manufactured consumer goods have 
indeed made a fair recovery; but that recovery has been supported in part 
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by the temporary expedient of liberal government expenditure. Agri- 
culture is doubtless in better position than four years ago, although its 
improvement rests upon the unsatisfactory and somewhat unstable founda- 
tion of resisted output. On the other hand, the industries producing capital 
goods have.shown little sign of complete recovery, and such moderate 
recovery as has been made in rather laggard fashion has recently been 
reversed. Clearly it is the development of conditions under which there 
shall be a large and maintained increase in the demand for the products 
of the heavy industries that is required for recovery. Further expansion in 
the consumer-goods industries cannot take place upon a solid foundation 
unless it is supported by increased employment in the heavy industries. 

It is sometimes said in business circles that nothing more than confidence 
is required to induce activity in the production of capital goods. This seems 
to me a most superficial view since it is at least quite possible, as has hap- 
pened at times in recent years, that a mere wave of confidence will result in 
the creation of conditions which will speedily check expansion in this direc- 
tion. A widespread advance in costs and prices, for example, in the products 
of the heavy industries under the favorable influence of a wave of confidence 
would not only be likely to check expansion, but would also create addi- 
tional obstacles in the way of subsequent improvement. Much the same 
observation may be ventured regarding changes in, or the repeal of, the 
undistributed profits tax and the capital gains tax. They would seem to 
me to be minor obstacles, the removal of which, however desirable, would 
in itself be far from sufficient to bring about recovery. 

At this point I cannot resist the temptation to mention another obstacle 
in the way of recovery that is also doubtless of secondary importance. I 
refer to the growing tendency to rely upon forecasts of business conditions 

mahe determination of business policies. Were an individual to have his 
blood pressure and blood count taken at frequent intervals, surely a very 
bad psychological effect would result—similarly with business, when atten- 
tion is constantly fixed upon the gyrations of security quotations on our 
stock exchange, and upon the various indices of business conditions sup- 
plied by numerous statistical agencies and financial soothsayers. This habit, 
I am confident, contributes not a little to accentuate business fluctuations. 
It leads to a speeding up of production and the accumulation of inventories 
of raw and finished goods when the signal is green, and to precipitate 
stoppages when a yellow or red light is indicated. Here, also perhaps, is 
found some part of the explanation of short-sighted advances in prices 
upon the appearance of an incipient increase in demand and the resultant 
contraction of output which follows upon its consequent shrinkage. 

I shall not dwell further upon these secondary obstacles to investment, 
the number of which could readily be still further enlarged. After all, 
something more than the removal of obstacles is needed to bring about a 
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large and continuing expansion of the capital equipment of the country. 
Tendencies and conditions exerting a strong positive influence in this 
direction must be present. Were they present, I am confident that the 
secondary obstacles which I have indicated would be readily surmounted. 

For the investment of capital on a large scale, three influences or con- 
ditions would seem to be essential. They are, first, large supplies of capital 
available at low rates; second, relatively low prices for the concrete products 
on which investment funds are expended; and, third, and of most im- 
portance, reasonable expectations that there will be a satisfactory demand 
from consumers for the additional goods and services resulting from the 
investment of additional capital. 

Our experience during the last few years seems clearly to indicate that 
the first of these factors, a large supply of investment funds available at 
low cost, does not of itself exert a sufficiently potent influence to yield 
activity in the production of capital goods. Some decline in the cost of 
capital and of bank credit was an inevitable result of slackened demand 
incident to the depression; and this declining tendency of rates has been 
accentuated by means of the monetary policies which have been adopted. 
It is not possible, however, to reduce rates indefinitely for all uses of capital 
by monetary action. Here, as elsewhere, there are rigidities in our economic 
structure. Easy money can bring about abnormally low rates for short-time 
loans of the highest quality. Easy money also exerts a powerful influence 
upon quotations of bonds of the highest class, and a somewhat less potent in- 
fluence on bonds of inferior quality. Easy money may also induce rising prices 
for equities actively dealt in on stock exchanges; but easy money does not, 
in any short period of time at least, affect very much the cost of securing 
new capital except for corporations in the highest credit. Moreover, in 
the United States, owing in part to our decentralized banking system, the 
pervasive influence of easy money even in the case of short-time com-— 
mercial loans is considerably less than elsewhere. 

Finally, it may be observed that the effect of easy money is ; obstructed 
because of the grave.doubts entertained by investors as to the persistence 
of low rates brought about chiefly by this means. Over a long period of 
time, if there is an abundance of savings relative to investment demand, 
the expected rate of return on investments will doubtless decline; but 
when the decline in retes is induced by a monetary factor, inyestors are 
properly sceptical as to its persistence and are, therefore, unwilling to 
purchase any considerable volume of long-term issues yielding a low fixed 
rate of return. While easy money then no doubt exerts some influence 
tending to reduce rates of interest, it seems clearly quite inadequate of 
itself to create a situation in which there shall be an active demand for the 
products of the capital- -goods industries. 

Looking elsewhere for the failure of the capital-goods industries to 
e - 
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expand, I venture to call attention to two obstacles of a very fundamental 
character—imperfect competition and the absence of any close relation- 
ship between price and demand in the case of most of the products of these 
industries. Such products as steel and cement are not used singly but in 
association with other products. Consequently, a reduction in the price of 
any one of them is unlikely to induce any appreciable increase in demand. 
Only in the event that a reduction is widespread can it be anticipated that 
demand will respond to the price stimulus. Under conditions of pure 
competition in the various heavy industries a reduction in prices all round 
would surely follow slackened demand, and thus help to create a situation 
favorable to its subsequent expansion. Consider, for example, the situation 
which would probably have developed had production of the various 
products of the heavy industries been conducted by many times the present 
number of companies. There would have been cutthroat competition with 
disastrous consequences to many; but who can doubt that a situation would 
have been created which would ultimately have induced an increased 
demand? 

I would not suggest that it is either desirable or possible to introduce 
conditions of pure competition in the various heavy industries of the 
country. The problem must be attacked in some other fashion with the 
objective in view of securing by more orderly and less disastrous methods 
what might be accomplished under a regime of unfettered competition. 
Where the number of producers is limited, the range of choice in the 
determination of business policies is widened. Planning of some sort takes 
the place of the invisible hand of competition. The problem, therefore, is 
to discover the kind of planning which will best serve both the interests 
of the heavy industries as well as those of the community. I repeat in “the 
interests of the heavy industries as well as those of the community,” since 
quite obviously resort to restrictions on output have been far from profit- 
able to the industries concerned. 

What I have said about the heavy industries would seem to apply with 
very little modification to the policies of various groups of organized 
workers. The demand for the labor of any one group of skilled workers 
is not greatly increased by anything that the group may do in the matter of 
wage rates. It is only a general reduction of wage rates of all the groups 
of skilled workers that work in association in producing a given product 
that can be expected to exert a stimulating influence on demand. A reduc- 
tion, for example, of the wage rates of bricklayers will do little to induce 
demand unless it is accompanied by a corresponding reduction of wage 
rates in all or at least in a large number of the various building trades. 
Moreover, even a general reduction in wage rates in the Euilding trades 
may be counteracted by an advance in prices of building materials. In 
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these circumstances it is unreasonable to look for stimulation of business 
through an initial reduction in wage scales. 

As I look at the matter, both business policies and labor policies during 
the last four years have impeded the development of a demand for the 
products of the capital-zoods industries—policies which, until recently in 
all events, have apparently been regarded with unconcern, if not with 
favor, by the Government in Washington. It would serve no useful pur- 
pose to attempt to apportion the responsibility attaching to these three 
parties in interest. It seems far wiser to attempt to indicate what business, 
labor and the Government might reasonably be expected to do in order 
to bring about the desired result of an increased demand for capital goods. 
It is clearly a situation in which enterprise and risk-taking are required; 
and for this reason I venture to think that the initiative should come from 
business rather than from labor or the Government. 

Until the advent of the current recession, it was perhaps not unreasonable 
to anticipate that complete recovery would come of itself. In view of the 
expectation of a rapid upward surge of prices of an inflationary character 
for which some economists are in part responsible, it is not surprising that 
prices were advanced in many lines upon the appearance of a slight incsease 
in demand, and that no vigorous efforts were made to check a rapid up- 
ward advance in labor costs. Where there is a general eagerness to advance 
prices, there is obviously no logical ground for the retention of prevailing 
wage scales. It should now be evident, however, that a higher level of 
prices through monetary means alone is unlikely to occur in the near future 
and almost certain not to be maintained. An upward movement of prices 
requires, if it is to be maintained, something approaching steady full 
employment of labor. Rising prices are rather a result of activity than a 
cause. = 

Finally, it may be noted that the attitude of the Government has now 
become more favorable to an increase in the volume of production through 
a reduction in costs and prices where it seems reasonable to anticipate 
that an increased demand would thereby be stimulated. In these circum- 
stances then, it seems that the time is ripe for positive action on the part 
of those concerned with the conduct of the capital-goods industries. I do 
not suggest that much could certainly be accomplished through price re- 
ductions of particular products, although action on the part pf certain 
conspicuous factors in the heavy industries might serve to start the ball 
rolling; but, given the existing organization of the heavy industries, I 
feel certain that concerted action would be far more effective. A general 
reduction of prices to the point at which a modest profit would still be 
realized as production approached full capacity would seem to me to 
provide the basis for a general expansion in demand. Very likely at this 
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point the specter of the Sherman Anti-Trust law rises in the minds of 
many as an insuperable obstacle. I question very much, however, whether 
the anti-trust law should be regarded as a serious impediment to this con- 
certed action in view of the present attitude of the Washington authorities. 
After all, concerted action designed to reduce prices and increase demand 
is a very different thing from concerted action directed toward maintaining, 
to say nothing of establishing, an increase in prices. 

Following the adoption of a concerted policy directed toward bringing 
about an increase in volume, the industries concerned would be in a far 
better position than now to insist upon an increase in efficiency and perhaps 
also a reduction in some existing wage scales; but certainly nothing in 
this direction can reasonably be expected so long as the policy of the 
various industries is precisely that of the less intelligent labor leaders— 
that of making adjustments to demand almost exclusively through reduced 
output. 

I now turn to the question whether there is reasonakle ground for 
anticipating a large and maintained increase in the demand for the products 
of the capital-goods industries in the event that prices were quite materially 
reduced. In the case of the familiar uses for additional capital, all of our 
past experience indicates that here a little, and there a little, are oppor- 
tunities for employing additional capital in improved and enlarged equip- 
ment provided costs are low—both the cost of securing capital and the 
cost of the concrete things in the purchase of which the funds are expended. 
To increase and improve facilities for the production of greater quantities 
of the consumer goods and services which we have been producing in the 
past, however, may readily lead to over-development. Moreover, it is not 
to be anticipated that there will be any large absorption of capital in some 
of the directions where the most considerable investments were made in 
the twenties. It is not probable, for example, that lower prices would in- 
duce in the near future any very considerable increase in the construction 
of office buildings or high rental apartment houses. In these directions 
development was carried unduly far in the twenties and presumably we 
have not yet grown up to the existing supply. Even under exis:ing conditions 
of costs of materials and labor, there is clearly a sufficiently elastic demand 
for electric power to induce a very considerable absorption of capital once 
the utility policy of the Government has been determined on a basis reason- 
ably fair both to the public and to the companies. With lower costs of 
construction materials, no doubt still further expansion in this field could 
be expected. In the case of the railroads, a large but less considerable 
absorption of capital may be anticipated even though the stimulus of an 
elastic demand is lacking. Wise railroad investment would seem to be 
limited to such expenditure as will definitely reduce costs of operation. 

In view of the abundance of savings seeking investment, we cannot, 
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however, anticipate that the miscellaneous demand for capital together with 
that of the utility companies and the railroads will be sufficient to absorb 
for an indefinite period all available funds and fully employ the capital- 
goods industries. There is, however, one obvious product for which there 
is an elastic demand of vast proportions. I refer, of course, to better 
shelter for the mass of people in the United States. Were this provided, 
it would further induce a large subsequent demand for appropriate house 
furnishings of many kinds. Hitherto efforts to meet this demand have 
been limited almost entirely to measures directed toward reducing the 
costs of financing and modernizing financial arrangements. They alone 
have not proved effective and it mayhap be questioned whether a reduction 
in the price of building materials, even if accompanied by some increase 
in efficiency in building labor and reduction in building wage rates, would 
be sufficient to secure the maximum of improvement in shelter which is 
feasible. In addition, we need the creation of business organizations pro- 
ducing shelter on a large scale, both for sale and for rent. This is essential 
because there are many costs involved in the production of shelter in 
addition to the costs of materials and labor directly employed and the 
financial costs. Business organizations for building and servicing low-cost 
houses have not been developed in this country to an extent comparable 
to that in many other countries. Because of this lack of organization, we 
cannot expect rapid expansion in this field. It does, however, clearly afford 
the most promising opportunity for the investment of capital in the future 
with a resultant improvement in the standard of living of estimable value. 
That an elastic demand for better shelter exists cannot be doubted. To 
meet this demand, business organization, as well as low material prices, 
efficient labor and adequate finance are needed. 
O. M. W. SPRAGUE, 
Harvard University 


g THE EFFECT OF GOVERNMENT REGULATION ON THE 
STOCK-TRADING VOLUME OF THE NEW YORK 


STOCK EXCHANGE 


Federal regulation of the organized security markets designed to protect the public from 
price manipulation and to prevent the excessive diversion of bank credit int> stock speculative 
channels became effective in 1934. This regulation has doubtless achieved, in part at least, 
its objectives. It has, however, at the same time apparently impaired the liquidity of the 
stock exchanges by tending to decrease trading volume and thus rendering stock prices more 
discontinuous. In general, trading by stock-exchange members for own account, especially 
floor trading, appears to have been affected more seriously than trading by zhe outside public. 
Odd-lot trading, however, has increased in recent years both relatively and absolutely, which 
suggests that the new controls may have aperated to improve somewhat the confidence of 
small investors in common stocks as investment media, It would seem desirable now to 
measure the gains of stock-exchange regulation against the losses involved, with a view to 
providing such modification as may make for the greatest public protection with the least 
injury to the quality of the market. 


Extent of Government Regulation over Stock Trading* 


Government regulation of the organized security markets dates from 
the enactment of the Securities Exchange act in June, 1934. This extremely 
complicated statute, in addition to requiring the registration of all national 
security exchanges and of each issue of stock and bonds listed on such 
markets, granted to two federal agencies extensive control over stock-ex- 
charge trading. To the board of governors of the federal reserve system 
was given authority to regulate margin requirements on both long and 
short transactions. To the Securities Exchange Commission were granted 
broad powers to regulate a wide variety of trading practices with a view 
to maintaining an orderly and non-manipulated market. Among the many 
prohibitions and regulations which have issued under the authority of 
the Securities Exchange act are the following, each of which might have 
exercised some effect on trading volume.? 

1. Margin Regulations. Under the authority of Sections 7 and 8 of the 
Securities Exchange act, the board of governors of the federal reserve system 
has successively established four sets of margin requirements on transactions 
in stocks. On October 1, 1934, the so-called “‘anti-pyramiding” margin 
rules became effective.? Under these provisions, the maximum initial loan 

*This study was undertaken in an effort to determine the effect which recently-imposed 
government regulations have had upon the stock-trading volume and liquidity of the national 
security markets. The study has been confined exclusively to the New York Stock Exchange 
partly because that exchange is by far the most important security market in the country 
and partly because more satisfactory data were available with respect to that market. The 
approach hag necessarily involved sampling rather than a comprehensive survey of all avail- 
able facts. Any sampling basis which might be selected is of course open to question, but it 
is believed that the samples utilized are sufficiently typical to warrant at least tentative 
conclusions. 

2 The present federal schedule of taxation on capital gains unquestionably has operated 
to discourage stock trading. The effect of taxes on stock-trading volume, however, is beyond 


the purview of this article. 
3 Annual Report of the Federal Reserve Board for 1934, pp. 35-39. 
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value of a stock to the trading public was fixed at the higher of 55 per cent 
of the current market price, or 100 per cent of the lowest price recorded 
during the preceding three years but not to exceed 75 per cent of the 
current matket value.* Thus, initial margin requirements on long positions 
ranged from 25 to 45 per cent of purchase values. No margin requirements 
were placed on short sales, and banks were permitted to lend to brokers 
for the purpose of carrying customer margin accounts up to 80 per cent 
of the market value of registered stock collateral. 

Effective February 1, 1936, these anti-pyramiding regulations were tight- 
ened by lowering the optional-loan value of registered stocks from 55 to 
45 per cent of their current market prices, thus establishing an initial margin 
requirement ranging from 25 to 55 per cent of purchase cost." 

As of April 1, 1936, the board of governors abandoned the double- 
option, anti-pyramiding regulations and imposed a flat initial margin re- 
quirement of 55 per cent of current market values on all stock purchases.® 
Banks were permitted to lend to brokers up to 60 per cent of the current 
market values of registered stocks for the purpose of carrying customer 
accounts (że, a minimum 40 per cent margin was required), ne no 
Margin requirements were imposed on short sales. 

These relatively high margin regulations were left unchanged anti No- 
vember 1, 1937, when minimum initial margins on long transactions were 
lowered to 40 per cent of current stock prices, and brokers were permitted 
to borrow from banks up to 75 per cent of the current market value of 
stock collateral (amounting to a minimum margin of 25 per cent). At. 
the same time a margin requirement of 50 per cent of current market 
price was imposed on all short sales.’ 

High initial margin requirements obviously operate to discourage specu- 
lative stock trading and lower margins to encourage such commitments. 
Other things being equal, therefore, it would be expected that the volume 
of stock trading would have been adversely affected following the increased 
margin requirements of February 1 and April 1, 1936, and would have 
expanded following the reduction of November 1, 1937. 

2. Prohibitions against Manipulation of Stock Prices. Section 9 of the 
Securities Exchange act in general renders it illegal for anyone, outside 
trader or stock-exchange member, to create a false appearance of activity 


*Until July 1, 1936, the second optional loan value was to be based upon the lowest 
price at which a stock had sold since July 1, 1933. It should be noted here that all federal 
regulations relative to margins which have thus far been imposed relate to initial margins 
only. Carrying or maintenance margins after purchase of a stock are regulated by the various 
stock exchanges. In the case of the New York Stock Exchange, minimum required carrying 
margins on long transactions have been fixed for some time at 30 per cent of the trader’s 
debit balance. i 

€ Fed, Res. Bull., Feb., 1936, p. 122. 

° Fed, Res. Bull., April, 1936, p. 254. 

1 Fed, Res, Bull., Nov., 1937, p. 1075. 
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in a stock through wash sales, matched orders, or pool operations. Further, 
the dissemination of any statements to the effect that the market price of a 
stock is likely to rise or fall as the result of the market operations of traders 
was forbidden. 

These ‘provisions patently were aimed at pool manipulation and were 
designed to protect the public from being induced to take a position in 
a stock the price of which was being manipulated by such operators. Effec- 
tive enforcement of these regulations obviously would require the Securities 
Exchange Commission to investigate all cases of suspicious market activity 
in individual stocks. Indeed Section 21 of the Act specifically empowers 
the Commission to make such investigations by subpoenaing witnesses and 
examining brokerage-house accounting records. 

To the extent that the above provisions discourage pool operations and 
prevent public participation in pool manipulated stocks, aggregate stock- 
trading volume would be diminished. In addition, it is passible that the 
frequent investigations of suspicious transactions by Commission agents 
would interfere with legitimate stock trading by frightening some brokers 
and traders, who, until court interpretation of the law has been obtained, 
might be fearful of unwittingly transgressing the statute. 

3. Restrictions on the Trading of Corporate Officers and Directors in 
the Stocks of Their Own Corporations. Section 16 of the Securities Exchange 
act requires that all corporate officers and directors and all holders of ten 
per cent or more of any equity security listed on a nationa. securities ex- 
change shall submit to the Commission each month a report of the changes 
which have occurred in their holdings of all equity securities of their re- 
spective corporations. These reports are made public at regular intervals. 
Further, officers and directors who have realized a trading profit in the 
stock of their corporations within six months of purchase or sale may be 
sued by their corporations for recovery of such profits. 

The clear intent of these provisions is to prevent corporate “insiders” 
from securing an unfair trading advantage in their stocks over “outsiders” 
who necessarily are less well informed. An undesirable effect of the regula- 
tions, however, is to discourage corporate officials of means from coming 
into the market to support the prices of their stocks during severe declines. 
Should profits on such transactions be realized within the stipulated six- 
month period, these traders would be subject to suit and okloquy without 
any compensating protection from possible loss. 

4. Regulations Affecting the Trading Activities of Stock Exchange Mem- 
bers. Section 11 of the Securities Exchange act grants to the Commission 
broad powers to regulate the trading of stock-exchange members for their 
own accounts both on and off the floor. Floor trading can be prohibited en- 
tirely, or members can be required to act exclusively either as traders or as 
brokers. The aggregate borrowings of individual members can be limited (in 
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no event can such borrowings exceed at any one moment twenty times the 
member’s net worth) and the use of customers’ securities as loan collateral 
can be regulated. Transactions in stocks in which either the principal or 
agent holds options can be controlled. 

These sweeping discretionary powers, of course, were not expected to 
be utilized by the Commission until after careful study had indicated the 
desirability of specific regulations. To this end, various studies of trading 
practices have been undertaken by the Commission, several of which have 
resulted in special reports.® Thus far, the Commission has imposed no 
regulations on security-exchange trading practices, preferring rather to re- 
commend that certain rules be adopted and put into effect by the exchanges 
themselves. In the spring of 1935, sixteen such rules were recommended 
to the national security exchanges. These regulations were promptly adopted 
by the New York Stock Exchange, becoming effective June 3, 1935.° Of 
this group of rules, those which probably have had the greatest effect on 
trading volume are the following.” 


Rule 1. No member or partner of a member shall effect on the exchange for 
own account purchases or sales which are excessive in view of the tradet’s finan- 
cial resources or in view of the market for the securities traded in. b 

Rules 2 and 3. Except with prior approval of the exchange, no member shall 
initiate any transaction on the floor for any joint account in which he or his part- 
ner is interested. Detailed reports of the progress and position of all joint ac- 
counts not disapproved by the exchange are required. 

Rule 4. Members are forbidden to execute discretionary orders on the floor 
of the exchange. 

Rule 5. Members are forbidden to execute purchases or sales of a stock for 
own account while holding a customer’s unexecuted limited order to buy or to 
sell that stock, except at a price less favorable than that specified in the cus- 
tomer’s order. 

Rule 6. No member or partner of a member shall execute or initiate on the 
exchange purchases or sales of any security at successively higher or lower prices 
for the purpose of creating an artificial appearance of activity in the security or 
influencing its mazket price. 

Rule 7. Members are forbidden to initiate on the exchange purchases or sales 
of any security in which they or their firms have granted or hold options. 

Rule 9. Members are forbidden to act as specialists in any security unless 
they are registered as specialists in such security by the exchange. 

Rule 10. Specialists are forbidden to effect on the exchange purchases or 
sales of any security in which they are registered for own account or account 
of their firms unless such transactions are reasonably necessary to*maintain a 
fair and orderly market. 

Rule 11. Specialists, their firms, and partners, are forbidden to participate in 


$ The Report on Trading in Unlisted Securities upon Exchanges was published in January, 
1936, and the Report on Feasibility and Advisability of the Complete Segregation of the 
Functions of Dealer and Broker was published June 20, 1936. 

° The recommended rules are printed on pages 166-170 cf the Commission’s Report on 
the Separation of Broker and Dealer Functions. 

® To conserve space, the general sense of each rule only is presented. 
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any joint account for trading in securities in which they are rezistered, except 
joint accounts with partners of the specialist, a member of the exchange, or a 
firm of which a member is a partner. 

Rule 13. Odd-lot dealers must be registered by the exchange in the securities 
in which they deal. 

Rule 14. Odd-lot dealers are forbidden to participate in joint accounts created 
to trade in securities in which they are registered, precisely as are specialists re- 
stricted by Rule 11. 

Rule 15. Specialists, odd-lot dealers, their partners and firms are forbidden 
to grant or hold options in any security in which the specialist oz odd-lot dealer 
is registered. 

Rule 16. Members are forbidden to effect on the exchange any short sale of 
a security at a price below the last sale price of the security on the exchange. 


Of much greater effect in restricting member-trading for own account 
was the abolition, effective on the New York Stock Exchange May 17, 
1937, of the so-called “daylight” trading privileges of stock exchange mem- 
bers. On April 17, 1937, the Exchange adopted rules previously recom- 
mended by the Securities Exchange Commission, which prohibited members, 
their partners, or firms from taking a position at any time in a listed stock 
which would reduce the trader’s equity in his account below 55 per cent 
of the long position plus ten points per share on the short position.“ Prior 
to this time, members could buy or sell stocks freely during the day without 
depositing any margin whatever, provided the long or short position taken 
was closed out that same day. The new regulations, in effect, placed all 
member “daylight” trading on the same margin basis as purchases and 
sales by the outside public. Such requirements would be expected to reduce 
materially the volume of floor trading by stock-exchange members. 


Recent Trend in Volume of Stock Trading and in Market Continuity 


Following this outline of the more important government regulations 
which have been placed upon stock trading, we shall now examine into 
the charge that these restrictions have operated to create an abnormally 
thin and discontinuous market. Even should it be established that the recent 
trend has been toward stock-market thinness and discontinuity, it is ap- 
parent that it will be impossible to prove the newly established government 
controls solely responsible. Security exchange trading and stock prices are 
affected by countless factors, of which government regulation is but one; and 
it is not possible, of course, to isolate the effect of any single influence. 
Nevertheless, should it be found that trading volume has declined sharply 
following the effective date of any one or several such regulztions, a strong 
presumption that these controls were primarily responsible will have been 
established. " 

Table I presents the average daily reported volume of shares traded on 


“These cules were subsequently modified to conform to the new margin regulations 
of November 1, 1937. 
© 
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the New York Stock Exchange by months from January, 1934, to Novem- 
ber, 1937.7 An exceptionally light volume of trading characterized the 
market from May, 1934, to April, 1935, the board of governors’ first set 
of margin requirements apparently having little effect on general activity. 
With the development of a “bull” market in the spring of 1935, trading 
volume picked up noticeably. A moderate decline accompanied the imposi- 
tion of new trading rules in June, 1935, but lasted only a month. A steep 
decline for two months followed imposition of the 55 per cent margin re- 
quirements of April, 1936, and an even more pronounced effect followed 
the May, 1937, requirement of margins on “daylight” trading by exchange 
members. 


TABLE I, AVERAGE DAILY REPORTED VOLUME or Stock Transactions on THE New YORK 
Srocx EXCHANGE sy Montrus—Janvary, 1934, ro Novemser, 1937! 


(in thousands) 





Month 1934 1935 1936 1937 
January 2,069 747 2,585 2,347 
February 2, 5&3 655 2,647 2,284 
March 1,150 610 1,962 1,936” 
April 1,194 896 1,584 1,331 
May 974 1,171 825 773 
June 646 893 824 633 
July 845 z 1,132 1,338 829 
August 618 1,590 1,022 662 
September 505 1,447 1,235 1,354 
October 602 1,795 1,692 2,045 
November 907 2,498 2,294 
December 944 5 1,824 1,944 


1 Average figures include Saturdays. Data from January, 1934, to December, 1936, taken 
from the New York Stock Exchange Yearbooks; for 1937, from The Wall Street Fournal. 


Declining trading volume of itself, however, does not prove that the stock 
market was becoming less continuous; for it is quite possible that hourly 
and daily stock price changes had remained constant or diminished as vol- 
ume dropped. To test the continuity of the market, it is necessary to measure 
price changes against trading volume over a period of time. For this pur- 
pose, three different measures were devised. First, the total volume of shares 
traded each month during the period from December, 1934, to October, 
1937, was divided by the aggregate points of change during the corres- 
ponding month in the Dow-Jones average of 70 stock prices, the net 
changes from hour to hour during each trading day being totaled.1* The 


2 Reported volume of trading, j.e., volume reported on the ticker, is considerably less 
than the actual volume of transactions, as the ticker does not report odd-lot purchases and 
sales and “stopped” sales. These latter two categories probably average 20-25 per cent and 
8-10 per cent of actual volume respectively. 

2 The period studied begins with December, 1934, which is the first month for which 
the Dow-Jones average was available by hours during trading days. 
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TABLE II, AVERAGE NUMBER OF SHARES TRADED PER Point or CHANGE IN THE Dow- 
Jones AvERAGE or 70 Stock Prices, DECEMBER, 1934, ro Ocroger, 1937! 


Pos 5 
Total points AEA RUINEN 


Total reported 3 f shares traded per 
Month shares traded pale ia point of change in 
: Dow-Fones 
(§n thousands) Dew-Fones average 
l peer (in thousands) 

1934 
December 23,588 10.35 2,279 

1935 
January 19,410 11.69 1,660 
February 14,404 11.40 1,264 
March 15,849 15.31 1,035 
April 22,408 13.22 1,695 
May 30,438 15.54 1,959 
June 22,340 14.76 1,514 
July 29,429 12.31 2,391 
August 42,923 19.75 2,173 
September 34, 748 15.45 2,249 
October 46,663 17.21 2,711 
November 57,463 17.16 3,349 
December 45,590 14.49 3,146 

~ 1936 

January 67,211 16.86 3,975 
February 60,871 16.98 3,585 
March 51,025 20.30 2,514 ù 
April 39,616 22.69 1,746 % 
May 20,615 18.43 1,119 
June 21,428 14.73 1,455- 
July 34,787 15.66 2,221 
August 26, 564 16.34 1,626 
September 30,872 14.23 2,170 
October 43,988 16.03 2,744 
November 50,470 19.40 2,602 
December 48,605 16.93 2,871 

1937 
January 58,676 15.24 3,850 
February 50,255 16.83 2,986 
March 50,344 23.01 2,188 
April 34,613 27.93 1,236 
May 18,565 19.34 960 
June 16,443 20.65 796 
July 20,715 15.45 1,341 
August 17,221 14.52 1,186 
September 33,860 43.36 781 
Octobeş 51,128 54.86 930 


1 Total reported trading volume for each month divided by aggregate points of change in 
Dow-Jones average of 70 stock prices from hour to hour for that month. Scurce of data: The 
Annalist for reported trading volume, and The Wall Street Journal for changes in the Dow-Jones 
average. 


resulting figures indicate by months the average number of shares traded 
per point of hourly change in the general stock price average. 
The results of this test, presented in Table I], are quite interesting. It 
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will be noted that, during the period, the average volume of trading per 
point of change in the Dow-Jones average ranged from 3,974,557 for 
January, 1936, to 780,900 for September, 1937. Distinct declines are evi- 
dent February through May, 1936, and February through October, 1937. 
It will be recalled that margin requirements were raised in February and 
again in April of 1936, and that margins on member daylight trading were 
announced April 17, 1937, and made effective one month later. The marked 
improvement in market continuity beginning in June, 1936, and continuing 
through January, 1937, suggests that the 1936 increases in margin require- 
ments had only a temporary effect. 


Taste III. AVERAGE NuMBER OF SHARES TRADED PER POINT or CHANGE IN MARKET Price 
or Wine Active Stocks ror May, 1934-1937! 


Stack May, 1934 May, 1935 May, 1936 May, 1937 
Anaconda Copper 20, 330 72,381 16,139 13,001 
Chrysler 31,625 38,674 14,439 4,673 
Commonwealth and Southern 90, 743 136,200 105,066 101,422 
General Electric 33,061 53,182 16,086 9,576 
General Motors 45,354 50,583 29,528 19,200 
Montgomery Ward 28,302 24,700 17,719 6,232 
New York Central 16,944 30,849 18,000 21,665 
Radio Corp. of America 68,818 102,262 66,865 51,226 


„U. S. Steel 16,577 22,322 20,422 9,866 


1 Source of data: The Wall Street Fournal. 


Of especial significance is the figure for September, 1937. Despite the 
sharp pick-up in total reported trading volume to 33,859,818 shares from 
17,220,623 for August, the number of shares traded per point of change 
in the Dow-Jones average reached the lowest level of the entire period under 
survey. This figure of 780,900 shares compares with 2,145,902 per point 
of change for the entire year 1935, 2,378,219 for 1936, and 1,400,553 for 
1937 through October. On an annual average basis, 1937 figures are 35 
per cent below those fcr 1935, and 41 per cent below those for 1936, which 
suggests a definite drop in stock-market price-continuity. 

To measure the changing market-price continuity of active stocks, a 
second test was employed covering the month of May for the years 1934 
to 1937.1 Nine active stocks were selected and the daily volume of trading 
in each stock was totaled for May of each year. Each monthly total was 
then divided by the aggregate number of points of change in the market 


* The month of May was selected partly because the general stock-market conditions were 
reasonably similar during chat month for each year except 1934, and partly because the 
month reflected the higher margin requirements of 1936 and the announced revised ‘‘day- 
light” trading rules of 1937. 

* The stocks selected were the ones most frequently reported by The Aunalist among the 
market leaders for the last week in May of the years studied. 


16- James C. Dolley [March 


price of the respective stock for the month, which latter figure was derived 
by adding the changes in price from one day’s close to the next. The re- 
sulting figure indicated the volume of trading per point of change in market 
price of the individual stocks for each month studied. The results of this 
test, presented in Table III, are striking to say the least. Figures for 1935 
in general range above those for 1934. All 1936 figures, however, are far 
under those for 1935; and, with the single exception of New York Central 
common, all 1937 figures are under those for 1936.* 

Whereas the trading of 50,583 shares of General Motors common in 


TABLE IV. AVERAGE SPREADS IN Bip-Asx QUOTATIONS on A SAMPLE or Common Srocxs 
LISTED ON THE New York Srock ExcuanceE ror May, 1935, ann May, 1937! 


Total points of Number of Average spread 
Day spread in bid- stocks traded in bid-ask 
ask quotes and quoted quotes per stock 
1935 

May 1 51.50 65 traded 18 quoted „62 
2 57.50 se. = p 2 -70 
a 3 47.25 6 “© 20 * 58 
4 41.50 Cy “ 24 “l 54 
6 63.50 70 = 15 ~“ YE 
7 46.125 65 %- 17 “ .56 
8 44.875 6 * 19 “ .53 
9 42.50 68 “ 15 “ 51 
10 44.25 73 © 40 =! 53 
11 48.625 S e go 8 .59 
13 55.375 64 “ 20 * 66 
14 55.75 62 = 22 =“ -66 
“15 42.875 64 “ 18 * mY: 
16 42.875 74 “ 10 “ 51 
17 46.75 ws 9 * 57 
18 72.875 62> E Ap -* .86 
20 69.75 67 “© 18 ~“ 82 
21 68.50 oy. ITC 82 
22 63.75 (|) ne R 78 
23 64.375 ol. 22. f 78 
24. 64.875 66 “ 18 “ .82 
25 64.50 565 * 27. 78 
27 72.875 03 * 23 % 85 
28 83.125 i =” 8 * - 98 
29 78.625 64 “ 20 * 94 
31 77.50 69 “ 17 *# .90 
Totals 1516.000 2169 -70 


1 Sample consists of all listed common stocks (except American Express Company) the 
names of which begin with the letter “A.” Source of data: The Wall Street Journal. 


1 Objection can, of course, be raised to the stocks selected as the sample and also to the 
month selected for comparison. A more accurate measure of price-continuity would have 
been to total all changes in price from transaction to transaction for the individual stocks, but 
such data were not available to the writer. 
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TABLE IV.—Continued 





Total points of Number of Average spread 
Day spread in bid- stocks traded in bid-ask 
ask quotes and quoted quotes per stock 
1937 

May ií 94.875 68 traded 20 quoted 1.08 
3 111.125 G s> 2g ~“ 1:23 
4 84.875 e a T .96 
5 79.50 68“ 20 “ .90 
6 87.875 70 “ 19 “ .99 
7 106.75 5 =% 23 * 1.19 
8 107.25 So -s 38 “ 1.21 
19 102.25 70 “ iy ” 1.18 
11 89.00 61 “ 27 *“ 1.01 
12 142.625 67 “ y = 1.58 
13 141.625 83. (a. 1.57 
14 127.25 74 “ 14 * 1.45 
15 125.625 5 A 28 “ 1.48 
17 120.125 67 =“ 24 * 1.32 
18 114.50 io. $ 14 “ 1.29 
19 116.00 63o “ 20. * 1.32 
20 102.375 69 .* 20 “ 1.15 

21 93.75 68 “ 20 = 4 1.07 = 
22 107.125 60 “ 27 “ 1.24 
24 97.875 71 =“ 16 * 1.12 
25 88.75 T9 2h 17 1.00 
26 93.25 65 “ 7s 1.06 
27 87.875 64 * 23. * 1.01 
28 92.50 62 “ 26°. S 1.05 
Totals 2514.875 2121 1.19 


May, 1935, produced one point of average change in daily closing prices, 
19,200 shares traded produced the same effect in May, 1937, a drop of 63 
per cent. Corresponding figures for United States Steel were 22,322 and 
9,866, a drop of 56 per cent; for Chrysler from 38,674 to 4,673, a drop 
of 88 per cent; for Radio Corporation from 102,262 to 51,226, a drop of 
50 per cent; for General Electric from 53,182 to 9,576, a drop of 82 per 
cent; and for Commonwealth and Southern from 136,200 shares to 101,422, 
a drop of 25 per cent. Clearly, the market for active stocks was much less 
continuous in May, 1937, than two years earlier. 

This conclusion is borne out by a somewhat similar study recently made 
by the New York Stock Exchange." In this study, 30 stocks were used. 
The trading volume per point of change in market price over twelve 
scattered days of rising stock prices in 1930-31 was compared with the 
volume per point of change over twelve scattered days of rising prices in 
1936-37. This comparison revealed that less trading per point of price 
change occurred in 1936-37 than in 1930-31 in the case of 21 stocks and 


” Published in the Presidents Annual Report for the Year Ending May 1, 1937, p.54. 
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more trading in the case of 9 stocks. A similar comparison was made over 
twelve days of declining prices in 1930-31 and in 1936-37, revealing that 
less trading per point of change occurred in the latter period in the case 
of 24 stocks and more in the case of 6 stocks. For the group of 30 stocks 
as a whole, an average of 18,500 shares traded in 1930-31 produced one 
point of average price rise, whereas but 10,100 shares produced the same 
effect in 1936-37. The comparison during declining markets yielded even 
more striking results. For the 30 stocks as a group, the market in 1930-31 
absorbed an average of 23,100 shares per point of price decline, whereas an 
avetage of 6,700 shares traded produced a similar price effect in 1936-37. 

To test the trend in market-price continuity of the less active stocks, a 
third measure was employed. All of the common stocks listed on the New 
York Stock Exchange the names of which began with the letter “A” (except 
the American Express Company common) were used as the sample.** This 
provided a group of 85 to 90 stocks, most of which were either quite inactive 
or relatively so. The spread between closing bid-ask quotations on each 
of these stocks was recorded and totaled for each trading day during May, 
1935, and May, 1937. The average spread per stock for each day of these 
twoeperiods was then calculated.” 

The results are presented in Table IV. For May, 1935, average spreads 
per stock ranged from .51 point to .98 point, averaging .70 point for the 


! This stock over both periods studied was regularly quoted with a 50 point or more 
spread between bid-ask quotations, which was so far out of line with other quotations as 
to obscure the typical comparison. 

2 It might be argued that a better method of comparing changes in bid-ask quotation 
spreads would be obtained through measuring the spread as a percentage of the bid or ask 
price. This procedure would relate spreads to current market values on the theory that 
wider absolute spreads would normally be expected with higher prices, a theory which 
appeats to be reasonable but which has never been tested statistically so far as the writer 
knows. Limited sampling, however, raises serious doubt as to the value of such a basis of 
comparison. For example, average spreads of the stock sample in Table IV for the first 
full trading day in May, 1935, were approximately 5.8 per cent of bid prices; for the 
corresponding day in May, 1937, 4.4 per cent of bid prices, which would suggest that the 
latter market was substantially more liquid than the former. 

Such an apparent result might well have been expected because this procedure involves 
a downward bias as stock prices rise. The higher the bid price, the lower must be the 
percentage of a given spread to the bid. To use an extreme illustration, assume stock “A” 
to be quoted at 14-34 and stock “B” at 200-290, the spreads to bid quotations being 50 per 
cent and 45 per cent respectively. Can it be maintained that a more continuous market exists 
for stock “B” than stock “A” because 45 per cent is less than 50 per cent? Almost certainly 
the next tran$action in stock “A” will occur 14 point away from the bid price, whereas 
the next trade in stock “B” will probably be 40 to 50 points away from the bid price; and 
this sale might well not occur for days. From the viewpoint of the investor wanting to sell 
his stock, price continuity is a matter of absolute and not relative amounts. To him, that 
market is more liquid in which he can sell promptly at the fewest possible points away from 
the last quotation, regardless of the percentage which that change is of the last price. 

It should be stated, however, that the variation in spreads presented in Table IV probably 
results in part at least from the higher level of stock prices obtaining in 1937 as compared 
with 1935. A similar observation probably should be made in- connection with Tables 
IJ and IJI. 
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‘period. For the corresponding month in 1937, average spreads per stock 
ranged from .90 point to 1.58 points, averaging 1.19 points for the period. 
For the comparatively short intervals studied, therefore, average spreads 
in bid-ask quotations in 1937 were approximately 70 per cent above those 
of 1935, indicating a markedly more discontinuous market in 1937. 


Trend in Volume of Stock-Exchange Member Trading 


If it be granted that the data already presented do indicate a trend toward 
a more discontinuous stock market, it will be of interest to learn whether 
this situation apparently results from diminished trading on the part of 
the general public or on the part of stock-exchange members, or both. 

Prior to June, 1935, data as to member trading activities were wholly 
unavailable. At the. request of the Securities Exchange Commission, how- 
ever, both the New York Stock Exchange and the New York Curb Exchange 
collected such data covering the period from June 22 to December 14, 
1935, this information serving as the basis for the Commission’s report 
on the desirability of separating broker-dealer functions.”° After a lapse of 
several months, both exchanges resumed the collection of these figures, 
reporting them regularly to the Commission which in turn has reléased 
them at weekly intervals.?* With the exception of the period from December 
14, 1935, to February 28, 1936, therefore, accurate data relative to the 
trading activities of various groups of members of the nation’s two leading 
stock exchanges are available since the early summer of 1935. It is possible, 
accordingly, to measure quite accurately during this period and with re- 
spect to these two exchanges the relative volume of stock trading initiated by 
exchange members and by the outside public. 

Exchange-member trading for own account takes the form largely of 
orders initiated on the floor by floor traders and off the floor for the account 
of members or their firms. Specialist trading reflects transactions for own 
account and also orders initiated by the outside public and transmitted 
through commission and floor brokers for execution, whereas the transac- 
tions of odd-lot dealers reflect orders initiated by the outside public alto- 
gether. If the volume of member trading for own account has been adversely 
affected by government regulation, one would expect to find a declining 
trend in the volume of transactions initiated by members on the floor and 
off the floor for member account, and a lesser decline in specialist trading. 
Odd-lot volume, on the other hand, would reflect changes in public small 
order participation in the market. 

The broken lines on Charts 1 to 5 indicate changes in the absolute amounts 


> Curb Exchange data cover the period from July 6 to December 14, 1935. The New- 
York Stock Exchange, through Bradford B. Smith, economist, was most helpful in supplying 
data for this study. All of Chart 4 and the solid lines on Charts 1, 2, 3, and 5 were plotted 
from data supplied by the Exchange. 

21 The weekly releases of the Commission commenced October 24, 1936. 
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of shares traded by these various groups on the New York Stock Exchange 
over the period studied.?? Four of the five charts reveal a general downward 
trend in trading volume throughout the period, odd-lot trading alone indi- 
cating a rising trend. In the case of transactions initiated on the floor of the 
Exchange, the trend drop from first to last was 35.5 per cent; for transactions 
initiated off the floor, 11 per cent; and for specialists’ trading, 7 per cent. 
Odd-lot dealers’ transactions, however, indicated an opposite tendency, the 
trend rise from first to last approximating 7 per cent. From June 22, 1935, 
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to October 16, 1937, the trend drop in all member trading for own account 
(except odd-lot transactions) amounted to 16.5 per cent.” 
All charts reveal a steep decline in actual trading volume from about 


* Source of data from which Charts 1, 2, 3, and 5 were prepared: for June 29, 1935, to 
December 14, 1935, Securities and Exchange Commission, Report on the Feastbility and Ad- 
visability of the Complete Segregation of the Functions of Dealer and Broker, pp. 122-165; 
for the period April 4; 1936, to October 16, 1937, weekly news releases of the Securities 
and Exchange Commission for data as to changes in absolute volume (broken lines), New 
York Stock Exchange for data as to relative volume of trading beginning March 7, 1936 
(solid lines}. Chart 4 was prepared from data supplied by the New York Stock Exchange. 

* Trend lines for Charts 1 to 5 were calculated by Dr, John R. Stockton, associate pro- 
fessor of statistics, University of Texas, whose assistance is hereby gratefully acknowledged. 
In calculating these trends it was necessary arbitrarily to bridge over gaps in the data from 
mid-December, 1935, to early March or April, 1936. 
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May 1 to June 6, 1936, following the April 1 raise in margin requirements, 
and again from about May 8 to June 22, 1937, following the imposition of 
margins on daylight trading. These declines were somewhat more severe 
in the case of transact-ons initiated on and off the floor than in the case 
of specialist and odd-lot dealer transactions, although the drops in these 
latter two categories were marked. It is interesting to note that some 14 
weeks after the margin increase of April 1, 1936, trading volume of all 
groups improved sharply and continued generally upward for some five 
months. 
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Of much more significance in appraising the effect of government regula- 
tions on trading volume is a study of the changing proportions of exchange- 
member trading for own account to total reported transactions on the Stock 
Exchange. Such a study should reveal rather clearly whether member trading 
or transactions initiated by the public have been most affected. 

The solid lines on Charts 1 to 5 present graphically the changing propor- 
tions of the various categories of member trading for own account to total 
reported volume of trarsactions on the Exchange.** Sharply divergent trends 

*In calculating proportions, total reported transactions were doubled because every 
transaction involves both a purchase and sale, and exchange-member trading totals represent 


the sum of purchases and sales. It should be recalled that reported volume averages only 
about 70 per cent of actual volume, odd-lot transactions and “stopped” sales not being 
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are indicated. The general trend of member transactions initiated on the 
floor was definitely downward over the period, dropping from 9.4 to 6.6 
per cent of the total reported volume. Rather pronounced declines were in 
evidence from June 13 to August 22, 1936, and again from April 17 to 
June 12, 1937. The latter drop was to be expected following the imposition 
of margins on daylight trading announced April 17 and effective May 17. 
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Inasmuch as the daylight trading privileges of floor traders were not affected 
by the margin increase of April 1, 1936, little effect on such trading was to 
be expected following that action. 

Transactions for member account initiated off the floor of the Exchange 
revealed a faintly declining trend over the period, averaging slightly above 
five per cent of total reported volume. As with transactions initiated on 
the floor, 4 sharp drop in proportionate volume developed from May 1 to 
June 19, 1937, but the April 1, 1936, margin increase had little effect on 
proportionate volume and probably for the same reason. 

Both the transactions of specialists and odd-lot volume revealed an up- 


reported on the ticker. “Stopped” sale transactions effected by members for own account, 
‘however, are included in the various member-trading totals. It is apparent, therefore, that in 
comparing member-trading totals to reported rather than actual volume, the relative impor- 
tance of the former is somewhat exaggerated. 
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ward proportionate trend throughout the period. The former rose from 
9.6 per cent of total reported volume to 10.1 per cent, and the latter rose 
from 13.5 to 16.6 per cent. Specialist transactions declined slightly in rela- 
tive volume following May 1, 1936, and May 1, 1937. Odd-lot propor- 
tionate volume droppec slightly following May 1, 1936, but increased mark- 
edly from December 12, 1936, to August 14, 1937. As might have been 
expected, the daylight trading margin rules exercised no depressing influ- 
ence on the relative vclume of odd-lot transactions. 


CHART 4. +) END-IN-AOSOLUTE - AND - RELATIVE - 


VOLUME-OF-TOTAL- ODD-LOT - TLANSACTIONS- 
bY ODE-LOT-DEALERS -AND- SPECIALISTS. — 
JUNE 22,1935 -TO-OCTOBER 1[6, 1937 
in el 


Mihape retete 


PMA atacaisatiins seinen a 


(WEEK ENDING JUNE‘29,193% # 


WIE 
| 
š 


n prarain 
Me Te ee e 
= 
o 


~ 
uj 
z 
3 
at 
6 
> 
OF. 
wl 
pam 
a 
Oo 
a 
al 
a 
=| 
< 
[= 
($) 
OF 
è 
D 
a 
A oll 


ABSOLUTE : VOLUME © 


DESH mA AUG Jam, MAY ocr 
1945 t936 1936 1937 1937 193 





Conclusions 


Although the study jast described does not represent a complete survey of 
all available facts, the following conclusions appear to be warranted. 


1. During the past two and one-half years, the New York Stock Exchange 
has become a markedly nore discontinuous market for stocks. With a general 
trend toward declining trading volume, stock prices have shown an increasing 
tendency toward wider spreads from sale to sale and wider ranges in bid-ask 
quotations. So far as indizating a market trend is concerned, it is probably correct 
to say that a change of zwo or three points in stock prices today has no more 
significance than a change of one point several years ago. 

2. Trading both by the outside public and by stock-exchange members dimin- 
ished noticeably in volume during the period studied. Member trading for own 
account has declined relat.vely more than public trading, the volume of the former 
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being about 10 per cent less in proportion at the end of the period than at the 
beginning. 

3. Of the various categories of exchange member trading for own account, 
floor trading has been most affected. The decrease in this type of trading has been 
pronounced, declining 35 per cent in absolute amount and 30 per cent in rela- 
tive volume. 

4, The regulations which have had the greatest effect on trading volume un- 
questionably have been those relating to initial margin requirements, The vol- 
ume of transactions initiated both by the outside public and by exchange members 
declined sharply following imposition of higher margin requirements in the 
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spring of 1936. Floor trading, of course, was most affected by the requirement 
of margins on daylight trading. Regulations relative to pool trading, manipula- 
tion, joint accounts, trading in optioned stock, and strictures against officer and 
director trading in the stocks of their corporations have doubtless operated to 
reduce trading volume somewhat, but it is impossible to approximate statistically 
such effect. 

It should be pointed out that the diminished trading volume and increased 
market discontinuity of the past several years cannot be blamed upon any one 
single government regulation, not even upon higher required margins. Rather, 
it seems probable that the long succession of new rules and regulations has exer- 
cised a cumulative effect, gradually discouraging more and more traders and 
either driving them out of the market altogether or reducing their activity. It 
would seem that, of the traders who have retired partially or wholly to the side- 
lines, more are professionals than amateurs. In the long run, the market activities 
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of the former group are more likely to keep prices in line with sound values 
than amateur trading which is based largely on chance information and which 
is more easily affected by mob psychology. 

5. Whether stimulated by govetnment regulation or not, the volume of odd- 
lot transactions increased during the period both in absolute and relative amount. 
It seems reasonable to believe that the new controls have operated to some extent 
at least to build the confidence of small investors in common stocks. 


The trading regulations which have been put into effect thus far have 
had three definite objectives: first, to control the volume of bank credit 
employed to finance stock speculation; second, to protect the amateur public 
from price manipulatior. by professional traders and corporate insiders; and, 
third, to provide a moze orderly market in which prices would be more 
closely related to investment values and less subject to violent fluctuation. A 
fourth objective appears to be implicit in the general policy of the Securities 
Exchange Commission—namely, to convert the exchanges into security mat- 
kets effecting as far as possible purchases and sales for the account of in- 
vestors rather than speculators.» This program apparently is based upon a 
belief that speculative trading, especially by exchange members, does more 
harm than good and that stock values will be more accurately determined by 
investment transactions than by speculative trading. 

The machinery by which the first mentioned objective can be accomplished _ 
has certainly been estaklished. The board of governors can fix margin re- 
quirements within their discretion and as a result they are in a position to 
control positively the flow of bank credit into stock speculation channels. 
Undoubtedly the 1936 increases in margin requirements did operate to 
restrict the expansion of stock collateraled loans. 

It seems certain also that at least partial progress has been made toward 
realizing the second objective. Some protection unquestionably has been 
afforded to the public against manipulation of stock prices; and the pos- 
sibility of abuse through exchange members, acting in the dual rôle of 
broker and dealer has been diminished. Likewise the trading advantages 
formerly enjoyed by corporate insiders over the general public have been 
lessened. It is impossible, of course, to measure statistically the results which 
have been obtained in this direction. 

The third objective has assuredly not been realized thus far. Stock prices 
during the past thirty months may or may not have been more closely 
related to investment values, depending upon the individual’s personal 
opinion. The market, however, has been far from orderly as witness the 
long advance in prices from the spring of 1935 to mid-summer of 1937, 
and the steep decline which ensued thereafter. Wide and erratic price swings 
featured the decline, with demoralized conditions obtaining on several 
trading days. 

= The press statement released on November 23, by W. O. Douglas, chairman of the 
Commission, outlines this objective pointedly. 
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Progress toward realizing the fourth objective has certainly been made. 
Speculative trading by exchange members, especially floor trading, has de- 
clined sharply. Presumably speculative trading by the outside public has 
diminished also; although it is impossible to measure this statistically. On 
the other hand, odd-lot trading, which reflects investment demand to a 
Jarge extent, has increased noticeably. 

These various results, however, have been achieved at considerable sacri- 
fice. The security exchanges have become less continuous markets, and 
stocks correspondingly less liquid. The organized markets have become less 
able to absorb heavy liquidation and the danger of collapsing price declines 
has been accentuated. As security marketability has diminished, it has be- 
come increasingly more difficult and expensive to raise new capital funds 
through the flotation of stock and bond issues and business expansion has 
been retarded accordingly. 

It is to be hoped that the gains of the present system of security-exchange 
regulation will be dispassionately measured against the costs and that modi- 
fications will be effected where necessary so as to provide the desired protec- 
~ tion to the public with a minimum of injury to the liquidity and efficiency 
omthe security markets. Should the net result prove to be a permanently less 
. liquid and less continuous stock market, a general re-appraisal of stock values 
will be inevitable. 

JAMES C. DOLLEY 

University of Texas 
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INVENTORY PROFITS IN THE BUSINESS CYCLE 


The greatest portion of industrial inventories is analogous to water in the pipes of the 
economic production system. They cannot be drawn off and consumed without stopping 
the operations of the system. An increase in the prices at which these inventories are 
valued produces an apparent profit, but this gain is fictitious and unexpendable; it could _ 
not be converted into cash without liquidating the inventories. Such a profit is in effect 
an unrealized (and in practice largely unrealizable) capital gain, yet it has been treated by 
most accountants, statisticians, and economists as current income—even as a part of our 
national income. 

It is a comparatively easy matter to eliminate unrealized inventory gains and losses from 
statements of business income, but the methods for accomplishing this have not received any 
general acceptance. Business-men make their decisions as though fictitious inventory gains 
(amounting in some years to several billions of dollars) were expendable, and the effect 
of this misunderstanding is to aggravate the cyclical fluctuations of business. The elimina- 
tion of fictitious inventory gains and losses from current income statements would be an 
important contribution toward moderating cyclical extremes. 


J 


A small but growing number of economists and business-men is coming 
to recognize a fundamental error in the generally accepted definition of 
current business income. It is not alone an interest in economic dialectics 
that brings to the forefront the question of the relationship between un- 
realized inventory profits and current income; it is a matter of intense 
practical importance in our operating economy, since it influences business- 
men in their vital decisions, and in this way makes an important contribu- 
tion to the cumulative nature both of booms and of recessions. . 

Boiled down to the simplest terms, the problem has to do with the 
changing valuations placed upon the inventories of raw materials, goods 
in process and finished products in our economy. These inventories are 
analogous to the water in the pipes of the economic system and as such are 
always present as a part of the capital stock of the community. It seems 
obvious that when prices rise or fall, the increases and decreases in the value 
of this stock of inventories (assuming no change in its physical volume) 
are in the nature of unrealized capital gains (or losses) which should be dis- 
tinguished from current income. For the economy as a whole, the only way 
they could really become income would be for the economy to “fold up 
shop” and consume the goods, leaving the system without inventories. More- 
over, to the extent that these inventories are reduced or expanded, the econ= 
omy is consuming of increasing its capital, not its income. In spite df the im- 
probability of the basic quantum of inventories ever being consumed, our 
business and accounting system is guided by accepted procedures which 
regard the “book” results of inventory price fluctuations as current profits 
or losses—in other words, as income. 

A simple illustration will indicate how ordinary bookkeeping methods 
handle inventory profits. Assume a business having opening inventories of 
10,000 units valued at $10.00 per unit and closing inventories also of 
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10,000 units, but because of advancing costs they are valued at $11.00 
per unit. Sales (which are on a cash basis) may have amounted to two or 
three hundred thousand dollars, and throughout the period they showed a 
profit over the cost of the goods sold. This profit, let us assume, is $10,000, 
or an amount equal to 1/10 of the value of the opening inventory. The 
books of the company will therefore show the following items: 

(1) Opening inventory $100,000 

(2) Closing inventory $110,000 
` (3) Profit for the period $10,000 

(4) Cash: No change from opening balance sheet 


In this over-simplified example, all the profits resulting from sales go 
directly back into the higher-cost inventories to replace the goods sold, 
so that at the end of the period the business has gained no expendable, or 
cash, profits—nor any “real” profits (7.e., has no more goods on hand). 

It is true that cash could be realized by failing to replace a portion of 

the inventories as they are sold, but this would mean a dissipation of a part 
of the capital needed to run the business. 
_ rhe foregoing illustration obviously over-simplifies the picture by assum- 
. ing that all profits are in the form of inventory appreciation. But it is none 
the less a fact that there is a considerable element of inventory profits in 
the net results shown by most businesses in a year of rising prices.1 And 
it is also true that there are many cases where the “profits” tied up in 
increased inventory values at the end of a year equal or exceed the total 
net profits shown on a company’s books. In such cases any distribution 
of profits to the owners of the business must be drawn from cash secured 
from sources other than the company’s current business operations. Fre- 
quently it is borrowed from banks, the loans being based in part upon the 
strength which the inventories add to the working capital position. 

These inventory profits may be called unrealized inventory profits— 
that is, profits represented by unscld inventories rather than cash. In fact, 
to a going concern, most of the inventory profits are not only unrealized 
but they are also unrealizable if the concern is to continue in business. 
Even though inventories are constantly being turned over, a certain quantity 
of inventories is a part-of the capital equipment of the business. Increases 
or decreases in inventory values are analogous in every essential to un- 
realized Capital gains or losses. Inventory profits, as here defined, cannot 
be converted into cash profits without a net liquidation of inventories.” 


t In businesses where turnover of inventories is slow, it may be some months before 
inventory values (on a cost basis) reflect the full extent of the price increase. 

* A word of explanation is necessary in order to show the relation between the inventory 
profits discussed in this article and the profits and losses from seasonal operations which 
are likely to be confused with them. Gains or losses upon seasonal inventories are generally 
converted to cash as the goods move inte consumption, so that at least once a year they 
are in fact realized profits or losses. Of course a re-stocking in preparation for the next 
year may require a larger capital outlay if prices are on a higher level, The fact that gains 
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The analogy between inventory profits and unrealized capital gains is 
so important that another illustration® to clarify the relationship is in order. 


Let us assume that in a period of rising real-estate prices a man buys a home 
for $5,000. Later he sells his home for $8,000 and replaces it with an identical 
home for $7,000. The price of real estate continues to risé and he is finally able 
to sell his property for $12,000 and to replace it with one costing $11,000. 

If the home-owner set up a profit and loss account at this point, his books 
would show a total “profit” of $8,000 and he would probably feel elated. His in- 
clination might be to spend a great deal more money and to increase his general 
scale of living. Yet on closer analysis he would find that he has the same kind 
of home he had originally and a cash profit available for spending purposes of 
only $2,000. In other words, his reported “profit” of $8,000, as determined 
by the rules of accounting, consists of $2,000 cash and $6,000 inventory profit. 


To carry the illustration one step further: 


Suppose the owner failed to make a careful analysis of his actual position and 
set out to spend the total “profit” of $8,000 shown on his books. In order to 
tae this sum of money he would have to borrow $6,000. This he might be 
able to do and all might go well for a while. In the end, however, he would 
have financial difficulties to contend with. When the value of his home had 
declined—and a period of declining real-estate prices has invariably followed 
one of rising prices—he would find himself saddled with a fixed interest-bear- 
ing debt of $6,000 and a piece of real estate that had become greatly depre- 
ciated in value. He would also find that instead of spending “profits” of $8,000 
as contemplated, he had spent $2,000 cash profits and $6,000 of borrowed 
money. His inventory profits never became cash profits at all. They vanished 
as unexpectedly as they came, leaving only a trail of debt to mark their exit. 


The only fundamental difference between the home-owner illustration 
and the facts of a going business is that the former can sell his home for 
cash, and move to an apartment and await the fall in prices before buying 
another home. Most business-men cannot possibly follow a course of that 
kind. In order to supply their trade they have to go on operating with nor- 
mal inventories. They cannot withdraw from the business and await a fall of 
prices. They must expect eventually to lose the inventory profits they 
temporarily gain from a general rise in prices. 

It is also clear that, for business as a whole, it has not been possible to 


from one year’s liquidation are likely to have to go back into the next year’s restocking, 
provides an analogy with the kind of inventory profits discussed in this article. Since most 
of the gains are likely to be needed for re-investment in inventories, they are unexpendable 
if the business is to be operated conservatively, and to be prepared for the year when price 
declines will mean costly storage losses. 

But since there is a periodical liquidation of these inventories, they may be regarded as 
a special case, which will not here be discussed in detail. It can be assumed for the sake of 
simplicity that the end of the accounting periods used for calculating the inventory profits 
under discussion coincide in each case with the low period in seasonal inventory holdings. 

* For this illustration, as for many helpful suggestions in the preparation of this article, 
the writer is indebted to Mr. George E. Putnam, economist for Swift & Company, Chicago, 
who has probably contributed more than any other economist to the discussions of inven- 


tory profits. 
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increase inventories when they are cheap and sell them vut when they 
are high. If proof is needed, one has only to consider statistizs of the physi- 
cal volume of inventories for the products where figures are available. 
The typical business cycle shows the smallest inventories daring the early 
recovery phase (when they are cheap), then rising invento-ies as business 
improves, and peak inventories at some time during the period of general 
price collapse. This frequently repeated experience indicazes that (since 
someone has to have those inventories on his balance sheet business as a 
whole is not able to “move out” and wait for the next fa~orable buying 
opportunity. Perhaps a few individual business-men can sell out at a profit 
and liquidate their business. This is, of course, a cash or zealized profit, 
in many ways similar to profits realized from the liquidaton of security 
holdings at the top of a bull market. But the’ important poirt is that some- 
one is holding the goods and taking the book loss which carcels the earlier 
gain. As long as the original holder does not sell out, his profits are fic- 
titious and unexpendable. 


—_ II 


A number of businesses have recognized the fictitious natu-e of inventory 
profits and have adopted accounting practices which either withhold or 
segtegate inventory gains from their published earnings. 

The three devices most commonly employed by accountant in the handl- 
ing of inventory gains have been discussed by Ross G. Waker in a recent 
article in the Harvard Business Review.* These are: 

(1) The base-stock method 


(2) The last-in first-out method 
(3) The inventory reserve method 


The first method assigns a fixed conservative book vale to a certain 
quantity of inventories which is considered a basic requisite to the normal 
conduct of the business. This base-stock is handled, so far as price changes 
are concerned, as though it were an item of permanent capital in the balance 
sheet. The value of these inventories is not altered (unlezs perhaps the 
value is changed in cases where the original appraisal is considered faulty). 
Surplus inventories, sometimes called speculative inventories, are handled 
in the usual manner, at the lower of cost or market. 

It is of importance to note that this device is not merely a new method 
of inventory valuation. It affects directly the definition of corporate income 
because the cost of production for a given year’s output is kased upon the 


* Ross G. Walker, “The Base-Stock Principle in Income Accounting,” Harvard Business 
Review, vol. xi, no, 1 (Autumn, 1936), pp. 76-94. Earlier discussions of the inventory 
profits problem appeared in the January, 1926, issue of the same Review (vol. iv, no. 2), 
“The Rôle of Paper Profits in Industry,’ by George E. Putnam; and in tue October, 1924, 
issue (vol. iii, no. 1), ‘Inventory Valuation and the Business Cycle,” by H. T. Warshow, 
comptr@MeP of the National Lead Company. 
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cost of concurrent purchases of raw materials. It introduces a replacement 
basis for figuring costs of production,® and thus limits reported operating 
profits (aside from the “speculative inventory” account) to profits on re- 
placement, with inventory gains excluded. 

The second device, “last-in first-out,” accomplishes a result similar to 
that of the base-stock method, but it employs an accounting fiction whereby 
the cost of the most receat purchase of raw materials becomes, on the books, 
a cost of the first goods sold thereafter. Thus, by indirection, there remains 
on the books a basic inventory which is never advanced in value as prices 
rise, nor is its value charged as a cost of current sales. The “first-in’’ inven- 
tory remains on the books at an unchanged value, dating back to the original 
building-up of the inventories. 

An advantage of this method is that each sale of goods can be charged 
with the cost of a specific lot of raw materials (even though not the physical 
lot from which the goods were made), thus facilitating a verification and 
audit of the books. It is also claimed that “‘last-in first-out” automatically 
takes care of speculative inventory holdings. However, the method is diff- 
cult to apply when identifiable lots of materials cannot be traced through to 
specific finished products, or where a complicated classification of materiaf> 
or changing styles would involve serious difficulties in allocating costs. 

It should be made ciear that over a period of years either of the two 
suggested accounting procedures will show practically the same total profits 
as the present orthodox methods. When commodity prices have gone through 
a complete cycle and have returned to approximately their original level, 
there will have been inventory losses to offset the inventory profits recorded 
by the accepted accounting methods. The principal advantages of the sug- 
gested changes would be a greater stability of reported earnings from year 
to year, and an accounting record which would provide a much better guide 
for intelligent business management. 

Both the base-stock and the last-in first-out methods eliminate inventory 
profits from accounting results by charging current sales with current, rather 
than past, purchases of raw materials. Both methods retain a working in- 
ventory on the books at substantially constant prices. However, present rul- 
ings of the Commissioner of Internal Revenue will not allow these two 
methods of accounting to be used for tax purposes, so that their use must 
be supplementary to the required reports employed for tax returps. 

The third plan, the inventory reserve method, employs no accounting 
innovations. Inventory profits and operating profits are all included in 
the income accounts: on the asset side of the balance sheet, inventory valua- 
tion fluctuates up and down according to the cost-or-market formula; but 

5 The use of the dase-stock or last-in first-out accounting methods which put current 
operations on a replacement basis should not be confused with the familiar replacement 
basis for capital valuation, In the latter case it is a matter of calculating hypothetical replace- 


ment costs; in the former case of inventory accounting methods, it is a matter of employing 
the cost of replacements actually made. a=: 
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on the liability side, inventory profits are segregated® from the general profit 
and loss account and placed in an inventory reserve account This is not an 
entirely satisfactory device, because it treats inventory appreciation as cur- 
rent income, and the establishment of a reserve account is merely a recogni- 
tion of the undistributable nature of such income. 

From a practical point of view, any one of the three methods accomplishes 
the essential purpose of recognizing the ephemeral nature of inventory 
profits. If it is feasible to estimate the extent of inventory peofits without a 
separate set of books, then it is about as satisfactory in practice to employ 
the inventory reserve as to do the supplementary bookkeep-ng required by 
either of the other two methods. 

The accounting plans discussed herewith are of importance because they 
represent a recognition of the problem on the part of at least some individual 
business-men and accountants,” and because they attempt (however imper- 
fectly) to grapple with it in a practical way. As with other accounting prob- 
lems, the specific method must be adapted to the characteristics of the par- 
ticular industry. 

It becomes immediately apparent that if inventory profits are distin- 
‘gished from “operating profits,” then operating profits fit neatly into the 
formula for “profits over current replacement cost” as against the present 
“profits over original purchase cost” for the goods currently sold. Therefore, 
any adequate recognition of the Mature of inventory profits calls for a two- 
fold revision of accounting procedures. First, current operating results, 
including such items as the cost of goods sold and current operating profits, 
must be calculated on something approximating a current replacement basis. 
Second, the method of valuing inventories must be changed so that price 
fluctuations do not affect the book value of the basic inventories needed to 
run the business. The profits or losses actually realized from a net liquida- 
tion of inventories could be regarded as the economic equivalent of realized 
capital gains or losses. 


HI 


The very limited recognition accorded by business-men to the problem of 
inventory profits and losses is matched by an equally meager treatment by 
economists and statisticians. There is an almost complete absence of men- 


*For a theoretical method of calculating such inventory profits, see discussions by Simon 
Kuznets and Solomon Fabricant in parts iii and iv of Studies in Income end Wealth, vol. i, 
a preliminary report of the Conference on Research in National Income and Wealth, pub- 
lished by the National Bureau of Economic Research, 1937. This method gives a basis for 
estimating inventory gains and losses, even where (as in the case of retail trade) style 
changes are frequent. This is accomplished by means of index-number techniques, 

"The problem of inventory valuation was discussed at length at the 1936 convention 
of the National Association of Cost Accountants. See National Assoctation of Cost Ac- 
countants’ Year Book, 1936, pp. 161-216, especially the paper by Maurice E. Peloubdet. See 
also “Valuation of Inventories,” a report of Special Committee on Invencories of American 
Institute of Accountants, in The Journal of Accountancy, August, 1936, gp. 122-132. 
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tion of unrealized inventory gains in the literature of business cycles.® In 
fact, it is largely the failure to recognize the fictitious nature of inventory 
profits that has made them an important business-cycle factor. Therefore, 
discussions of the topic are naturally meager. The reader can be brought 
up to date easily by the following brief account of one highly important 
statistical contribution and a few other incidents (chiefly tax rulings) which 
have inadvertently turned up the problem. 

Efforts to estimate national income have given rise to searching inquiries 
into the true nature of income. It is not surprising, therefore, to find an 
expert in the field of national income making the following statement:° 
The distorting influence of business accounting practices on any measure of 
business savings, and hence of national income produced, is considerable, and 
the need for adjusting figures taken from business accounts must be clearly 
recognized. Of the various sources of distortion, the changing valuation of in- 
ventories appears, for recent years, to have had the largest quantitative effect on 
business savings and national income produced. 

Dr. Kuznets, following this statement, makes a statistical estimate of 
the extent to which business savings (as revealed in the usual national 
income statements) reflect inventory profits or losses.*° The following ase 
Dr. Kuznets’ estimated amounts of inventory profits (+-) or losses (—) 
over a series of years: 

TABLE I.—ESTIMATED GAINS AND Losses RESULTING FROM CHANGING INVENTORY 


VaLruartioss, 1919-19354 
(million dollars) 


1919 +. 2,098 1928 ~ 48 
1920 — 4200 1929 =. 412 
1921 — 6,753 1930 = 4.331 
1922 + 971 1931 — 3,308 
1923 + 218 1932 — 1,520 
1924 = 474 1933 +. 2440 
1925 + 304 1934 + 2.130 
1926 =, 45787 1935 te 785 
1927 — 845 


8 Mention of the business-cycle significance of inventory profits appears in an article 
by Sumner H. Slichter in the May, 1937, Atlantic Monthly, called “Is Another Depression 
Inevitable?” and in the articles by George E. Putnam and H. T. Warshow, cited above, In 
addition, Dr. Simon Kuznets has called attention to a discussion, little known in this 
country, by F. Schmidt, “Die Industriekonjunktur—ein Rechenfehler!”, Zeitschrift fiir 
Betriebswirtschaft, 2 Sonderheft, 1927. 

°’ From Studies in Income and Wealth, vol. i, part iv, p. 145, “Changing Inventory Valua- 
tions and Their Effect on Business Savings and on National Income Produced,” by Simon 
Kuznets (cited above). 

* It is of interest to note that in national income estimates, inventory profits must be 
confined to business savings. This is consistent with the contention that inventory profits 
are unexpendable. They cannot enter income paid out, or any other item of income 
produced, 

From table presented in part iii, p. 131, of. cit. The estimates made by Dr. Kuznets 
do not conform precisely with results that would be indicated by either the last-in first-out 
or the base-stock plan. The difference lies chiefly in the treatment of net additions or 
liquidations of inventories within the accounting period, 

tae 
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These values represent a very important fictitious element in our total 
‘national income. Business-men as a whole were looking upcn them as sub- 
stantial profits and losses and were no doubt so guided in their business 
decisions, even though they resulted in no gains or losses im cash or other 
expendable assets.*? Dr. Kuznets feels that it is a mistake to include these 
inventory profits—which do not represent the value of anyching produced 

(or consumed)—as a part of our national income, even trough they do 
form a part of what business-men ¢hink their incomes are. 

Therefore the proponents of last-in first-out accounting, or the base- 
stock plan, can count among their number a leading authority upon statistics 
of national income; and the weight of his views cannot but add substantially 
to the respect which their underlying principles will command. 

Another field in which a recognition of the nature of irventory profits 
would seem to be all-important is that of income taxation. Here only the 
records of a few skirmishes indicate that the Bureau of In-ernal Revenue 
is cognizant of the problem. 

Applications have been made and denied for the acceptance for tax pur- 

oses of the base-stock method of inventory accounting——-: denial which 
was confirmed by court ruling. However, the Bureau of Incernal Revenue 
has continued to be petitioned by a number of trade associaticns™ and mem- 
bers of industries for a ruling which will accept either basestock or last-in 
first-out accounting for tax purposes. 

Perhaps the most important stimulus toward the recognit-on that inven- 
tory profits are not expendable income has come through the application of 
the undistributed earnings tax. This tax is based upon the assumption that 
all income (as defined for tax purposes) is distributable. Because of this 
false assumption, the government now finds itself in the acomalous situa- 
tion of penalizing the failure to distribute an item of “income” which is 
neither distributable nor is it indeed income. And many business-men who 
have not formerly been aware of the inventory profits problem as it affected 
their businesses are now forced to decide between borrowing the funds to 

‘pay dividends, or paying the tax—-sometimes borrowing the money to do 
even this.15 Without the tax they would undoubtedly have a lowed a larger 
part of the profits their books showed to remain in the general surplus 

2 Except to the extent that lenders (also misinterpreting) took the Changing values of 
inventories #nto account in advancing or calling loans. 

18 The Kansas City Structural Steel Co. case (1930), which started with a decision of 
the Commissioner of Internal Revenue; was appealed to the Board of Tax Appeals, 11 
B.T.A, 877; then appealed to the U. S. Circuit Court of Appeals, 33 Fel. (22d) 53; and 
finally to the U. S. Supreme Court on writ of certiorari, 281 U. S. 264, which affirmed the 
Commissioner's authority to turn down an accounting system not in general use. 

“Including the Tanners Council of America, the American Petroleim Institute, and 
re n money against inventories in order to pay dividends giv=s no escape from 
the tax, because the money used later to repay the borrowings will have to be recorded as 


undistributed earnings, and as such will be taxable. 
ane 
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account, thus (perhaps inadvertently) establishing a reserve to be drawn 
down in the case of inventory losses in subsequent years. 

Business-men are therefore feeling the squeeze of the undistributed earn- 
ings tax and bending their efforts to enumerate the reasons why a portion 
of their incomes should not be distributed. It comes to many of these as a 
novel idea—the significance of which they have never appreciated—that a 
portion of their so-called income in years of rising prices has never been 
expendable. 

A certain group of industries has access to an easy method of avoiding 
the perplexities of inventory gains and losses. These are the industries ` 
which have the possibility of forswearing both inventory gains and losses 
through hedging operations upon a futures market. The inventory gain 
upon goods owned is directly cancelled by the loss upon the future commit- 
ment. 

But hedge operations take the form of contracts which are often left out- 
standing over a considerable period, to cover a succession of transactions 
in actuals. In order to take account of such a circumstance, the Bureau of 
Internal Revenue has issued a ruling to the effect that profits and losses on 
outstanding hedges may be calculated on a cumulative basis in order to per 
mit them to offset the inventory loss or gain against which they are matched. 

In other words, a flour miller who sells a carload of flour and buys a 
carload of wheat on the same day does not have to buy in the hedge contract 
against the flour and sell a new hedge against the wheat purchased. He leaves 
his old hedge outstanding to cover the new wheat commitment, and is 
allowed to offset the inventory profit or loss on the flour sale by allocating 
the results of his hedge up to that date without actually closing the hedge. 

In the ordinary operation in securities it would be impossible to take a 
profit or loss without actually closing out the commitment. This ts the stand- 
ard method of handling capital gains and losses. Nevertheless, we find— 
somewhat ironically—that the Bureau of Internal Revenue has ruled that 
the unrealized capital gain or loss on a hedge contract may be regarded as 
an “income” item, in order that unrealized inventory losses or profits may. 
continue to be regarded (erroneously) as income items, rather than as 
unrealized capital gains or losses. 

The tax authorities have, in other words, insisted that inventory profits 
be regarded as income, even to the extent of being inconsistent in their 
handling of capital gains and losses. 


IV S; 


Dr. Kuznets’ estimates, presented in Table I, give an indication of the 
importance of changing inventory valuations as an element in business in- 
come. These amounts, which were frequently in excess of a billion dollars 
and reached a figure of six and three-fourths billions at the time of the 
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1921 price collapse, are certainly large enough to have a substantial economic 
influence. For the years 1933, 1934 and 1935 they represent an addition of 
more than five billion dollars to reported business incomes. During these 
same years the national income estimates show reported busiress profits and 
losses amounting to a net total profit of only about two bilion dollars. In 
other words, the reported business profits of these three recovery years were 
less than half as great as the appreciation in inventories which business-men 
were including as a part of their incomes. This is shown in Table I, which 
presents Dr. Kuznets’ data on business profits and losses for the years 1929- 
1935, before and after adjustments for changes in inventory valuation. 

TABLE II.—ESTIMATED Business PROFITS AND LOSSES BEFORE AND AFTER ADJUSTMENT FOR 


Cuancine Invenrory Vauuations, 1929-1935 
(million dollars) 


Busi Inventory Business 
y us re revaluation _  yrofits or losses 
ear pr ee ae included excluding inventory 
unadjuste as income zains or losses 
1929 +8 , 552 — 712 +-9 264 
1930 + 912 —4,331 +5, 243 
1931 —3,718 — 3,308 — 410 
1932 —6,193 —~1,520 —4,673 
1933 — 881 +2 ,440 —~3,321 
1934 +1, 257 +2,131 — 874 
1935 +3, 382 + 785 +-2 597 


The first column summarizes what business-men shought their incomes 
were; and the third column indicates the approximate amounts of depres- 
sion losses and subsequent gains that would have been recorced if they had 
excluded inventory gains from income, by one of the methods discussed 
above. 

In spite of the importance attached to the inventory prcfits matter by 
those who are at all aware of it, the zeal of this group has so far failed to 
make serious inroads into the more or less sacred fields governed by tax 
regulations and accounting orthodoxy. Perhaps it is a result ef the lethargy 
of government with respect to changes in tax rulings which has prevented 
business-men from seeing any advantages from revised accousting methods. 
Or perhaps it is merely the complacency with which both business-men and 
the government have come to accept the rules governing cur accounting 
methods aš an infallible guide to the measurement of true >rofits. 

It is this last point which is of greatest importance to the business-cycle 
theorist. Business-men are currently making vital decisions cn the assump- 
tion that their books are providing a record of realized or expendable earn- 
ings. Insofar as their actions are influenced by ‘their failure to understand 
the fictitious nature of inventory gains," they are likely to make decisions 

#7 An eastern manufacturer, discussing the importance of inventory p ofits in his busi- 


ness, assured the writer that he realized inventory profits were fictitious, biż he nezded them 
becauseghg expected to use them to build his new plant, 
+ 
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which will lead not only to a dissipation of the resources of their own busi- 
ness, but also to an accentuation of the booms and depressions of business 
as a whole. 

Inventory profits are not represented as a basic cause of the trade cycle 
since they would play no part in an economy not already affected by chang- 
ing prices. But as soon as increasing or decreasing prices affect the value of 
commodities held in inventories, there is developed a chain of events which 
constitutes a powerful cumulative factor in the cyclical swings. It has already 
been shown how the irdividual business-man, believing that his inventory 
gains are real profits, is led to extend his business on the basis of them. He 
may attempt to spend or distribute them, borrowing money for the purpose; 
he may use them to expand his business, often borrowing against his inven- 
tories or against his other assets for this purpose because he feels his busi- 
ness is unusually profitable; or, finally, he may bid up market prices still 
farther because the profitableness of the business has made a seller’s market. 
Meanwhile, the inventory profits continue to pile up as a result of any of 
these acts. (It is one of the paradoxes of inventory profits that they are a 
result of increased costs, not of decreased costs. ) 

How do these typical decisions of business-men correlate with the variou? 
well known explanations of the business cycle? It can be shown briefly that 
the failure to recognize the fictitious nature of inventory gains contributes to 
the cumulative effects cited in nearly all the explanations. 

For instance, there can be no doubt that inventory gains lead to a false 
sense of optimism. Moreover, there can be little question but that such 
optimism leads to mistaken judgments and actions on the part of many 
business-men. The false guides provided by the conventional income state- 
ment in times of rising or falling prices help to carry business psychology to 
extremes of over-optimism in periods of price advance and drag it to the 
depths of despair when prices fall. 

Inventory profits are a factor in credit expansion. If profits were calculated 
on a replacement cost basis (as under the base-stock, or fast-in first-out 
plans), then the value of the normal supply of goods in process would 
change very little from one year to the next. But if profits are calculated 
upon the conventional basis as required by the Bureau of Internal Revenue, a 
part of the profits recorded at the end of the year will have gone back into 
inventories which cost more than the materials used in the goods sold. In 
other words, the cost-of-sales item covers only the actual cost of the goods 
sold; it includes no allowance to cover the increased cost of replacing the 
inventories used up. This difference usually comes either out-of undis- 
tributed profits or out of borrowings. 

The business-man, believing that he is keeping his spending within the 
limits of his profits, will seldom hesitate to borrow against his inventories 
in order to “finance his business,” or distribute its earnings. He is not gen- 
erally aware that he is distributing not earnings but borrowed money, and 
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that the borrowings are impairing his equity in the stocks cf goods neces- 
sary for conducting his business. 

The first year of the undistributed earnings tax has provided a good exam- 
ple of the use of credit in order to distribute inventory proñts. This large 
unexpendable element in taxable net income was undoubtedly a primary 
reason why dividend distribution served to impair working capital positions 
of corporations, forcing them to borrow at the banks, or to make non-cash 
distributions. 

That the credit expansion growing out of efforts to distr bute inventory 
profits can reach unhealthy proportions needs little proof. Each price rise 
means higher valued inventories, so that inventory profits es ablish the bor- 
rowing power needed for theit own (apparent) distribution. Although 
banks regard inventories as a most liquid asset upon which ta extend credit, 
it will be found that the liquidity they offer is largely superfizial. The goods 
themselves may be sold, but the use of the money to repay loans, rather 
than to replace the goods, would naturally put most firms out of business 
or at least in the hands of receivers. Such situations are, of Curse, common 
during periods of business recession when the collateral value of the inven- 
tories is fast melting away because of price declines, and creditors must 
press for repayment of loans. The declining inventory valu2s are reflected 
in inventory losses (actual losses in terms of conventional acccunting) which 
are the counterpart of the earlier inventory gains. 

The maladjustment between prices and costs plays a praninent part in 
many business-cycle explanations. The business which computes its profits 
on the basis of conventional rather than replacement costs is likely to show 
a profit during periods of rising prices simply because it is carrently selling 
goods made from raw materials purchased at past prices. The margin pro- 
vided by this disparity (which exists even where current prices of raw 
materials and finished products remain strictly in line) is recorded as a 
profit, notwithstanding the fact that most or all of it goes back to re- 
place the raw materials at higher prices. Manufacturers, sersing profitable 
operations, become aggressive bidders for raw material, ever paying higher 
prices than are warranted by current markets for finished products. They 
plan to pass on the higher price as soon as the higher-cos: materials are 
ready for sale. And on a rising market, they are very likely to secure their 
higher price, only to reinvest it in still higher-cost materia.s. Under such 
conditions it requires only a tapering of the price advance Lefore we have 
the phenomenon, of “costs overtaking prices.” That is, the cost of goods 
currently emerging from the production process continues to 30 up (because 
more and more expensive raw materials entered them) for some time after 
the advance in the current market has been arrested. 

Since inventory appreciation ceases at this point to contribuze its increment 
to profits, a tendency toward retrenchment-—-even before prices actually 


1938 | Inventory Profits in the Business Cycle 39 


decline—is understandable. If this is sufficient to bring a weakening of 
prices, then the cumulative effects of inventory losses come into play. In the 
buyers’ market which follows, it is impossible to recover the actual costs 
of goods offered for sale because buyers are unwilling to pay more than the 
teplacement cost. The losses may be entirely inventory losses, if prices never 
fall below replacement costs; but their effects are none the less real to the 
business-man who does not understand their fictitious nature, or has made 
no preparation for them. 

The over-tnvestment theory may not appear to be directly related to in- 
ventory profits, but even here there is a clear contribution to the cumulative 
development of over-investment in times of recovery and under-investment 
when prices and business recede. Most businesses rely upon profits for a part 
of the funds needed for growth. Moreover, they are inclined to measure the 
prospective profitableness of a new investment on the basis of the current 
results their business is showing. If new investment follows profits, it 
receives a strong and cumulative stimulus from the profits arising out of 
inventory appreciation. This, of course, continues only up to the point 
where credit (based in part upon inventories) is strained, or where prices 
cease to add their increment to inventory values and hence to reported” 
profits. 

One theory—that which bears the various trademarks of under-consum p- 
tion, over-saving, or under-spending—is likely to lose some ground in the 
face of Dr. Kuznets’ revelation (as shown in Table I) of the volume of 
so-called business savings which were not savings at all. We have been in 
the habit of calculating our “national income produced” by a method which 
includes inventory appreciation. Since inventory gains are neither consum- 
able nor income, it is clear that consumption is not falling as far short of 
its potential maximum in a period of rising prices as would be indicated by 
our superficial measures of undistributed earnings. 

This is, of course, only a partial list of business-cycle theories; no mention 
has been made of overstocking and inventory accumulation, nor of over- 
speculation and a number of others. But there is hardly a business-cycle 
explanation in which it cannot be demonstrated that the failure to recognize 
the fictitious and unexpendable nature of inventory gains provides an ener- 
getic twist to the tail of the spiral. 

These gains, which are confined to account books, go as they come, with- 
out adding or deducting from our true national income. But the fact that 
they are interpreted as true income—and are so rendered. in our accepted 
methods of accounting and tax levying—makes of them a balloon. They. 
are blown up and add their lifting power to each inflationary boom; and 
they are, in turn, among the first to be punctured at the termination of the 
wild ride. 
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It has been pointed out that the present cost-or-market method of valuing 
inventories is arbitrary, that in many cases—where materials in process 
cannot be traced by lot, or where average costs are used—the costs now 
employed involve a fiction, just as the accountant’s formulae for depreciation 
or depletion are not only arbitrary but fictitious. There should therefore be 
no objection to a change in accounting methods on the ground that the use 
of current replacement costs is arbitrary or fictitious. The objections that 
carry any weight appear to sift down to two questions: (1) are the proposed 
substitute accounting methods practicable; and (2) would such methods 
provide a þetter measure of business income? 

The first question is for the accountants. Suffice it to state that their devices 
have been in satisfactory operation in `a number of organizations.*” The 
barriers in the way of adapting such methods to the peculiar problems in 
other industries do not seem insuperable. 

Upon the second question, the foregoing discussion has attempted to 
indicate the reasons why unrealized inventory gains are not true income in 
Any economic sense, and why the failure to recognize this fact not only 
leads business-men to pursue unwise business policies, but has also led to 
tax laws which practically require the dissipation of corporate working 
capital. Finally, and most important of all, the failure to recognize the 
fictitious nature of inventory profits must be given more than a minor part 
in explaining the wide amplitude shown by business fluctuations. 

o HENRY B. ARTHUR 

Swift & Company 

Chicago, Illinois 

™ See especially the annual statements of the National Lead Corporation which has’ 
been using the normal stock method since 1914. This company’s experience is discussed 
by Mr. H. T. Warshow in “Inventory Valuation and the Business Cycle” in the October, 
1924, issue of the Harvard Business Review, vol. iii, no. 1. 

See also Uniform System of Accounts for the Oil Industry adopted by the Board of 
Directors and published by the American Petroleum Institute, 50 West 50th St., New York 
City. This system includes an outline of “‘last-in first-out.” In addition, similar methods 


have been drawn up for the tanning industry by the Tanners Council of America, but not 
yet approved by the members. 


THE REASONS FOR PRICE RIGIDITY 

Paper presented at a Round Table Conference of the American Economic Association 
at Atlantic City, Decomber 29, 1937. 

An analysis of price-incexes covering depressions since 1837 shows that there was as 
much distinction berween zigid and “administered” prices then as now, and that prices 
on the whole fluctueed less frequently. The distinction between price-movements of agri- 
cultural and indust] products was recognized by Adam Smith and his followers. It is 
partly caused by diferences in the nature of the demand for them, not so much dif- 
ferences in elasticity in the usual sense, as changes in demand resulting from changes in 
the public's purchasag power. Whether such changes in demand affect output or prices 
the most depends ca circumstances affecting supply, of which the most important are: 
(1) the inability of farme-s to control their output because of climatic conditions, and 
(2) the relative unimportance of hired labor in agriculture. The increasing size of indus- 
trial units has not «creased the rigidity of industrial prices, which are now less rigid 
than they were a hu:cired years ago. 

The fact that some prices are rigid or sticky, while others are variable, 
has attracted a good deal of comment from economists in recent years. 
Some have tried to exdlain this fact, which they apparently assume to be 
a modern develcomen;, by the growth of large-scale enterprise. The term 

“administered pæce” has been invented to apply to prices which are kept 
rigid for an app-eciable period of time by the determination of producers 
to maintain their profizs. There has been some confusion concerning these 
administered przes. Although Mr. Gardiner Means, who invented the 
phrase, has repectedly stated that he does not mean monopoly prices, other 
economists have reasoned as if administered prices were monopoly prices 
or at least quas -monopoly prices. Apparently, however, Mr. Means re- 
gards administered prizes as those which naturally exist in industries where 
producing units are large, even when there is no monopoly or collusion 
among producers. He states that the action of producers in maintaining 
prices is natural and to be expected while industry is controlled by the 
profit motive ard concludes that the profit motive must be superseded 
by some other n=thod of price control in order to avoid reduction of out- 
put and unempbyment during depressions. He insists that the classical 
economists’ thecty of value and price must now be abandoned since it 
was based on tLe assumption of price flexibility, an assumption which 
he says was justified by the circumstances of the times in which the 
theory was formulated, but not by those of the present. 

In appraising the value of these theories the first step is naturally to 
ascertain whether prices are now more rigid than they were fifty or one 
hundred years azo or whether a larger proportion of prices is rigid now 
than then. The :econd step would naturally be to verify the assumption 
that classical economists based their theories on universal price flexibility; 
and the third stæ would be to inquire why some prices are, or have been, 
rigid, while others were flexible. Mr. Means seems to have skipped the 
first two steps ard consequently to have stumbled on the third. 

Taking these steps in order, we start with the chart published by Mr. 
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Means? which shows that of the 750 items in the Bureau of Labor Statistics 
wholesale price index, 125 changed practically every month from 1926 
to 1933 and 95 changed less than five times in those eight years. The 
prices which changed infrequently were mainly those of manufactured 
articles, particularly capital goods and the products of large-scale in- 


CHART I 


DISTRIBUTION OF FREQUENCY OF MONTHLY PRICE CHANGES 
BY 20-YEAR PERIODS 


NUMBER OF a a NUMBER OF | 
COMMODITIES COMMODITIES| 


40 


— 1791 = 1810 35 
--- 1811 = 1830 
m 1821 = 1840 50 
++ 1841 = 1860 


25 





dustries, according to Mr. Means, although he does not submit a list. He 
overlooked the fact that many finished articles ready for individual con- 
sumption but produced by small-scale industries also changed very little 
-in price, both in this depression and in every previous depression of which 
we have record, such as bread, canned foods, shoes, many kinds of clothing, 
drugs, soap, tableware, tools, furniture, and many other articles of 
household use. In view of his assumption that the reason for price rigidity 
was the large scale of modern enterprise, it is strange that he made no 
attempt to compare price movements in the present depression with those 
in previous depressions, or even to verify his assumption that products of 
large-scale industries (excluding the regulated public utilities) were more 

*In Senate Document no. 13, 74th Cong., 1st sess., “Industrial Prices and Their Relative 
Inflexibility.” : 
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rigid in price than the products of small-scale industries. If he had made 
such an attempt, he would have found that rigid prices always existed; that 
to a very large extent they were characteristic of the same articles of which 
they are now characteristic, and that there is even very strong reason to 
believe that a hundred years ago, when John Stuart Mill was writing his 
Principles of Political Economy, rigid prices were proportionally more 
numerous and more important to the consumer than now. 

This statement is sapported by the three accompanying charts: First we 
have in the study of Wholesale Prices in Philadelphia’ a chart which shows 
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that between 1791 and 1860 the commonest number of price changes was — 
over two per year but under three. In other words, the typical price was 
kept unchanged from four to six months at a time, and was therefore an 
“administered” price, according to the definition. Very few prices changed 
as often as once a month. In fact before 1810 very few prices changed as 
often as eight times a vear. This chart is based on 135 commodities, whereas 
the B.L.S. index used by Mr. Means included 750 commodities. It is possi- 
ble to construct, from he material compiled by Bezanson, Gray and Hussey, 
a chart covering the period of the great depression, 1837 to 1844, which 
includes 188 commodities. This has been done in Chart II. Comparing 
this with Mr. Means’s chart, we find that the striking change that has 
taken place in the last 90 years is not the development of rigid prices but 
the development of extremely flexible prices. There were very few prices 
that changed every month in the depression of 1837-1844. Since then there 


* Benzanson, Gray and Hussey (University of Pennsylvania Press, 1936), p. 55. 
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has been a great development of organized markets and price-reporting 
systems, with the result that prices that were moderately flexible 90 years 
ago are now extremely flexible. 

It is true that according to this chart the number of prices changing less 
than ten times in eight years was a smaller proportion of the total 90 years 
ago than now, but that is only because of the fact that the 188 prices here 
recorded for 1837-1844 include only a small number of the commodities 
which are responsible for the rigid prices shown in the recent depression 
and practically none of the ones whose prices have been held unchanged 
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for a year at a time. Rigid prices have not been commonly reported in news- 
papers or trade journals or other printed collections of statistics, for the 
simple reason that they had no news value. Until very recently they have 
not been compiled by research workers because economists have been more 
interested in fluctuating prices, which seem to be a better measure of changes 
in business activity and the results of monetary and credit policies. Conse- 
quently no index of wholesale prices has ever been published for years 
preceding $890 that gives adequate consideration to rigid prices. 

If the rigid prices included in the B.L.S. index are examined, it will be 
found that about 200 of them relate to commodities which are not included 
in any index published prior to 1890. Some of these commodities did not 
exist; but many of them did, and they formed an important part of the 
consumer’s budget. According to the information available in the Aldrich 
Report or elsewhere, they were probably as rigid in price 50 to 90 years 
ago as they have been recently. I have compiled a list of 184 commodities 
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whose prices were rigic in the depressions following 1837 and 1873, mean- 
ing by rigidity that for five years or more these prices changed on the 
average not oftener then once a year. If such prices are taken into account, 
the distribution of monthly price changes shown in Chart II would be 
greatly changed. The namber of prices changing less than once a year would 
be greatly increased. It has been impossible to find price figures for many 
of these commodities before 1840, but Chart III attempts to show what the 
distribution of price changes was from 1840 to 1847 inclusive. It includes 
182 monthly quotatiors taken from Wholesale Prices in Philadelphia, and 
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30 monthly quotations and 39 quarterly quotations taken from the Aldrich 
Report. The number of price changes shown by the quarterly quotations 
has been multiplied Ly three, although it is obvious that that procedure 
exaggerates the number of price changes. A few other quarterly quotations 
are available in the Aldrich Report, but have been omitted because they 
were duplications of some of the monthly quotations. Adding these 251 
series together, we get Chart III which shows plainly that the commonest 
number of price chanzes from 1840-1847 was less than one a year. The 
economy was dominated by rigid prices; and the extremely flexible whole- 
sale prices which have been so characteristic of recent years practically did 
not exist 90 years ago except in connection with farm products. 

Chart IV shows the <esult of a similar study of the depression 1873-1880. 
This is based on 33 nonthly price series and 256 quarterly price series 
taken from the Aldrics Report, and 28 monthly price series obtained from 
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other sources. The changes shown in the quarterly price seriés have been 
multiplied by three, which makes the chart show a higher degree of flexi- | 
bility than actually existed. Here we see a great increase in the number of 
extremely flexible items, but rigid prices are still a large proportion of 
the whole. 

In Bulletin No. 39-of the Department of Labor, 234 monthly price series 
are given covering the boom and depression of 1890-1897. The proportion 
of these that showed no change, or less than five changes, or less than 
nine changes in eight years was larger than the corresponding proportions 
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shown for 1926-1933 by Mr. Means’s charts and figures. If a larger num- 
ber of prices had been available doubtless the proportion of rigid prices 
would have been even greater, because the prices included in recent years 
but omitted in the ’90’s include a large proportion of rigid ones. 

The fact that some prices were subject to frequent fluctuations while 
others were almost, if not absolutely, uniform from 1890 to 1901, was 
commented on by Carroll Wright in Bulletin 39 of the Department of 
Labor (March, 1902, p. 216); and W. C. Mitchell in his 1921 report 
on index numbers emphasized the sluggish movement of prices of manu- 
factured articles from 1890 to 1913 (B.L.S. Bulletin 284, pp. 41, 47, 53). 
In his book The Behavior of Prices published in 1927, Professor Frederick 
C. Mills published U-shaped diagrams similar to that of Mr. Means, based 
on 206 commodities. These diagrams showed that from 1890 to 1913, 
and from 1922 to 1925 the commonest number of price changes was less 
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than once in ten montas. A thorough study of rigid prices from 1890 to 
` 1933, by Don D. Humphrey, appeared in the Journal of Political Economy 
for October, 1937. He shows that the relative flexibility of agricultural and 
industrial prices Las not changed since 1890. 

There can be 10 dcubt that in this country ever since 1790 our price 
structure has inclided a large number of prices that remained unchanged 
for months or years at a time, side by side with prices that changed monthly, 
weekly, daily, or in recent years even hourly. Such figures as are available 
for England in the eighteenth and early nineteenth centuries show that there 
also the prices of manfactured goods frequently remained unchanged for 
long periods, anc. never fluctuated as widely as the prices of agricultural 
products. The prices paid by hospitals for milk, salt, blankets, hats and 
shoes remained uncharged for many years at a time. 

The fact is then that rigid prices have always been important. Were 
the classical ecor>mists aware of that fact? A study of their texts makes 
it impossible to doubt that they were. Adam Smith very plainly stated, 
“That the price of linen and woolen cloth is liable neither to such fre- 
quent nor to suc great variations as the price of corn, every man’s ex- 
perience will infarm kim.”! J. S. Mill had a good deal to say about the” 
effects of custom: in preventing price fluctuations in certain industries, as 
well as the effect of differences in the flexibility of demand. He also 
emphasized the point that the pure theory of political economy was based 
on the assumptioa of Competition and that in the actual world competition 
even in wholesal- markets did not always exist, and in retail markets was 
comparatively rare. In other words, there is no reason to suppose that 
actual conditions conformed any more closely to the theorist’s ideal a 
hundred years ago then they have done recently. In fact there is strong 
reason to believe that competition has more nearly approached the theo- 
retical ideal in re-ent years than it did in the time of Smith and Mill. That, 
however, is a susject which cannot be gone into here. The fact that all 
prices did not fluztuate to the same degree was well known to the econo- 
mists of the earl nineteenth century. In fact it was one of the reasons why 
they objected to “evons’ use of index numbers to measure the purchasing 
power of money. It was a matter of common knowledge that wages did 
not fluctuate witk the price of commodities; that manufactured goods and 
agricultural goods did not move together; that the price of bread, after it 
was released from governmental price-fixing, did not change as much as 
the price of wheat. 

To assume thet men like Smith, Ricardo and Mill were not aware of 
these facts is presosterous. To assume that their theory of value depends 
on the existence of extreme price flexibility with output practically un- 
changed is not orly to misinterpret their text, but to fail in understanding 


3? Wealth of Natiows, Evecyman edition, vol. i, p. 52. 
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the fundamental justification of what is known as the laissez-faire system. 

The classical economists attached more importance to what they called 
normal price than to market prices. They maintained that there was a 
tendency for market prices to conform after a lapse of time to a normal 
price, and that the normal price was determined by cost of production ex- 
cept in cases where the supply was fixed. They recognized that the time 
required for market prices to conform to normal prices varied between 
industries, and especially that agricultural prices could be expected to con- 
form to normal on the average only over a long period of years. However, 
they insisted that this tendency to conformity with cost of production was 
at all times in operation, working itself out through the attraction of profits 
when the market price was above normal and the desire to avoid losses 
when the matket price was below normal. The whole justification of the 
free-price system consists in the fact that if consumers are unable or 
unwilling to pay prices high enough to cover the cost of production of- 
a given supply the output of that commodity will be reduced; and similarly 
if consumers are able and willing to pay a price that results in a large 
profit the output of that commodity will be increased. Thus the demands 

“of the consumers directly influence the nature and volume of production. 

It was the belief of the advocates of laissez-faire, which has been justi- 
fied by over a hundred years of experience, that this would result in a 
larger output conforming better to the wants of the consuming public than 
a system of government price-fixing and production control. To assert that 
the decline in output of certain industries caused by the inability of pro- 
ducers to obtain prices sufficient to cover their cost of production is evi- 
dence that the classical economic theory of value no longer fits actual 
conditions, is absurd. Classical theory rests on the assumption that with 
declining demand, unless at the same time costs of production decline 
correspondingly, the output would be reduced. One is at liberty to main- 
tain that the classical economists were wrong in trying to justify a system 
of individual initiative and free prices, but one is not justified in main- 
taining that they expected prices to fall far enough when demand declined 
to avoid the necessity of reducing output. Only in cases where the supply 
was incapable of reduction did the classical economists expect the effect 
of declining demand to work itself out wholly through a change in price. 
Only in sech cases is the supply curve absolutely vertical. 

Why have the prices of some commodities regularly been less flexible 
than the prices of others? There are many reasons both on the side of 
supply and on the side of demand. Adam Smith pointed out that the 
producers of agricultural products could not control their output because 
of weather conditions and therefore the market price of corn, wine, oil, 
hops, etc., would be liable to great fluctuations. Their market price “will 
sometimes fall a good deal below and sometimes rise a good deal above 
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their natural price.” As for the products of spinning and weaving—‘‘while 
the effectual demand continues the same, the market price of the com- 
modities is likely to do so too and to be either altogether, or as near as 
can be judged of, the same with the natural price.” His definition of 
effectual demand was “the demand of those who are willing to pay the 
natural price of the commodity, or the whole value of the rent, labour 
and profits which must be paid in order to bring it thither.’’> His definition 
of “natural price”? was that price which “is neither more nor less than what 
is sufficient to pay the rent of the land, the wages of the labour and the 
price of the stock employed in raising, preparing and bringing it to market, 
according to their natural rates.” Smith also pointed out that the fluctu- 
ations of the market price below the natural price varied 

according as the greatness of the excess (of the quantity brought to market) in- 
creases more or less the competition of the sellers, or according as it happens 
to be more or less important to them to get immediately rid of the commodity. 
The same excess in the importation of perishable, will occasion a much greater 


competition than in that cf durable commodities; in the importation of oranges, 
for example, than in that of old iron.® 


Fluctuations of the market price above the natural price, according to 
Smith, depend on either the greatness of the deficiency of supply or the 
wealth and wanton luxury of the purchasers and their estimate of the 
importance of the commodity to them. The effect of deviations of the 
market price from the natural price is to cause producers to increase or 
diminish the supply brought to the market. Smith stated that the market 
price may in some cases be kept for a good while above the natural price 
if the high profits of producers do not become known to possible com- 
petitors, or if the costs of production are low because of secret processes, 
or the possession of unusually productive soil or situations or monopolistic 
privileges. The market price of any commodity, Smith said, can seldom 
continue long below its natural price. The person whose interest is af- 
fected would immediately feel the loss and either withdraw so much land, 
or so much labor, or so much stock from being employed thereon, that the 
quantity brought to market would soon be not more than sufficient to 
supply the effectual demand. This at least would be the case where there 
was perfect liberty.’ He mentions, however, the possibility of a workman’s 
inability to obtain other employment, with the effect that, for the 
lifetime of a generation, wages in a given branch of manufacture may be 
less than the natural rate. 

Aside from what Adam Smith said, it is apparent that there are great 
differences between agriculture and manufacturing and between different 

t Wealth of Nations, vol. i, p. 52. 

5 Ibid., p. 49. 
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branches of manufacturing, with regard to the factors that influence the 
rapidity of price changes, both as to the speed of adjustment of market 
price to natural price and as to changes in the natural price. Besides the 
influence of weather conditions and the perishability of that part of the 
product which is already in the market, which were mentioned by Smith, 
there is the financial strength of the seller, 7.e., the necessity he is under 
to obtain cash quickly to meet urgent obligations. The price of the product 
at any time depends on the supply in existence or expected soon to be 
forthcoming, but the amount that will regularly be forthcoming is deter- 
mined by costs. The costs may be broken down into direct cost and over- 
head cost. Direct cost may be out-of-pocket cost, such as the wages of hired 
labor, which is a very important element in most branches of manufacturing 
but not so important to most farmers since they depend to a large extent 
on their own labor or that of their families. Moreover, although the laborers 
employed in factories are paid in cash and their rates of wages are very 
rigid, partly becausé of custom and partly because of union regulations, 
the wages of farm laborers are partly paid in food and lodging and even 
the part paid in cash can be more easily reduced in bad seasons. Another 
element in direct costs consists of book or deferrable costs, such as deprect- 
ation. Farmers are more inclined to ignore such costs, partly because their 
bookkeeping is not so careful as that of manufacturers and partly because 
they feel that they have no choice in the matter, since their farms are also 
their homes, and they have no alternative occupations. 

The overhead costs consist partly of out-of-pocket costs such as office 
salaries and costs of sales promotion. These items are important to manu- 
facturers; sales promotion may be more important in bad times than in 
good; but farmers have few costs of this sort. A second kind of overhead 
costs is book or deferrable costs such as depreciation and obsolescence. 
A third kind of overhead costs consists of the entrepreneur’s share, że., 
payment for his services and profits on his investment. Sometimes even 
interest on borrowed capital may be included here, since the lender may 
be obliged to agree to forego some of his claims when business is bad. 

It is obvious that some of the items just mentioned cannot be greatly 
reduced during depression, whereas others can. The proportion that can 
be reduced is usually greater in agriculture than in manufacturing, because 
the overkead is proportionally greater and because a larger proportion of 
the costs are not out-of-pocket costs but can be deferred or even dispensed 
with. The extent to which farmers and business-men will dispense with 
remuneration for their own services and capital depends partly on their 
belief as to the probable length of the depression and partly on the dif- 
ficulty of abandoning the enterprise or diverting the plant to some other 
use. Both farmers and business-men will produce at a loss for several years 
if they think that by doing so the value of their equity will eventually be 
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greater than what they could obtain for it by selling out now. The income- 
tax statistics show, beyond any possible doubt, that most of the business 
concerns in this country were producing at a loss in the depth of the 
depression. It has sometimes been suggested that if they had reduced the 
selling price further, they would have sold a larger quantity of goods and 
thereby increased their profits; but if they were selling their goods at less 
than direct costs, the more they sold the greater would have been their 
loss, and even if the prices they obtained were slightly more than enough 
to cover the direct costs, it would frequently be true that the amount avail- 
able for their overhead could not have been increased by reducing the 
prices because sales would not have increased enough to make up the dif- 
ference. 

Some theoretical discussions have been based on the assumption that, 
if a 10 per cent production price brought about more than an 11 per cent 
increase in sales, the amount available for profits would be increased. That 
would very rarely be true. If a certain quantity of an article sells at a 
price of $1.00 per unit and 75 cents of that price is necessary to cover di- 
rect costs, then it might be that reducing the price to 90 cents per unit 
would result in an increase of 11 per cent in sales; but since the margin * 
available for overhead on each unit sold would be only 15 cents instead 
of 25 cents, an increase of 11 per cent in the amount sold would not in- 
crease the amount available for overhead but would reduce it by one- 
third. In order to avoid reducing the amount available for overhead, a 
reduction of 10 per cenz in the selling price must bring about an increase 
of 67 per cent or more in the volume sold, which is of course a very un- 
likely result. No business can continue for more than a few years if it 
does not meet its overhead costs, nor for more than a few months if it 
does not meet its cash Dutlays. Of course, if the previous price has been 
so high that the overhead included a large amount of profit in the strict 
sense, that profit can be dispensed with and the concern can go on just 
breaking even for several years; but overhead consists only to a small ex- 
tent of profit. Office salaries, sales costs, depreciation and obsolescence 
cannot be ignored for long. Consequently, there is a very narrow margin 
within which the price of manufactured goods can be reduced during a 
depression, unless’ direct costs can be reduced. These direct costs consist 
mainly of labor and material; and a large part of the material ultimately 
breaks down into labor costs. Consequently, as long as hired workers in 
industry refuse to accept wage reductions while farmers on their own farms 
continue to work with practically no current returns for their own services, 
there must be a big diffsrence between farm products and factory products 
in the extent of the downward readjustment of their prices to changes 
in demand. 

One more point may be made with reference to conditions of supply. 
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Classical economists have recognized four kinds of supply under com- 
petitive conditions—fixed supply, and supply capable of increasing either 
at a constant cost, an increasing cost, or a diminishing cost. Agricultural 
goods are typically produced under conditions of increasing cost in the 
long run, but in any given crop period (one to three years) are practically 
fixed in supply, irrespective of the wishes of the producers. Consequently 
the adjustment of demand to supply within the crop period must be en- 
tirely by means of price. Over a longer period reduction of output has a 
general tendency to reduce costs of production per unit, by eliminating 
high-cost producers, and thus permits a reduction in selling price. Manu- 
factured goods on the other hand are frequently produced under condi- 
tions of constant cost or decreasing cost (increasing returns). Reduction 
of output is usually possible within a few months, but has little tendency 
to reduce costs. These distinctions were well explained by Mill, Marshall, 
Taylor and other well-known classical economists. 

There are also differences in the nature of the demand for farm and 
factory products. These demands differ in elasticity as the term is used in 
the textbooks, z.e., at any given time a given proportionate change in the 
" prices will have a different effect on the amount sold. They also differ in 
the extent to which they vary from time to time, from one phase of the 
business cycle to another. These differences depend partly on the fact that 
they do not all appeal to the same classes of consumers and that the in- 
comes of different classes may not alter at the same rate. Farm and factory 
products differ also in the urgency of the demand for them on the part of 
any one class of consumers. This depends largely on the possibility of 
going without or of using a substitute. It also depends on the durability 
of the product. 

Obviously if an article like an automobile has in good times a normal 
life of three years in the hands of one owner, that life can be increased 
to four years or five years without much difficulty, if the owner desires 
to economize. On the other hand, most articles of food will last for one 
meal only in good times or bad. The durability of consumers’ goods like 
automobiles is shared also by many producers’ goods, and this factor of 
durability is one of the important reasons why the capital-goods industries 
suffered a greater falling off in production than the consumers’ goods in- 
dustries in this depression. Producers’ goods also suffer from greatly re- 
duced demand during depressions because they are bought only when the 
purchaser expects to be able to use them profitably. If he has no expecta- 
tion of profit he cannot be tempted to buy, even by a drastic reduction in 
the price. Whatever may be the case in prosperous times, in depressions 
the demand for producers’ goods becomes very inelastic. 

Aside from the conditions affecting the rigidity of normal price, the 
procedure of publishing market prices has for at least a century been such 
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as to make recorded prizes of manufactured goods more rigid than those 
of farm products. Manufacturers are compelled to announce in advance 
what they expect to charge, frequently before they have any product ready 
for sale. They have to irform their salesmen and dealers and in some cases 
the buying public. They print price lists and advertisements. Necessarily 
prices so announced cannot be changed frequently. Such price lists are 
usually in effect for three months or more. But this is no new phenomenon. 
Ever since manufacturers first began to sell elsewhere than at the factory, 
and to employ travelling salesmen, and to contract with wholesalers and 
jobbers, it has been necessary for them to announce prices and to stick by 
their announcements, or if they diverted from them to do so secretly. 

For the most part the recorded prices used by statisticians are the publicly 
announced prices, which may not always have been the prices actually 
paid by favored customers. But agricultural prices are not announced in 
advance (except by the New Deal government). The records indicate what 
was actually paid in a market where thousands of producers disposed of 
their whole output in one or two transactions; or else, in recent years, the 
prices are records of the offsetting guesses of hundreds of speculators as 
to what the market price is going to be in a few hours or weeks. Naturally, * 
the records show that prices of manufactured goods remain unchanged for 
months at a time, while prices of farm products vary daily. Since the prices 
of manufactures are set by the makers at a point that, as nearly as they 
can calculate, covers their costs with as much profit as conditions in the 
industry permit, they probably conform more closely at any given time 
to what classical econcmists called “natural prices” than do the prices 
of farm products, except in the case of monopoly industries. 

Summarizing, we may say then that the elasticity of demand for a product 
determines whether a reduction in the intensity of demand, ż.e., a shift of 
the demand curve to the left, must result in a great change in the amount 
sold or the price obtained, or only a small change. The nature of the costs 
of production determires whether the adjustment required by changing 
demand shall be mainly in price or in quantity supplied. As far back as 
we have any records it has usually been the case that the adjustment in 
the case of agricultural goods has been mainly in price, and the adjust- 
ment in the case of manufactured goods mainly in quantity supplied. This 
phenomenon has nothing to do with the large size of moder business 
concerns. It rests mainly on these two facts: (1) Farmers for natural reasons 
cannot control their output very closely. (2) Hired labor is a more im- 
portant component of the cost of manufactured goods than of the cost 
of agricultural products, and the price of hired labor is not so easily changed 
as the price of a farmer's own labor. 

Finally, whether the readjustments in price required by changing de- 
mand shall take place daily or weekly or monthly or quarterly or annually, 
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depends on the extent to which demand and costs can be foreseen and pro- 
duction controlled, and for that reason changes in industrial prices have 
usually been much less frequent than changes in agricultural prices since 
the earliest time for which records exist. Whether the recent discovery by 
certain economists and politicians of a phenomenon that was common and 
generally known in the eighteenth century is justification for discarding 
an economic system based on the profit motive, individual enterprise, and 
free prices, is a question that every economist must answer for himself. 
In my opinion it is no more important and no less ridiculous than the dis- 
covery by Moltére’s bourgeois gentilhomme that he had been speaking 
prose all his life. 
RuFus S. TUCKER 
Detroit, Michigan 


POLITICAL ECONOMY versus INDIVIDUALISTIC ECONOMICS 


In numerous instances economists have recognized that policies which seem appropri- 
ate for private individuals aad certain branches of the private economy are unsuited for 
the economy as a whole, anc they have sharply criticized conclusions arrived at through 
reasoning by analogy from the case of the private individual to that of the nation in general. 
Yet, during the depression, many economists have committed similar errors, particularly 
in reasoning about the proper price level, the proper wage level, and the proper expenditure 
program for both the private and public economy to pursue. Especially has the reasoning 
of some economists favoring a reduction in the general level of wages been subject to 
such error. Techniques that ere appropriate for analyzing problems of individualistic eco- 
nomics may be well-nigh useless in solving the broader problems of political economy. 
For such broader issues an understanding of social psychology may be of more value than 
skill in higher mathematics or in refined reasoning say of the ceteris paribus type. 


“It is very false Reasoning zo make general Conclusions from particular Cases.” Francis 
Rawle, said to have been the first writer on political economy in America (1726). 


There are numerous and various causes of false conclusions in economics. 
This paper deals with kut one source of economic error, that involved in 
extending to society in general conclusions that are valid only for a particular 
person, product or industry. With economists freely offering advice on na- 
tional policies, this sou=ce of erroneous conclusions in political economy 
deserves more attention “han has hitherto been devoted to it. 

Throughout the development of the “science,” economists have been 
prone to fall into the practice of reasoning from a particular case or cases 
to the general situation, as though policies that were “sound” and appro- 
priate for a part of the economy were the most fitting ones for the nation as 
a whole to pursue. The results of such reasoning usually seem “sound” be- 
cause they correspond sæ well with the lessons of everyday experience and 
appear to the layman as simple common sense. This may be one of the rea- 
sons why economists of late have been so inclined to recommend policies 
for the nation that are “sound” for a small sector or segment of the private, 
acquisitive economy but may be “unsound” for the economy as a whole, 
including governmental activities. 

A number of examp es should make clear the sort of errors that arise 
from attempts to reason =rom the particular to the general in economics. The 
first examples cited will consist of policies which economists have come to 
recognize as wise for incividuals to follow but not suitable for the nation as 
a whole to pursue. These examples will be followed by a discussion of cer- 
tain depression and labor issues in which it would seem as though many 
economists have fallen mto the type of error that, in the previous instances, 
they detected in the reasoning of others. 


I 


The individual who 6 hard up knows that his own economic difficulties 
would be solved if he had more money. Reasoning from his own situation, 
he naturally assumes thet, in the same way, the nation as a whole would be 
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better off if it had more money. The nation’s economic difficulties seem to 
him to be simply the aggregate of the difficulties of all of its citizens; and 
the answer to his problem seems to him to be the answer to the same diffi- 
culties suffered by others—namely, that they should all have more money. 
What is more natural, therefore, than to assume that, if the government 
or the banks increase the country’s supply of circulating media (the money 
supply), the financial troubles of its citizens will disappear? 

The mercantilists believed that a nation becomes wealthy in the same 
way that an individual merchant does, by accumulating large sums of money. 
This was to be done by having the country’s total sales exceed its total pur- 
chases, giving rise to a “favorable” balance of trade. Economists now recog- 
nize that a nation should -not attempt to follow such mercantilistic policies 
even though they may be the correct policies for its individual merchants to 
pursue. 

It is generally recognized that producers or sellers in a single line of 
business may, if the demand for their product is inelastic, gain in wealth 
and raise their own standard of living by restricting production and limit- 
ing supply. But no one would argue that a country, with diversified industry, 
could raise its standard of living by a general application of such restrictive 
policies. Particular restrictions may help particular groups, but general 
restriction would be disadvantageous to all. ; 

To an individual banker it seems as though a bank can expand its loans 
and deposits only to about the same degree that it receives cash deposits or 
reserves. The individual banker, from his own experience, is therefore 
prone to dispute the economist who maintains that an increase in member- 
bank reserves permits the banking system to expand its deposits say four 
or five times the amount of the increase in reserves. This issue has, in the 
past, been vigorously argued by bankers and economists, the bankers draw- 
ing erroneous conclusions because they were reasoning from a particular 
bank to the banking system as a whole. 

It has been said that economics is only common sense dressed up in 
technical language. But in each of the above cases common sense, reasoning 
from an individual situation, would lead one to the wrong answer for the 
general situation. 

II 

Let us ‘turn now to some current and more controversial issues. The first 
issue concerns the question of wage rates. In September, 1936, Professor 
Sumner H. Slichter published an article entitled “Selling More Labor,” 
in which he said:* 

In any event, our common sense should have warned us that raising the price 


is not likely to increase the sales of any article and that there is no reason to 
expect labor to be different in this respect from all other articles. It is not likely 


1 Atlantic Monthly, Sept., 1936, p. 324. 
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to be the one and only thing which can be sold in greater volume by increasing 
the price. 


Many economists have recently made similar statements although usually 
in a less bald form and clothed in more technical terms. 

It is true that, if the price of one commodity is reduced relative to the 
price of other commodities, the sales of that commodity may increase, es- 
pecially if no further reductions in the price of the commodity are antic- 
ipated, But it is not at all certain that more products will be sold if all 
prices are reduced by the same percentage. 

Individual price movements help to adjust supply to demand, but that 
is not so true of movements of the general level of prices. In all probability, 
during the period of transition to a lower level for all prices (including 
wages, interest, and rents) less goods will be sold. More goods are likely 
to be bought on a rising price level than on a falling one. Customers are 
prone to restrict their purchases on a falling price level or when they antic- 
ipate a drop in prices. The author found from his study of the return of 
the Norwegian and Danish currencies to the pre-war gold parity during the 
period from 1925 to 1928 that the resulting 50 per cent drop in the general 
level of prices was sufficient to cause a major business depression in those 
two countries at a time when the rest of the world was enjoying a period 
of marked prosperity.? The discussion to this point has assumed a closed 
economic system during a period of transition from one price level to an- 
other. The same reasoning would apply, however, in the case of a country 
on the gold standard if prices in all the other countries on gold were re- 
duced as rapidly as in the single country. 

In the case of Norway and Denmark, the physical volume of sales seems 
to have been no larger at the lower level of prices, after the transition period, 
than at the higher level. This was largely due to the fact that the total of all 
individual money incomes tended to be reduced as rapidly as prices were 
reduced. The 80 to 100 per cent increase in the gold value of the currency 
in both of these countries, of course, tended to assist in reducing the money 
supply and the total money income of the population. 

If all money incomes Tall off to the same extent that all prices fall, there 
is little likelihood that a larger volume of goods and services will be sold in 
the long run at a lower price level than at a higher price level. In the long 
run, there is no particular reason why the velocity of circulation ôf money 
should be greater at a lower than at a higher price level. Therefore, the 
long-run effect of reducir.g all prices is in part dependent upon what happens 
to the money supply in the meantime. In recent depression periods, the 
money supply in most countries seems to have fallen faster than the velocity 
of circulation of money. That was true for 13 of the 19 countries studied 


2 Cf. the author’s article, “The Gold-Parity Depression in Norway and Denmark, 
1925-1928,” in Jour. Pol. Econ., Aug., 1937. 
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by the Economic Intelligence Service of the League of Nations during the 
period from 1929 to 1935.3 In 8 of these 13 countries the money supply de- 
clined by one-third or more during this period. In a surprisingly large 
number, of these countries the decline in the index for the money supply . 
corresponds very closely indeed with the decline in the index of the country’s 
price level.* It is very doubtful whether a reduction of prices, accompanied 
by a similar reduction in the money supply, will lead to a larger volume of 
sales even in the long run. 

The same reasoning would seem to apply, in large measure, in the case 
of wage rates for labor. A reduction of money wage rates in one locality, in 
one craft, or even in one industry may, by permitting a reduction in the 
prices of products in that locality, line of business or industry, result in in- 
creased sales and increased employment of labor in the locality, occupation 
or industry. The situation is on par with the case of depreciation by a 
small country of the exchange value of its currency in order to make its prod- 
ucts relatively cheap to foreign purchasers. But a general reduction of wage 
tates, like a general reduction of prices, might lead in the short run to just 
the opposite result (a decrease in the volume of sales), and in the long run 
to no increase in sales volume over the previous figure so long as the money 
supply and money incomes fall with the general reduction in wage rates. 
A general reduction resembles the case where all countries depreciate the ex- 
change values of their currencies by a corresponding amount. 

The total labor income constitutes about 65 per cent of the national in- 
come paid out in this country, and over 80 per cent of the income paid out 
in manufacturing and construction represents compensation to employees.’ 
In other words, two-thirds of all costs are expenses for wages and salaries; 
in manufacturing and construction the figure is four-fifths of all costs. A 
genetal reduction in wage rates and salaries will, therefore, affect costs and 
selling prices to a marked extent. In fact, if selling prices are not affected 
at all by the reduction in wages, it is difficult to see how total volume of 
sales would increase and with it the demand for labor. The primary purpose 
of reducing wage rates is, therefore, to stimulate the demand for labor 
through a reduction in the selling prices of the products, because in most 
highly mechanized industries the proportion of labor to capital equipment 
used cannot readily be changed to any degree over a short period of time.® 
Indeed, since labor represents some 70 or 80 per cent of the cost of pro- 

" Money and Banking, 1935-1936, vol. i, Monetary Review, 1936, p. 55. 

* This is true, for example, for the United States, Canada, Germany, Italy, Spain, Czecho- 
slovakia, Poland and Norway. 

t National Income in the United States, 1929-1935, U. S. Dept. of Commerce, 1936, 
pp. 30, 108, 121. 

‘Capital equipment, being a fixed cost, cannot readily be substituted for labor, which 
is usually a variable cost. Especially during depression, when some capital equipment is 
idle, little new capital equipment would be purchased because labor costs seemed rela- 
tively high. 


f 
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ducing capital equipment (plant and machinery), the price of such equip- 
ment tends to vary directly with general changes in wage rates.” This fact 
tends to lessen the likelihood of the substitution of capital equipment for 
labor or vice versa as a consequence of general changes in the priċe of labor, 
though it does not entirely eliminate such a possibility. In large measure, 
therefore, the argument for a general reduction in wages involves the as- 
sumption that a reduction in the general level of prices will aid in stimulat- 
ing the volume of sales and, consequently, the demand for labor. As the 
discussion of the possible effects of price-level reduction makes clear, the 
result is likely to be a decreased rather than an increased volume of sales 
in the short run and probably no greater volume of sales even in the long 
run. 

Therefore, the conclusions concerning a reduction of wage rates seem 
to be much the same as the conclusions concerning the reduction of other 
prices, A wage reduction in a particular plant or in a particular industry may 
lead to more employment in that plant and industry, though it may also 
reduce the amount of employment in competing plants and industries. In 
this respect, localized wage reductions resemble price reductions to for- 
eigners resulting from exchange depreciation by a single, small country. 
But if the area covered by the wage-rate reduction is very minute, it is not 
too erroneous to assume that elsewhere “other things remain the same,” 
even though they may actually change slightly. However, to draw up a 
separate demand schedule for labor in each small section of the economy 
and to assume that a series of wage-rate reductions made simultaneously, or 
even successively, in a number of such sections of the economy will always 
result in more employment, is absolutely erroneous. The results of a general 
all-round reduction of wage rates in the same proportion are likely to be 
vety different from the results of a reduction of wage rates confined to a 
particular industry or area. In such cases, one simply cannot assume that the 
whole is equal to the sum of its separate parts taken separately. J. M. 
Keynes stresses this point when he writes: 

. . . the demand schedules for particular industries can only be constructed on 
some fixed assumption as to the nature of the demand and supply schedules of 
other industries and as to the amount of the aggregate demand. It is invalid, 
therefore, to transfer the argument to industry as a whole unless we also 
transfer our assumption that the aggregate effective demand is fixed. Yet this 
assumption reduces the argument to an ignoratio elenchi. For, whilst no one 


would wish to deny the proposition that a reduction in money-wages accom panied 
by the same aggregate effective demand as before will be associated with an 


T This, of course, is not so true of land and, therefore, a rise or fall in the general level 
of wages relative to other prices is much more likely in the long run to cause a change in 
the proportion of factors used in agriculture than in manufacturing. The more industri- 
alized a country is, the more difficult it is to change the proportion of factors, even in 
the long run, as a result of changes in the general level of wages relative to other prices. 

8 The General Theory of Employment, Interest and Money, 1936, pp. 259-260. 
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increase in employment, the precise question at issue is whether the reduction in 
money-wages will or will not be accompanied by the same aggregate effective 
demand as before measured in money, or, at any rate, by an aggregate effective 
demand which is not reduced in full proportion to the reduction in money- 
wages. .. . But if the classical theory is not allowed to extend by analogy its 
conclusions in respect to a particular industry to industry as a whole, it is wholly 
unable to answer the question what effect on employment a reduction in money- 
a will have. For it has no method of analysis wherewith to tackle the 
problem. 


Il 


When business in general is declining, common sense would seem to 
indicate that the appropriate policy for individual business-men to pursue 
is one of retrenchment and curtailed expenditures. Those producers who 
expanded most during the preceding boom and those enterprisers who are 
catrying the largest inventories are most likely to suffer to the greatest de- 
gree during the downswing of the curves of general business and prices. 
Likewise, those banks that expanded their credit to the largest degree during 
the boom are in the most precarious position when depression sets in. The 
safest policy for any individual banker or business-man during the down- 
swing is to become as liquid as possible. This the business-man does by cur- 
tailing expenditures and investment and by reducing inventories; the banker 
by calling loans, selling securities in his portfolio, and curtailing new grants 
of credit so that he will not suffer a clearing-house drain. The more liquid 
an enterpriser becomes just before and during a business recession, the more 
he will gain by the decline in prices, especially if he spends when prices have 
reached the low point. To the individual during a depression it seems 
“sound” policy to balance his budget by curtailing expenditures as sales 
fall off; for during a business downswing any indebtedness incurred be- 
cause of an unbalanced budget becomes a greater and greater real burden 
as prices fall and business declines. 

When demand in general is declining, a particular producer may be 
certain that any increase in his own outlays or expenditures will not cause 
a corresponding increase in the market demand for his particular product 
or products, though it may have a favorable effect on demand in general. 
The same is true of expansion by a particular bank during a period of 
general credit contraction. The individual producer or banker, because he 
represents such a minute section of the total economy, is powerless to 
change, by his own policies alone, general business conditions or even to 
cause a significant shift to the right in the demand schedule for his own 
product or products. From the individual’s point of view, the appropriate 
policy seems to be to contract rather than to expand, to swim in the same 
direction with the general business stream rather than against it. Of course, 
if business-men in general pursue a policy of retrenchment, that very fact 
tends to cause general business to decline further and makes their policies 
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seem to be the appropriate ones under the circumstances. Their own policies 
of curtailment help to deepen the depression and to intensify their own 
difficulties. Though in the face of shrinking money incomes and expendi- 
tures further curtailment of expenditures may be individually “sound” 
business, judged by its effect on society in general and the national econ- 
omy it seems essentially “unsound.” Policies that seem so sound to in- 
dividuals—to reduce expenditures, to increase one’s liquidity, and to save 
although the savings lie idle—are suicidal when followed by everyone. 
Though it may be “sound” for an individual bank to contract its credit when 
the banking system as a whole is contracting credit, such contraction by 
banks tends to destroy part of the supply of circulating media, to depress 
the price level, to reduce asset values, and to cause insolvency and destruc- 
tion of the banks. Therefore, bank credit contraction, which seems necessary 
to the self-preservation of the single bank, only adds to the difficulties and 
number of failures throughout the whole banking system. As Governor 
M. S. Eccles explains:° 

The fact of the matter is that . . . the economics of the system as a whole 
differs profoundly from tke economics of the individual; that what is economi- 
cally wise behavior on the part of a single individual may on occasion be suicidal e 
if engaged in by all individuals collectively; that the income of the nation is 
but the counterpart of the expenditures of the nation. If we all restrict our ex- 


penditures, this means res:ricting our incomes, which in turn is followed by a 
further restriction in expenditures. 


The issues raised here are very similar to those raised by a monopolistic 
restriction of production on the part of a firm or firms manufacturing prod- 
ucts with an inelastic demand. Though the producers in such an industry 
may benefit by restricting production and limiting supply, economists agree 
that such action, in the long run, will be harmful to the whole community 
because it reduces the stendard of living of the population. Similarly, cur- 
tailed expenditures accompanied by unused savings and increased liquidity, 
spell decreased producticn and a declining volume of sales. As in the case 
of general price and wage reductions, curtailed expenditures and a flight 
to money or liquid assets tends to cause the banking system to contract its 
credit, thereby reducing the volume of circulating media or the money 
supply. Contraction of the money supply further reduces demand, unless 
offset by a corresponding increase in the velocity of its circulation. Though 
some people talk of stored-up demand due to the postponement df repairs 
and replacements during a depression because prices are falling, it is ob- 
vious that, in a money economy, money alone furnishes individuals the 
wherewithal to make demand effective. 

The central government is in a better position to buck the general move- 


? “Controlling Booms and Depressions” in The Lessons of Monetary Experience edited 
by A. D. Gayer, New York, 1937,-p. 6. 
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ment in economic activity than is any single business unit. The government’s 
income is not dependent upon voluntary spending by individuals. Its income 
is derived from taxation rather than sales in a market; and its expenditures 
ordinarily are not held up to the test of a profitable monetary return, which 
is the test that business management has to meet. Furthermore, the central 
government’s expenditures normally amount to more than the expenditures 
of any single firm or even any single industry; and the federal administra- 
tion usually has more influence on the public in general than does the 
management of any firm or group of firms. The weight of the federal 
government’s debt does, of course, increase with a decline in the general 
price level, but that fact alone does not justify a demand that the govern- 
ment balance its budget and refrain from increasing its outstanding in- 
debtedness. Unlike a private firm or industry, the federal government has 
considerable influence on the price level through its control of the currency 
and, through the central bank, its control over the banking system. 

For these and other reasons, the demand that governmental operations 
and policies conform to policies that private individuals and firms are pur- 
suing is likely to be unwise, at least judged by the welfare of the population 
as a whole. What is “sound” advice for small sections of the private econ- 
omy may be “unsound” for the central government or the nation as a whole. 
During the last depression a number of national governments followed 
an expansionist policy, deliberately unbalancing their budgets, with a re- 
markable degree of success, judged by the rapid return of more prosperous 
economic conditions within their boundaries.” 

One may, therefore, question the wisdom of the demand that all gov- 
ernmental units follow the policies of private individuals and business 
during a business recession. But if the governmental units are local ones, 
such advice may prove “sound.” Where no large section of the total public 
and private economy is under the control or influence of any one adminis- 
trative body, it will prove difficult for any operating unit, public or private, 
to expand operations while all other units are curtailing expenditures. In 
areas where the central government owns or exerts control over important 
sections of the total economy, attempts to stem a downward movement in 
economic activity by governmental action and policies are more likely to 
be successful than where the operations of the central government play a 
less significant rôle in the total economy. That, in part, explains why Soviet 
Russia has been less afflicted by business depressions than have the more 
democratic, capitalistic countries. It is likely to prove much more difficult 
to overcome depressions by governmental action in democratic nations than 


“ Cf. League of Nations, Monetary Review (1936), pp. 27-41, 56-58; Bertil Ohlin, 
“Can the Gold Block Learn from the Sterling Block’s Experiences?” in Index, vol. xi, 
March, 1936, pp. 57-56; Richard A. Lester, “The Challenge to Orthodoxy” in People’s 
Money, vol. i, Sept., 1935, pp. 129-131 and 145-147; and “Sweden’s Experience with 
‘Managed Money, ” in Index (Svenska Handelsbank), January, 1937 (suppl.), pp. 21-25. 
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in countries under political dictatorship, especially if the expenditures of 
the central government in the democratic country are but a small portion 
of the total public and private expenditures. This is one of the reasons why 
some economists suggest that a program for expanding public works should 
first be put into operation after the bottom of a business depression has been 
reached, that government spending cannot prevent extreme depression and 
deflation but can only accelerate recovery. Though democratic governments 
have some control over the currency and the money supply, they usually ex- 
ert relatively little influence or control over the rate at which the money 
circulates. 
IV 


Economists, as the subject matter of economics has become more depart- 
mentalized and specialized, have been prone to look at one section or 
segment of the economy and to draw conclusions about particular firms or 
industries with little regard to the general situation or to the effect that the 
application of their conclusions would have on the general situation. It is 
much easier to comprehend and reason about a separate section of the pri- 
vate economy, since a smaller number of factors and variables seems to be 
involved, especially if one assumes that other things (the economy as a 
whole) remain the same. If “other things” are likely to change, it is more 
difficult to give an unconditional answer to a problem involving a particular 
industry or firm. The question then, in part, becomes one of social psy- 
chology, a subject in which economists may not be experts. 

In discussing the effect of the introduction of labor-saving devices, for 
instance, it is easy'to assume that the national income and total demand are 
stable and then to say that, if the demand for the product is highly elastic, 
no workers will be displaced by the introduction of the device in a competi- 
tive industry. Actually if more money is spent for purchasing the product 
of that industry, that fact may have many repercussions on the economy as a 
whole. The answer for the industry is easier than the answer to the question 
how the introduction of the labor-saving device will affect the aggregate 
demand and the total volume of sales of all industry. And with an inelastic 
demand for the product of the industry in which the labor-saving device is 
introduced, an answer is still more difficult to give because of the large 
number of variables invclved. 

With specialization on the part of economists there has been an iacreasing 
tendency for them to reason about particular firms and industries and to 
apply the resulting conclsions to the general situation. There has likewise 
been some tendency to assume that all sections of the economy, including 
governmental activities, should always be operated as private industry is 
administered. In short, reasoning applied to and conclusions derived from 
the individualistic economy have erroneously been assumed to be appropriate 
in toto for questions of political economy in the broadest sense of that term. 
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Because of such attempts to apply the individual approach and viewpoint to 
broad social and national questions, much economic literature and discussion 
has proved to be, if not so much nonsense, at least rather futile and fruitless. 
Broad social and national questions of an economic nature are not only com- 
plicated by numerous variable factors, and therefore are not subject to the 
“other things remaining the same” type of reasoning, but these “other 
things” are often determined, not by precise calculations and mathematical 
equations, but by factors of social psychology. Concerning matters of social 
psychology economists may not qualify as authorities and, therefore, per- 
haps should not be too positive in their judgments. 
RICHARD A. LESTER 
Princeton University 


RECENT EXPERIENCE WITH COMPULSORY ARBITRATION 
IN AUSTRALIA? 


It is open to question whether the Australian system of compulsory arbitration which 
has been in effect now for over thirty years has made for a reduction in industrial disputes. 
In their awards affecting working conditions, the arbitration courts have provided protec- 
tion and fair treatment to the workers and removed some of the causes of industrial fric- 
tion without seriously hampering the operating efficiency of private enterprise. Against this 
is the probability that the system, if it has not actually heightened the cleavage between capi- 
tal and labor, has not served to bring them closer together. Strikes have persisted, although 
pethaps with lessened intensity. The Australian arbitration system has been more successful 
in the original determination and subsequent adjustment of minimum wages. The arbitra- 
tion courts have succeeded in eliminating excessively low wages and in maintaining a con- 
siderable degree of wage flexibility in the face of a very strong and articulate trade-union 
movement, In addition to making semi-automatic downward adjustments in wages to the 
cost of living in the depression, the Commonwealth Arbitration Court decreed a special 
reduction of 10 per cent in the basic wage in January, 1931, in order to meet the crisis. 


Introduction 


Australia has had a comparatively long experience with compulsory 
arbitration; and there are enough similarities between Australia and the 
United States to make it worth while examining the Australian experience. 
Although Australia has a population of less than seven million, the Aus- , 
tralian continent is approximately the same size as the United States and 
affords a wide variety of climatic and occupational conditions. The popula- 
tion, however, is much more homogeneous than in the United States with 
about 88 per cent British stock and a very small colored element. Fostered 
by a high tariff, industrial production in Australia has increased to a point 
where the occupational division of the population is quite similar to that 
in the United States. According to the census in 1933 only 20 per cent of 
Australian breadwinners were engaged in agricultural, pastoral and dairying 
industries.? The Australian constitution, furthermore, was partially modelled 
on the Constitution of the United States, and provides for a federal Supreme 
Court which has preserved a somewhat similar division of powers between 
the federal and state governments. 


The Development of Compulsory Arbitration 


The development of the arbitration system in Australia dates back to 
1895, when the Labor Party added to its platform a new plank of com- 
pulsory arbitration. There were two principal reasons in Australia for the 
introduction of public regulation into a field of industry hitherto covered 
with but moderate success by free contract—the desire to avoid the conse- 


t A substantial part of the material in this article was obtained in Australia in 1934-35 
on a Sheldon Fellowship from Harvard University. 

7 Industrial production accounted for 32 per cent, commerce and finance 17 per cant, 
transport and communication 8 per cent, and professional and miscellaneous occupations 
23 per cent. 
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quences of industrial disputes, and the wish to prevent the payment of - 

sweated wages. 

The Commonwealth Court of Conciliation and Arbitration, which is the 
most important arbitration tribunal in Australia, was established in 1904 
in accordance with the provision of the federal Constitution empowering 
the Commonwealth Parliament to make laws with respect to “conciliation 
and arbitration for the prevention and settlement of industrial disputes ex4 
tending beyond the limits of any one state.” In addition to the common- 
wealth government each state has its own industrial laws and its own indus- 
trial tribunals. The Commonwealth Court has no power to arbitrate in 
disputes that are entirely confined to one state. Such disputes come under the 
jurisdiction of the state tribunals. This dual system of arbitration has ren- 
dered the settlement of industrial disputes and the regulation of wages and 
conditions of work exceedingly complicated. 

When the Commonwealth Court was first established, it was thought that 
only a few industries of a national character, such as shipping and shearing, 
would come under its jurisdiction. But inasmuch as the Commonwealth 
Court generally awarded higher rates of wages and better working con- 
ditions than the state tribunals, it soon became very popular with the unions. 
The state trade unions found that by forming federated unions and serving 
claims in regard to wages and working conditions on employers engaged in 
the same industry in more than one state they could create an interstate 
dispute and come within the jurisdiction of the Commonwealth Court. By 
1929 it was estimated that about 420,000 workers were affected by Com- 
monwealth awards.? “AH other workers, to the number of about 1,580,000 
have their wages and working conditions determined by the industrial 
tribunals of the state in which they live.‘ | 

Because of the existence of both state and federal tribunals it is difficult 
to present a clear picture of the arbitration system as a whole. In general, 
however, the procedure consists of: 

(1) The fixation of minimum wages for unskilled and skilled workers in almost 
all occupations throughout Australia. 

(2) The legal recognition of collective agreements relating to wages and work- 
ing conditions entered into voluntarily. The courts encourage employers 
and organizations of employees to make industrial agreernents and to file 
them with the court for the purpose of giving them the force of awards 
of the court. 

(3) The failure to reach a voluntary agreement in a dispute leads to a compul- 
sory arbitration procedure. The parties to a dispute appear before the court 
and evidence is taken from both sides. The court then makes an award 
which is binding on both parties. Penalties are fixed for violation of the 
award of the court, 


3 George Anderson, “Regulation of Industrial Relations” in Annals of the American 
Academy of Political and Social Science, Nov., 1931, p. 157. 
‘Ibid. The only exception to this is that some of the rural workers such as farm hands 


. have not been brought under the jurisdiction of either the federal or state tribunals. 
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In addition to the Commonwealth Court, Queensland, New South Wales, 
South Australia, and Western Australia each has an arbitration court con- 
sisting of one or more judges. In Victoria and Tasmania there is no central 
arbitration court. Instead, industrial relations are regulated by wages boards 
appointed for the various industries in the state and consisting of an equal 
number of representatives of employers and employees and a chairman. In 
Victoria, but not in Tasmania, there is a Court of Industrial Appeals for 
deciding all appeals from a determination of a wages board. 


Recent Experience with Australian Arbitration 


The record of compubory arbitration in eliminating strikes and lockouts 
has been somewhat disappointing. Statistics of strikes and lockouts are given 
in Table I for the years 1916-1935; and an analysis of cases settled without 
a stoppage of work is presented for the same period in Table II. Although a 
great number of cases reached a peaceful settlement through the arbitration 
machinery, the number cf strikes and lockouts that took place in the period 
was also great.” Howevez, it is easy to obtain a distorted picture of the extent 
of these disputes.* More than half of the loss of working days in disputes 
since 1916 has occurred in mining, an occupation which accounts for only ° 
a little over 2 per cent of the total breadwinners in Australia. 

The major weakness bof the Australian arbitration method which is yet 
to be satisfactorily corrected, is its tendency to encourage litigation and 
advocacy, which prolonzs cases and congests the courts.’ The arbitration 
courts proceed less formally than the regular law courts and in many cases 
awards are made by mutual agreement in conference with the judge rather 
than by a decision handed down by the judge. But so long as the arbitration 
courts are presided over by judges who have been trained as lawyers, some 
of the atmosphere of a lew court is bound to prevail. Both sides to a dispute 
are inclined to present lengthy briefs containing tenuous arguments which 
take the time and patience of the presiding judges to analyze. Some of the 
arbitration court judges attempt to cut short evidence which is bordering 
on the irrelevant. On the other hand, Judge Dethridge, the present Chief 
Judge of the Commonwealth Court, has made it a practice not to interfere 


ë There were 6,829 industrial disputes between 1916 and 1935. These have been classified 
by the Commonwealth Statistician according to causes as follows: wages, 31 per cent; 
employment of particalar classes of persons, 28 per cent; working conditions, #8 per cent; 
trades unionism, 7 per cent; aours of labor, 3 per cent; sympathetic, 3 per cent, and other 
causes, 10 per cent. 

? Mr. E. J. Riches, in an analysis of working days lost through industrial disputes in 14 
countries from 1922 to 1932, has indicated that Australia is not conspicuously a “land of 
strikes.” Econ. Record, Dec., 1933, p. 231. 

* The Commonwealth Attorney-General stated in 1928 that the average waiting time of 
the cases then before the Commonwealth Court was approximately eight months. Once 
before the Court, cases sometimes lasted as long as nine months. See Sir Lennon Raws, ‘‘Com- 
pulsory Arbitration in Austmlia’ in National Industrial Conference Board, Picture of 
World Economic Conditions, 1932, p. 245. 
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i Workers : 
Voar ee and directly V4 ae days 
acKkouls involved ost 
1916 508 128 ,546 1,678,930 
1917 A4A 154,061 4,599 ,658 
1918 298 42,553 580,853 
1919 460 100,300 6,308,226 
1920 554 102,519 1,872,065 
1921 624 120,198 956,617 
1922 445 100,263 858,685 
1923 274 66,093 1,145,977 
1924 504 132,569 918 , 646 
1925 499 154,599 1,128,570 
1926 360 80 , 768 1,310,261 
1927 441 157,581 1,713,581 
1928 287 82,349 777 ,278 
1929 259 88, 793 4,461,478 
1930 183 51,972 1,511,241 
1931 134 34,541 245,991 
1932 127 29,329 212,318 
1933 90 26,988 111,956 
1934 155 46,963 370,386 
1935 183 44,813 495,124 
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ANALYsIs OF STRIKES AND LOCKOUTS, AUSTRALIA, 1916-1935 


Source: Commonwealth Bureau of Census and Statistics, Year Books, 


at all with either side in the presentation of a case lest any shortening of 
procedure make one side or the other conclude subsequently that it had not 
been allowed to present all the evidence that was material and lest the 
impression be given that the judge had made up his mind beforehand. 

Inasmuch as the judge is rarely well acquainted with the conditions in 
the industry in question, arbitration tends to become a battle of wits between 
_ Opposing advocates. Moreover, many of the advocates apparently believe that 
their principals will not be satisfied that they have handled an arbitration 
case effectively unless they have advanced all possible arguments, good or 
bad. - 

Mr. RG. Menzies, the present federal Attorney-General in Australia, 
describes the natural feeling of an advocate representing an organization 
of employees in the following terms: 


When I get into court, should I not fight like a tiger about everything, great and 
small, and regardless of industrial harmony, knowing full well that the weary- 
looking man at the end of the bench is taking down every word I am saying, and 
that it will be read at the Union’s mass meeting next Sunday afternoon, and that 
it will be accounted to me for virtue ?8 


*G. V. Portus, ed., Studies in the Australian Constitution, p. 63. 
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Tase II 
AWARDS AND DETERMINATIONS MADE AND INDUSTRIAL AGREEMENTS FILED UNDER GOVERN- 


MENT AREITRATIOY AND CONCILIATION METHODS, AUSTRALIA, 1916-1935 


Cases settled by 


y, aaaeeeaeo Total cases 
di Awards or settled 
deterrainations Agreements 

1916 «26 131 557 
1917 319 251 570 
1918 373 349 722 
1919 27 282 709 
1920 394 346 940 
1921 22 442 864 
1922 395 103 398 
1923 306 125 431 
1924. 321 164 485 
1925 320 182 502 
1926 38 154 592 
1927 353 137 490 
1928 =89 128 417 
1929 787 109 296 
1930 785 110 295 
1931 #12 112 524 
1932 218 53 271 
1933 367 64 331 
1934 =39 66 305 
1935 268 99 467 





Source: Commonwealth Bureau of Census and Statistics, Year Books. 


In such an atmosphere the amicable settlement of industrial disputes is more 
difficult of achievement tan it would be if the principals were sitting around 
a table and discussing a disputed issue where both parties had a thorough 
knowledge of the origin of the dispute and where it would be obviously 
futile to introduce irrelevent material. 

This weakness of the system has been recognized in Australia and attempts 
have been made in recent years to deal with it through the establishment, 
in most of the states, of conciliation boards or committees. These have been 
used more effectively in some jurisdictions than in others. 

In New South Wales :he conciliation committees appointed by “the gov- 
ernment for each industry have become valuable adjuncts to the arbitration 
machinery. Each committee consists of an equal number of representatives 
of employers and emplorees together with a special Conciliation Commis- 
sioner who is chairman of all committees. If a strike or lockout is threatened, 
the Commissioner is given the power to summon the parties to the dispute 
before him and to inveszigate the causes of the disagreement. The Com- — 
missioner may elect to sit with or without the members of the committee for 
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the industry in which a dispute has occurred. The function of the Com- 
missioner is to endeavor to bring the members of the committee to agree- 
ment with respect to the matters contained in any application to the Com- 
mittee; or to bring to agreement the parties to the dispute where he is sitting 
without the members of the committee. When the Commissioner sits with 
the committee, a round table discussion ensues between men who are ac- 
quainted with the technical details of the industry. If an agreement can be 
reached on a part or the whole of the question in dispute, the agreement is 
forwarded to the Industrial Registrar. If the Registrar considers that it does 
not exceed the committee’s powers, he assents to it, and it then has the effect 
of an award of the New South Wales Industrial Court.” Where no agree- 
ment has been reached, the Conciliation Commissioner must refer the dis- 
pute to the Court. 


Wage Determination 


The various arbitration acts in the Commonwealth and states give the 
arbitration court or wages boards power to prescribe minimum rates of 
wages.'° The court fixes the lowest sum payable to unskilled workers and to 
the various classes of skilled workers, leaving to free bargaining between the 
worker and his employer the extra amount to be paid to a worker who pos- 
sesses special skill or other special qualifications in his class. While any 
worker in Australia has the right to refuse to work for any employer at the 
minimum wage, it is a violation of the Commonwealth Arbitration act for 
individuals in combination to try to compel employers to pay more than the 
minimum rate. 

The Commonwealth Court also regulates hours of work for the workers 
that come under its jurisdiction. The general standard now accepted is 44 
hours per week,’? although awards vary according to the industry. It is not 
the practice of the Court to reduce wages in an industry on account of a 
reduction in the weekly hours worked in that industry. 

The Commonwealth Court has a dominant position in the Australian wage 
economy because the state tribunals tend to follow its lead in the determina- 
tion and adjustment of minimum wages. In the Harvester Judgment of 
1907 Justice Higgins ruled that to be “fair and reasonable” a wage must 


° The Industrial Court of New South Wales is known as the Industrial Commission 
but I have ,referred to it as the Industrial Court to avoid its being confused with the Con- 
ciliation Commissioner. 

° “AJI the states and the Commonwealth, however, provide in their industrial legisla- 
tion for the payment of rates of wages lower than the minimum standard rates to workers 
who are unable to earn such standard rates by reason of old age or infirmity.” George An- 
derson, “Wage Rates and the Standard of Living” in Annals of the American Academy of 
Political and Social Science, Nov., 1931, p. 167. 

2 George Anderson, Fixation of Wages in Australia, p. 347. 

“In New South Wales and Queensland hours have been limited to 44 per week. At 
the end of 1935 the weighted average working hours per week for all industries in Australia, 
excluding shipping and rural occupations, was slightly over 45. 
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be sufficient to satisfy “the normal needs of an average employee ‘regarded 
as a human being in a civilized community.’’? The first minimum wage 
established in 1907 was 42 shillings per week for unskilled workers. This 
minimum wage for unskilled workers is known as the “basic” wage. It was 
determined originally ta meet the needs of an unskilled worker with a wife 
and three children. Margins above this were provided for skill or for other 
special reasons.1* The zverage unskilled wage in Melbourne at the time 
Justice Higgins gave his judgment was about 33 shillings a week.1> The 
Harvester wage, therefore, represented a marked increase in the wages*® of 
the workers who came under the awards of the Commonwealth Court. Since 
1907 the tendency has been to bring an increasing proportion of employees 
under wage-fixing tribunals, but the basic wage has not been raised, except 
for a special increase of about 7 per cent in 1921. In order to maintain real 
wages from year to year the practice has grown up in the Commonwealth 
Court of adjusting wages to the cost of living every three or six months, 
according to the award, on the basis of a food and rent index number com- 
piled by the Commonwealth Statistician?’ for the city or town in which the 
persons affected were employed.7® 

In the 1920’s taere was considerable criticism of the steadily mounting 
trend of nominal wages. This was a period in which the Australian tariff 
rose progressively. The tariff contributed to advancing the cost of living; 
and higher prices were in turn reflected in higher wages. As costs were 
raised, secondary industries applied for additional tariff protection, which 
was granted in a number of instances. 

This vicious circle of mounting costs and tariffs was broken in the de- 
pression. Not only did the cost of living fall rapidly, thus reducing wages, 
but the Commonwealth Court declared in January, 1931, that the fall in 
the national income was so severe that some additional reduction in wages 


78 Ex Parte H. V. McCay, 2 Commonwealth Arbitration Reports, 1. 

4 The fixing of these mazgins has been one of the most difficult and least satisfactory 
aspects of Australian wage determinations. It has frequently been asserted that these mar- 
gins have not been sufficiently high to induce enough workers to become skilled artisans. To 
this the Court has replied that a highly skilled worker could always command more than the 
minimum margin fixed by the award of the Court. However, in the majority of cases margins 
for skill have apparen-ly tended to settle at the minimum rate which has given rise to con- 
siderable dissatisfaction among the skilled workers. 

* George Anderscr., "Wages Rates and the Standard of Living” in Annals of the Ameri- 
can Academy of Political and Social Science, Nov., 1931, p. 168. y 

1 Throughout this article I have used the term “wages” in the sense of “wage rates.” 

™ A commission ppointed in Queensland to examine the basic wage had suggested in 
1925 that the chief guide to be followed by the Court should be the capacity of industry to 
pay rather than the cost of living. Capacity to pay was to be determined from figures show- 
ing changes in income per head, past production per head, and prospective production per 
head. The recommencation, however, was not followed. See J. B. Brigden, Employment 
Relations and the Basis Wage, University of Tasmania, 1925. 

* There are marked variations in the cost of living in the different towns and districts 
of Australia. 
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was necessary. It therefore decreed a special reduction of 10 per cent in 
wage rates, to be put into effect immediately. 

The special 1931 reduction in wages was made after a careful inquiry 
into economic conditions by the Commonwealth Court. The Court had been 
hearing evidence on the subject for several months and had examined a 
host of witnesses, including employers, trade unionists and economists. 
It had been particularly impressed by a diagnosis made by Professor D. B. 
Copland of the loss of national income, in which he had stressed the neces- 
sity of spreading that loss equitably throughout the community. 

In delivering judgment in January, 1931, the Court declared that the 
fall in the national income from the cessation in overseas borrowing had been 
approximately £30 million. This, coupled with a decline in export values 
of £40 million, had brought the direct loss in national income since 1928 to 
something approaching £70 million. The Court stated that the repercussions 
of this initial loss of national income could safely be said to exceed “50 
per cent of the primary loss, making the reduced spending power of the 
community over £100 million, or in the vicinity of one-sixth of the average 
national income of the preceding five years.” 

This was a fair estimate of conditions at the time. Australia had been able 
to sustain the internal price structure in 1920-30 by an increase in London 
bank loans, by dependence on London assets, and by large gold exports in 
excess of production; but these expedients had been almost exhausted. Nor 
did a renewal of overseas borrowing or higher export prices appear likely 
for a considerable time. 

During the proceedings the labor government which was in power in the 
commonwealth sphere had attempted unsuccessfully to persuade the Arbitra- 
tion Court not to make the cut." On repeated occasions since 1907 labor 
had urged that the basic wage be raised. Inasmuch as the Court had per- 
sisted, except for the 7 per cent increase granted in 1921, in holding to the 
1907 basic wage in the period of intervening prosperity, labor particularly 
resented the decree for a 10 per cent reduction. After the award was made, 
the government again intervened, the Attorney General requesting the Court 
to postpone the reduction in wages until May 1, on the grounds that the 
government was working out a plan for economic adjustment, to be com- 
pleted shortly, which was primarily concerned with relieving unemploy- 
ment. The Attorney-General added that any downward readjustment in 
wages in anticipation of this plan would result in unequal sacrifices and 
would create ill-feeling. 


* At the time, the economists in Australia almost all favored a wage reduction. 

* Commonwealth Court of Conciliation and Arbitration, Basie Wage Inquiry, 1930-31, 
p. 7. 
* The government was not in a position, had it wished to do so, to force its will on the 
Court by legislative action because the Senate was in control of the non-labor parties which 
were in favor of wage reductions. 
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In dismissing this appeal the Court stated that not only did it consider 
the reduction of 10 per cent in real wages essential, but the reduction should 
be carried out promptly in the hope of checking the increase in unemploy- 
ment, which had reached 23.4 per cent for the fourth quarter of 1930. 

The January, 1931, award did not apply to all of the industries under 
the jurisdiction of the Commonwealth Court. The Commonwealth Arbitra- 
tion Court can make awards only where a dispute exists. Before making the 
inquiry into the basic wage, the Court had notified all organizations under 
its jurisdiction that they might intervene in the dispute and come under the 
award, but not all availed themselves of this offer at the time. In February, 
therefore, another inquiry was instituted which covered most of the remain- 
ing industries under its jurisdiction, and with very few exceptions the Court 
applied the cut there also. 

The Victorian and Tasmanian Wages Boards followed the Common- 
wealth Court's lead in wage adjustments closely in the depression. The other 
states, however, diverged in varying degree, and none of them brought 
wages down so far as the Commonwealth Court. The extent of the di- 
vergence in wage rates among the several states is apparent from the fol- | 
lowing figures: i 

Tase HI 


S 1020 ~ Average real earnings of 


September 1931 (per cent) i seal ei ass 


Nominal Real wage 1927, to September, 193 P 


wage rates rates (per cent) 
New South Wales — 8 +8 —21 
Victoria ~ 16 +4 — 18 
Queensland — iÍ +8 — 5 
South Australia — 16 +14 —20 
Western Australia — 9 +10 —i9 
Tasmania — {12 + 2 — 20 
Federal basic wage _ —26 — 10 Not available 


1 Real wage rates have been calculated from the food and rent index-numbers alone. 
Because of the sales tax, the more complete “‘all-items index” computed by the Common- 
wealth Statistician would show a somewhat smaller increase in real wages. 

Source: Report af Conference of Commonwealth and State Ministers, April, 1932, p. 35, 

It is not certain how extensively the basic wage reduction of 10 per cent 
was applied. Of approximately 2,000,000 wage earners of both sexes and 
all ages in Australia in 1931, 769,000 adults were members of unions (fed- 
eral and state) and of that number 646,000 were members of federal unions. 
But Mr. George Anderson has estimated that the reductions made directly 
by the Commonwealth Court’ applied to only about 400,000 workers.”? In 


2 George Anderson, “Wage Reductions in Australia,” in Economic Record, May, 1931, 
p. 118. 
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New South Wales, although most unionists were nominally under federal 
awards, through governmental and private arrangements the 10 per cent 
cut was not universally applied. There was also a noticeable tendency for 
wage earners to leave federal unions and join state unions in order to secure 
the higher wages declared by state tribunals. 

On the other hand, some wage earners, particularly in rural occupations 
where many of the workers are not under the jurisdiction of the arbitration 
courts, were forced through economic pressure to accept greater reductions 
than employees under the jurisdiction of the Commonwealth Court. The 
evasion of wage awards also tended to bring down the general level slightly 
more than the declared figure. One method was for the employee to supply a 
few materials with his work and make a contract for a fixed sum for a pat- 
ticular job; this procedure took him out of the jurisdiction of the arbitration 
court. Some employers violated award rates by making secret arrangements 
with their employees for a lower wage; but this practice was stamped out 
wherever possible. Employers’ associations not infrequently made private 
investigations of companies suspected of undercutting awards; and if under- 
cutting was proved, steps were taken to stop it. Trade unions, too, made it 
” a practice to prosecute all such cases that came to their attention; in fact, 
any union which was discovered knowingly to have allowed such violation 
to continue would probably have been expelled from the Trades Hall. If 
violation was proved, the employer was liable for the full payment of back 
wages and a fine as well. There were cases in which workmen appealed to 
employers to give them odd jobs for a few shillings a week, and, after they 
had worked at these odd jobs for some time, applied to the arbitration court 
for back wages at the full award rate. Usually, in these circumstances, the 
employer was required to pay the full rate. As a result of all these measutes, 
while there was some violation, it was not very extensive and was confined 
for the most part to small companies and individual employers. 

The Commonwealth Court estimated in 1933 that about one-half the 
wage earners of Australia had received a cut of not less than 10 per cent in 
real wage rates. The judges were disturbed that the reduction had not been 
more general, and deplored the fact that they were powerless to do anything 
about it.2* Table IV shows index numbers for nominal and real wage rates 
for the Commonwealth as a whole. The actual reductions were probably 
slightly greater than shown, because the official figures understate the fall 
in farm wages, which was greater than the average.*® 

There are available also index numbers of the rates of wages in different in- 
dustries.?° These show the standardizing influence of the Arbitration Court. 


= Commonwealth Court of Conciliation and Arbitration, Baste Wage Inquiry, May, 1933, 
pp. 9, 10, 16. 

^“ Basic Wage Inquiry, May, 1933, p. 10. 

2 See L. F. Giblin, “Farm Production and the Depression,” Economic Record, Supple- 
ment, March, 1935, p. 42. 

% See Commonwealth Bureau of Census and Statistics, Labor Reports. 
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Although the Australian system of wage fixation affords considerable general 
flexibility of wage rates in relation to the business cycle, it has not afforded 
much flexibility betweem industries. This apparently is the deliberate policy 
of the Court, for in almost all the fourteen industrial groups, into which 
Australian industries have been divided by the Commonwealth Statistician, 
wage rates reached their pre-depression high in the third quarter of 1929 
and their depression low in the first quarter of 1933.77 


Tage IV 
RETE ; aii a Real wage index numbers 
a ly = food, groceries 
index nuribers (we pov es age, oe oh. for 
six capital cities) wan unem poy mEni 
a b c d 
1928 100 100 100 100 
1929 101 104 97 96 
1930 96 97 100 90 
1931 87 84 103 84 
1932 82 79 103 82 
1933 80 76 106 89 
1934 82 78 105 93 
1935 83 81 102 96 


a, The nominal weekly wige index numbers are based on the minimum wage prescribed 
in commonwealth and state awards for adult males, or, in cases where there is no award, 
on the predominant rete of waze as ascertained from employers and secretaries of trade unions. 
The index is a weighted averege as of December 31 of each year. 

b. The retail price index mumber is a weighted average for six capital cities of food and 
groceries (46 commodities) ard rents for four- and five-room houses. 

c. The index for real wages on a full work basis was obtained by adjusting the nominal 
weekly wage index number by the retail price index, and recomputing on the basis of 1928 
as 100. 

d. The index for real wages allowing for unemployment was computed by adjusting the 
weekly wage index numbers by an index of employment computed from trade-union returns, 
This was adjusted in turn br the retail price index number, and then recomputed on the 
basis of 1928 as 100. 

Source: Commonwealth Burezu of Census and Statistics, Quarterly Summaries. 


In the fourteen induszrial groups the proportional decline in wage rates 
from the high to the low point was very similar. Among the three groups 
producing a preponderance of durable goods—namely, wood and furniture, 
engineering and metal works, and building—-wages in the building indus- 
try fell in almost the same proportion as wages for all industrial groups, 
while in wood and furn-ture, and in engineering and metal works they fell 


2 The various indexes of business activity in Australia indicate that business turned down 
early in 1928 and reeched the depression low toward the end of 1931. Thus despite quar- 
terly adjustments of wage rates to a cost-of-living basis for many Australian workers, wage 
rates in general lagge considerably behind business activity. 


? 
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somewhat more than the average. Although these three groups, taken to- 
gether, showed wage reductions slightly greater than the average, the relief 
given was insignificant; and throughout the depression they had a high 
percentage of unemployment. Thus, in 1932, which was the worst unem- 
ployment year in the depression, these three groups showed an unemploy- 
ment percentage of 37.1 per cent compared with the average for all groups 
of 29 per cent.?8 

The fact that wages in two of these depressed industries fell slightly more 
than the average is no indication that the courts singled out the durable 
goods industries for particular reductions in wages because of unusually 
depressed conditions. The arbitration system seeks standardization of wage 
movements rather than the application of special treatment to particular 
industries because of depressed conditions there. In 1908 Mr. Justice Hig- 
gins had laid down the principle that if a company could not pay the basic 
wage it ought not to be in business. Since that time the arbitration courts 
have always been unfavorably disposed toward requests for wage cuts 
merely on the ground that a particular industry was depressed. Normally, an 
_ exception to this has been made only when it was clearly shown that bank- 
ruptcy was inevitable unless some concession was made. In such cases the 
Court sometimes has reduced margins for skill, but it will not reduce rates 
below the basic wage for unskilled workers. 

On three occasions between 1931 and 1935 the Commonwealth Court 
reviewed the basic wage reduction in response to applications by trade 
unions for the restoration of wages. In 1932, in 1933, and again in 1934 
the Court refused to concede that there had been sufficient revival in indus- 
try to justify a full restoration of the cut. It also continued to deny the con- 
tention of the unions that higher wages would release purchasing power. 
No changes at all were made in 1932, but in 1933 there were some slight 
concessions. In that year, for instance, the Court decided to change the 
index number on which cost-of-living adjustments were made from an index 
based on food, groceries and rent, which covered only about 60 per cent of 
workmen’s expenditures, to a more inclusive index number. This had not 
been done before because it was believed that statistics of clothing and 
miscellaneous household expenditures in the broader index number could 
not be determined with sufficient accuracy.?* In 1933 the Court concluded 
that the ifidex it had been using had come down more than the actual cost 
of living, and that the broader index, in spite of its imperfections, would 


2 Commonwealth Bureau of Census and Statistics, Labor Report, No. 23, p. 99. That the 
durable goods industries showed more unemployment than the consumer goods industries 
is evident, also, from the Bureau of Census and Statistics figures in the Production Bulletin 
on the number of hands employed in factories. These figures are on a different basis, and 
cannot be compared directly with the trade-union figures. 

* There is still a difference of opinion among Australian statisticians as to whether 
the change was justified in view of these difficulties. 
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reflect more accurately a 10 per cent reduction in real wages. In 1934 
a new basis was adopted by the Court in the method of calculating the basic 
wage. These changes in method in 1933 and 1934 had the effect of raising 
the basic wage by nearly 6 per cent. 

In June, 1937, the Court declared that “the present degree of prosperity 
in the Commonwealth and the existing circumstances of industry made 
desirable appreciable increases in the basic wage.” As a result, a prosperity 
“loading” was added which brought the new basic wage to a slightly higher 
level for Australia as a whole than it had been prior to the depression. 

Thus, despite the political and economic strength of the labor movement 
in Australia, wage rates were brought down very substantially in the de- 
pression without a great deal of industrial friction (see Table I). Al- 
though there were far fewer working days lost in disputes in the five years 
1930-1934, inclusive, than in the boom period in Australia from 1923- 
1927, there were slightly more working days lost in disputes over wage 
questions in the depression period than in the boom period. Two-thirds of 
the days lost in the depression period were in 1930. While the radical Sydney 
Trades Hall Council urged a general strike to protest against the special 
10 per cent reduction in the basic wage in 1931, the Australian Council of 
Trade Unions refused to endorse such a proposal. 


Summary of Experience 


When compulsory arbitration was established in Australia, it was hoped 
that the existence of the Court would promote more friendly relations be- 
tween capital and labor and eliminate strikes. But labor in Australia has 
continued to show a strong sense of class solidarity, and strikes have per- 
sisted, although perhaps with lessened intensity. Yet both labor and capital 
are opposed to the abolition of the system and there is now very little open 
criticism of the Court except among the extreme sections on both sides. 
Some of the more radical element in the Australian labor movement feel 
that more could be accomplished for the workers by unrestricted collective 
bargaining. But most of the leaders in the labor movement believe that the 
arbitration system makes possible a higher general level of wages and better 
working conditions. Their opposition has taken the form of agitation for a 
change in the personnel of the federal court and for legislative amendments 
which would provide emphasis on conciliation and reduce legalism rather 
than for any drastic change in the system as such. And while there are em- 
ployers here and there who have felt hampered by the arbitration system in 
the depression because it has restricted their power to cut wages, the majority 
of employers are grateful for the protection which the system affords against 


» Since 1900 the Labour Party has been the aggressive driving force in Australian 
politics and has frequently been in power both in the states and in the Commonwealth 
government. 
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competitive wage cutting. Most employers in Australia apparently prefer 
to have minimum wage rates fixed and to feel free to concentrate their atten- 
tion on other items of cost. 

It is open to question whether the Australian arbitration svstem has made 
for a reduction in industrial disputes. In their awards affecting working 
conditions, the arbitration courts have provided protection and fair treat- 
ment to the workers and removed some of the causes of industrial friction 
without seriously hampering the operating efficiency of pr:vate enterprise. 
Against this is the probability that the system, if it has not actually height- 
ened the cleavage between capital and labor, has not servec to bring them 
closer together. Thus, the early development of compulsory arbitration in 
Australia has, to some extent at least, kept Australia from pursuing the 
American experiments in employee representation plans anc union-manage- 
ment codperation. While there can be no doubt that in many cases the 
existence of the arbitration system has prevented strikes, it is uncertain 
whether the same result could not have been accomplished more effectively 
by some voluntary system of arbitration set up within eaca industry as a 
result of a mutual agreement between employers and the unions in that 
industry. 

The cumbersome and overlapping system of arbitraticn tribunals has 
inevitably proved a handicap in adjusting industrial disputes. Wherever it is 
possible to prove the existence of an interstate dispute, litigants dissatisfied 
with a state award have transferred their claims to the feczral court, thus 
adding greatly to the complication and expense of arbitration. Yet, legisla- 
tive attempts first, in 1926, to extend the powers of the Commonwealth 
Court and later, in 1929, to turn over arbitration largely to zhe state courts, 
both failed. Attempts at unification are necessarily extremely difficult to 
accomplish in a federal system where state rights are zez.ously guarded. 
However, the gradual extension of the jurisdiction of the Commonwealth 
Court and its increased prestige have tended to reduce overlapping in 
recent years. 

If a unified system of arbitration were adopted in Australiz under the gen- 
eral jurisdiction of the Commonwealth Court but granting considerable 
local autonomy to regional tribunals, it would be possible te test the poten- 
tialities of compulsory arbitration. If conciliation committees were ap- 
pointed for the industries of each of the states, under the chairmanship of a 
commissioner, and given full power to settle all industrial disputes except 
those which concerned wages and hours, with no appeal =rom their deci- 
sions, the process of arbitration would be expedited and freed from much of 
its present legalism. If suitable commissioners could be foind, such a sys- 
tem might show a distinctly better record in eliminating incastrial disputes. 

In wage determinations the Australian arbitration courts have succeeded 
in eliminating excessively low wages and in maintaining a considerable de- 
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gree of wage flexibility in the face of a strong and articulate trade-union 
movement, Although the labor movement has not accepted the Court's 
arguments in favor of wage reductions in the depression as valid, the dis- 
cussion by the Court in 1931 of the necessity for wage reductions in view 
of the fall in the national income appears to have been of very considerable 
value in promoting an understanding of the economic situation of the coun- 
try among a large section of the electorate. From the beginning of the de- 
pression the Court has taken more notice of fluctuations in economic condi- 
tions than almost any other official or semi-official body in the country. 

Although doubts may be raised as to the desirability of adjusting wages 
automatically according to fluctuations in the cost of living without direct 
relation to the productivity of labor and the capacity of industry to pay, the 
cost-of-living principle is easily understood and is generally accepted as 
desirable by the Australian labor movement. It also provides a semi-auto- 
matic guide for the Commonwealth Court to follow under ordinary circum- 
stances, although the Court has made occasional changes in real wages when 
it considered that general economic conditions demanded it. Thus real wages 
were raised in 1921 by 7 per cent, lowered in 1931 by 10 per cent, and, 
raised again by about 5 per cent in 1933 and 1934 and by an additional 
6 per cent in 1937. 

Except for a short period in the 1920’s there is not much evidence in 
Australian unemployment statistics to indicate that the basic wage has been 
fixed too high for the economic structure. Although the original basic wage 
established by Justice Higgins was considerably higher than the prevailing 
wage for unskilled workers at the time, its introduction had no perceptible 
effect on unemployment. It is quite possible, however, that in the five or six 
years prior to the depression, when the cost of living in Australia had risen 
substantially without an apparently comparable increase in the productivity 
of industry, the basic wage was too high. In the seven years 1922 to 1928 
unemployment averaged 8.4 per cent, which was a definitely higher level 
than in the pre-war period. From 1907 to 1913 unemployment had averaged 
5.8 per cent. The lowest percentage of unemployment after the war was 
5.7 per cent, in the December quarter of 1926; but this was followed in 
successive quarters by 5.9, 6.4, 6.7, 8.9, 10.7, 11.2, and a peak of 11.4 per 
cent in the September quarter of 1928.°* The sharp increase in 1928 can 
be accounted for by the decline in the price of wool and wheat, wHich started 
a business recession in Australia at the end of 1927. 

Dr. F. C. Benham in discussing the unemployment question stated that 
“the Royal Commission on National Insurance found in 1926 that the 
greatest percentage of unemployment was among unskilled and casual work- 

3 The figures quoted are based on estimates submitted by the secretaries of the trade 


unions. They are not an entirely satisfactory index of unemployment since they represent 


only ike 25 per cent of zotal wage earners, but they are the best index available for this 
perio 
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ers.” From this he concluded that the price of unskilled labor had been 
“ ‘fixed’ somewhat too high.” The unskilled worker was not producing 
enough in this period to make him “worth the basic wage to employers.” 
And, Dr. Benham added, “The opinion may be offered that but for the 
large numbers of such workers employed by governments and local authori- 
ties (who can afford to pay more than the value of their services without 
showing a loss or closing down), unemployment in their ranks would have 
been much greater given the basic wages awarded.’’*? 

While it seems quite probable, therefore, that the basic wage was some- 
what too high in the years immediately preceding the depression, informed 
opinion differs as to the desirability of the 10 per cent reduction in the basic 
wage in 1931. In delivering judgment at that time, the Court had admitted 
that “the prevailing air of uncertainty, the precarious state of public finance 
and continuance of the fall in price levels, local and universal, are responsi- 
ble for much of the commercial and industrial stagnation.” The Court did 
not consider whether at that particular stage of the downswing of the cycle 
in Australia the demand for labor was elastic.’* It is quite possible that 
under the existing economic and political conditions entrepreneurs were 
“afraid to make forward commitments and that a large part of the reduction 
in wages went to paying off debts and building up bank balances, instead 
of into employing more labor. In reviewing its judgment in 1934, the Court 
admitted that it was “possible that the transferred spending power was not 
used by employers or capitalists quickly or abundantly.” But the Court still 
believed “that the reduction certainly assisted many industrial concerns to 
weather the economic blizzard, thus preventing unemployment from be- 
coming greater than it actually was.’ 

It is not possible here to analyze the merits of the 1931 reduction in real 
wages. This must be considered in conjunction with other depression ad- 
justments made in Australia, which included exchange depreciation, interest 
and rent reductions, lowered tariffs, a public works program and the ex- 
pansion of credit by the central bank. 

In a detailed analysis of these various measures I have concluded else- 
where that although the Commonwealth Arbitration Court may not have 
selected the best time to make the special reduction of 10 per cent in real 
wages, “it is a fair conclusion that the wage reductions made in Australia 
during theedepression contributed materially to the restoration of economic 
equilibrium. ”38 


"F.C. Benham, The Prosperity of Australia, 2nd ed., p. 210. 

“ Commonwealth Court of Conciliation and Arbitration, Basic Wage Inquiry, 1930, p. 8. 

* See E. R. Walker, Australia in the World Depression, chap. 6. 

** Commonwealth Court of Conciliation and Arbitration, Baste Wage Inquiry, 1934, p. 8. 

W. R. Maclaurin, Economic Planning in Australia, P. S. King, 1937, p. 249. See also 
D. B. Copland, Australia in the World Crisis, For a different point of view see E, R. Walker, 
Australia in the World Depression, 
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Conclusion 


The record of experience with compulsory arbitration in Australia is not 
sufficiently satisfactory to lend great encouragement to those who believe 
that the United States should undertake a similar experiment. If it has proved 
difficult to administer a system of compulsory arbitration for 7,000,000 
people, the problem would be vastly magnified in the United States. It 
appears desirable, therefore, for us to experiment further with voluntary 
arbitration methcds before committing ourselves to any such system. Once 
adopted, compulsory arbitration is likely to interfere with the development 
of the best spirit of coöperation between capital and labor. Yet, we in this 
country may eventually have to accept it unless we can find a workable com- 
promise between the extreme positions adopted by both labor and capital 
in some of the recent industrial disputes. 

In the regulation of minimum wages we could profit perhaps by Austra- 
lian experience. Here again, however, it would seem desirable to experi- 
ment first with a “basic” wage designed to provide a “fair and reasonable” 
standard of living and leave the provision of margins for skill to the play 
of economic forces. So far as the method of adjusting the basic wage is con- 
cerned, I am inclined to believe that the Australian system of automatic 
regional cost-of-living adjustments checked periodically by reference to 
general economic conditions is the most practical method of administering 
a national minimum wage. The understanding of general economic condi- 
tions shown by the Commonwealth Court in recent years indicates that a 
properly administered minimum-wage law may add a valuable element of 
flexibility and control in the business cycle.’ 

W. RUPERT MACLAURIN 

Massachusetts Institute of Technology 


* The possibilities for control in the upswing of the cycle raise some interesting ques- 
tions. Professor Copland has written me that the new principle of a prosperity “loading” 
adopted by the Court in 1937 was worked out largely at the suggestion of the Australian 
economists. “‘Apart from the basic economic conditions having justified a rise in wages,” 
Copland writes, “the Court thought an extra amount should be given to workers in order 
that expansion and investment might be dampened down.” 


LAND PRICES IN SEVENTEENTH-CENTURY MARYLAND? 


The American colonial records of the seventeenth century in many cases do not offer 
enough economic material for statistical price studies. However the archives of seven 
counties in Maryland do contain land records of reasonable adequacy for the period from 
1663 to 1700. From such sources a total sample of 1,683 land prices is secured with enough 
descriptive material to allow a comparison of improved and unimproved plantations and a 
determination of the residences of buyers and sellers. The resulting price trends verify 
within the limits of the article the normal reasoning about land values in a rapidly growing 
colonial settlement. It seems probable that the specialized agricultural interest of the 
Maryland colonists and the presence of widespread waterways accentuated the increase in 
land prices which in four decades showed an advance of 135 per cent. Speculation in land 
warrants was also a consideration, even in a new continent where virgin land was held to 
be limitless, For comparative purposes there is used both the absolute land prices in 
pounds of tobacco and also price indexes. 


I 


The seventeenth-century archives of the American colonies apparently 
do not contain enough economic material for comprehensive statistical 
studies of prices. This deficiency is recognized by the International Com- 
mittee on Price History which considers the eighteenth century the earliest 
one for which adequate continuous price series can be constructed. To some 
extent Maryland must be held an exception with its provincial and county 
records that go back to the date of the colony’s establishment in 1634. 

By no means are the sequences of archives unbroken, and it is an ir- 
remedial misfortune that in several of the oldest counties many original 
manuscripts have been destroyed by fire or negligence. Administrative 
officials in the counties are becoming more aware of the value of the con- 
tents of their vaults and are taking steps to preserve such records, Fortu- 
nately the Maryland Historical Society almost one hundred years ago as- 
sumed responsibility for the provincial documents, and its series of printed 
Maryland Archives is preserving such information in a manner reflecting 
soundest editorial supervision. Recently the Maryland Assembly created the 
office of state archivist the occupant of which is charged with the duty of 
gathering and preserving official records. 

From the Maryland colonial records it is possible to secure information 
about land prices from recorded conveyances for the last thirty-seven years 
of the seventeenth century.? There are gaps which though regrettable can 

* The field work required for the gathering of the land prices in this study was in large 
part made possible by a grant-in-aid from the Social Science Research Council. This 
material is to be a part of an economic history of Maryland during the seventeenth century. 

* These are the county records that have been used: Anne Arundel County (created in 
1650) Land Records, TH No. 1 1666-1705, JH No. 2 IH No. 3 1665, IT No, 5 1675-1752, 
WT No. 1 1699-1702, WH No. 4 1709; Baltimore County (created in 1659) Land 
Records, RM No. HS 1659 to 1725, IR No. PP 1663 to 1705, IS No. IK 1665 to 1737, 
TR No. RA 1672-1718, IR No. AM 1681 to 1706; Charles County (created in 1658) 
Court Records, B No. 1 1662 to 1665, and the following sequence in chronological order 
C, D, E, F, G, H, I, K, L, M, N, P, Q, R, S up to the year 1697; Dorchester County 
(created in 1668) Land Records, No. 1 Old 1669-1683, No. 3 Old 1671-80, No. 4 Old 
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be spanned. Becarse it was not until 1663 that the recording of land con- 
veyances became >fficially mandatory, the desired material prior to this 
date is too incomplete to be used.* There are other “land records” among 
the Maryland archives that do go back to 1634, but these are either the 
original land warrants by grant or purchase from the Lords Baltimore and 
do not contain prices, or are survey records also lacking this fact. Thus it is 
from the officially recorded sales of land by the original or subsequent 
settler-owners that the price figures for this study are secured. Because also 
in the seventeentt century some people preferred to conceal the true con- 
sideration in a naminal price—and especially so in the sixties and seven- 
ties—the number of prices used in this study is no indication of the actual 
volume of real-estate transactions within the respective years. 

From the several thousand conveyances only those were chosen that of- 
fered the following five facts: the date (and new style was used), the 
residence of the buyer and seller, the acreage, the nature of the property 
(improved and caltivated or not) and the price. A further word about 
those qualifications. In turn a fourfold classification was made for residence: 
intracounty buyer and seller, intercounty within Maryland, intercolonial 
(America) and international. In almost every deed the details of the survey 
lines were followed by the total acreage with the usual legal precaution “or 
thereaboute.”’* As a matter of fact that phrase was more than a matter of 
form at that time, because the original warrants were often vague and with 
the passing of time confusion resulted from the destructible nature of the 
landmarks (trees, fences, streams). The distinction which I made between 
land cultivated and improved with buildings and land not so improved was 
based on the worcing o= the deed. I assumed that when the land was cleared 
and occupied such was plainly indicated. From an examination of several 
thousand deeds that assumption seemed reasonable though not applicable 


1679-89, No. 4144 Od 1689-92, No. 5 Old 1692-1701; Kent County (created in 1642) 
Land Records, A 165i to 1656, B 1656 to 1662, C, O Liber K 1681 to 1685, OO Liber M 
1694 to 1701, Court Proceedings, 1 1676 to 1695; Somerset County (created in 1665) 
Deeds, B-1 0-1, B-14 0-2, SC 0-3, M-4 0-4, WW 0-5, MA 0-6, L No. 1, L No. 2, Judicial 
Records, 1670-71, 1#89-90, 1690-92; Talbot County (created in 1662) Land Records, 
No. 1, GG No. 3, =H No. 4, KK No. 5, NN No. 6, LL No. 7, AB No. 8. As one can 
see there is no untfarnity in designating these volumes, nor do the titles accurately indicate 
the contents. Four cther counties were created before 1700 but their records were too 
fragmentary to use. 

* Permissive recording cf land conveyances was provided by law in 1639, 1642; in 
1663 the validity of and titles was to be established only when recorded in the Provincial 
or County Courts, Meryland Archives, I, 61-62, 159-160, 194, 487-488. 

*For the seven cwunties the percentage of sales between residents of the same county 
declined over the fouz-decade period from 87 per cent to 79 per cent; intra-Maryland-county 
sales increased from 3 per cent to 15 per cent; the other two classifications remained about 
the same. 

°From a correlated study of the sizes of these land tracts I find that about 90 per cent 
of the properties cortained less than 450 acres. See also Hester D. Richardson, Sidelights 
on Maryland Histor; ch. 43 (Baltimore, 1913). 
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in every case.® By far the majority of the land prices was given in pounds 
of Maryland tobacco and that continued to be true even thoagh, as the cen- 
tury drew to a close, pounds sterling “English money” began to appear with 
some frequency.” For the conversion of sterling prices, tobecco was valued 
at 114 pence a pound weight up to 1680 and then at 1 perce a pound. It 
might be mentioned that when the transaction involved a coasiderable price 
often there were provisions for the payment to be made in irstalments. 


IJ 


Because there are not land prices for two or more counties until 1663, 
the year in which recording was provided by law, this study covers the 
thirty-seven years from 1663 to 1700. For the decade from. 1663 to 1669 
every acceptable deed (ż.e., containing the necessary five facts) except three 
is used; for subsequent years when the material is more plentiful it seems 
desirable to limit the sampling for each county to ten conveyances a year.’ 
For many of the counties and years the total number of usable items comes 
to about this limit of ten. Moreover, in several tests where I record all 
acceptable deeds the greater number results in price medians that confirm 
the substantial correctness of the sampling. There is a total of 1,683 con- 
veyances used in this study, 110 far the seventh decade, 509 for the eighth, 
533 for the ninth and 531 for the last ten years of the seventeenth century. 

Now about the statistical method used in organizing this material. The 
original land prices for each of the seven counties are conver-ed into a price 
per acre expressed in pounds of Maryland tobacco. Then these prices are 
arrayed on a yearly basis for each county. It seems best to use the median 
as the representative price because such a middle figure is but little in- 
fluenced by the occasional extremely low or high prices. Weighting a price 


° These were the contrasting descriptions of the land contained in the deeds: for un- 
improved land “. . . [x] acres be the same more or leste Together with all rights profitts 
& benefitts thereunto belonging, allsoe all Writeings Patents Deeds & Enidences touching 
or any way as Concezning the same . .. [and sometimes included} w.th woods, under- 
woods, water, water courses, wayes easements. . . .” The deeds for improved properties 
were thus described: “. . . together With all & singular the houses builcings structures or 
Edifices whatsoever thereunto belonging or appertaineing, together witk all the pastures, 
feedings, Commons, Comons of pasture, range for Cattle & hogges, woods, underwoocs, 
Water, Watercourses, fishings, fowlings, Wayes Easements ua Commodities & Heredi- 
tam’ts whatsoeuer unto the sd parcell of Land belonging . . . [and at times mentioned 
orchards, gardens and yards }.” 

1 More specifically, in the sixties 3 per cent of the conveyances ic this study were 
priced in pounds sterling; by the last decade this was 10 per cent. 

® Maryland records do not offer many conversion ratios up to 1680, but the ratio of 
114d. equals 1 Ib. of tobacco may be considered representative; after that date a pence per 
pound of tobacco was the most cormmon exchange value. See also, V. J. Wyckoff, Tobacco 
Regulation in Colonial Maryland ‘Baltimore, 1936). 

? There is an uneven distribution of usable deeds among the countizs in the seventh 
decade, a range from 4 items for Dorchester County to 47 for Charles. There are also 
two gaps, an absence of records for Kent County in 1688 and 1689, and for Charles 
County in 1697, 1698 and 1699. 
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TABLE I, INFORMATION ABOUT 1,683 Tracts or LAND IN Seven MARYLAND COUNTIES IN THE 
17TH CENTURY 


Medias land prices in pounds of tobacco per acre Percentage of 
Year SSS pe Seironed jana 16 
All tracts Improved Unimproved all tracts 
1663 15 0 15 0 
1664 16 12 19 63 
1665 17 19 18 64 
1666 18 15 18 24 
1667 16 24 15 58 
1668 28 29 27 48 
1669 19 24 17 39 
1670 28 33 20 35 
1671 19 42 20 29 
1672 25 25 25 22 
1673 30 34 26 40 
1674 27 38 24 34 
1675 29 37 27 41 
1676 31 44 24 27 
1677 28 41 27 33 
1678 29 50 30 31 
1679 32 34 29 39 
1680 27 30 23 29 
1681 34 35 30 39 
1682 28 28 27 36 
1683 29 40 28 38 
1684 30 38 28 43 
1685 25 43 23 28 
1686 31 53 27 43 
1687 31 50 30 40 
1688 32 39 25 48 
1689 35 39 32 53 
1690 32 49 33 34 
1691 49 43 35 58 
1692 39 62 34 47 
1693 40 40 30 42 
1694 41 58 24 51 
1695 43 50 30 48 
1696 31 47 28 47 
1697 37 37 38 31 
1698 44 40 39 40 
1699 37 47 35 44 


by the number of tracts of land sold at that figure offers no advantage for 
one commodity that yields only to a distinction between improved and 
“unimproved. 

Space does not perm_t the presentation of the yearly medians of the land 
prices for each cf the seven counties. Therefore in Table I there is given 
on an annual basis a sammary of the medians for the seven counties as a 
group. Here again to avoid the undue influence of extremes the representa- 
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tive group figure for each year is secured by taking the median of the 
county medians. The trend for the thirty-seven years is the same when the 
arithmetic average of the annual county medians is used though the prices 
are slightly higher. 

By a priori reasoning the improved land ought to have carried a higher 
price throughout the seventeenth century than the virgin traccs. Because such 


TABLE Il. Summary sy DECADES or LAND InroRMAT-ON 


1660-1669 | 1670-1679 | 1680-1689 | 1690-1699 


a | | edie eter nent 


Land prices in pounds of tobacco per 


acres! i 
Ali tracts 17 29 31 40 
Improved . 22 38 32 47 
Unimproved 18 26 23 34 
An index of land prices: 
All tracts 59 100 107 138 
Improved 76 131 134 162 
Unimproved 62 90 97 117 
An index of land prices:? 
All tracts 100 171 182 239 
Improved 100 173 177 214. — 
Unimproved 100 144 155 189 
An index of land prices:4 
All tracts — 171 107 129 
Improved — 173 103 121 
Unimproved — 144 103 121 
Percentage of improved land to all tracts 45 33 39 45 


1 The decade price is the median of the yearly medians for that period. 

2 For each division (f.e. all tracts, improved, unimproved) the arithmetic average of the 
four decade medians equals 100. 

3 For each division the median of the 1660-1669 decade equals 100. 

4 For each division the median of the previous decade equals 100. 


qualitative characteristics were noted in collecting these data it is possible 
to present a price series for each kind of property. These agures are also 
given in Table I, and the calculations are made in the same way that is used 
for the first price series of all tracts of land. It also seems desirable to find 
out if as the years passed there was a change in the proportion of improved 
farms to all pieces of property. In Table I the year by year changes in this 
ratio are given. 

And finally to condense these figures for the thirty-seven years, the dec- 
ades are used as arbitrary but convenient units. The changes in land prices 
are expressed both in pounds of tobacco and in index numbers. These decade 
series are given in Table II at the bottom of which footnotes briefly explain 
the methods of construction. The scarcity of prices for tke period from 
1663 to 1670 makes it necessary to handle the summaries Zor these seven 


- 
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years in a most cautious way. That is why several bases are used for the 
comparisons in Table II. However, only in the percentages of improved 
Jands to all tracts do the figures for this seventh decade seem out of line. 
There are several reasons for this. First, there was a preponderance of 
improved property in the one county that had relatively complete records 
for these years. Second, it would be natural to have deeds for the more 
valuable plantations first recorded once the system of county registration 
was inaugurated. As tkis procedure of officially entering on court books 
the land transfers became more firmly a part of the governmental adminis- 
tration, unimproved properties would also be entered by the county courts. 
From then on would be evident the fairly complete picture of a gradual 
increase in the proportion of real estate improved by cultivation and 
buildings. 
MI 


There is not much need for an involved interpretation of these tables, 
because within the stated limits they offer a verification of the most normal 
reasoning about land prices in a rapidly growing colonial settlement. In 
Maryland there were fertile coastal plains and river lands favored with a 
moderate climate. Those conditions focused the energies of the settlers on 
agriculture and for various reasons tobacco became the dominant commet- 
cial product of the prevince from the first years to the Revolution. The 
bulkiness of the leaf in shipment made easy access to water carriage most 
desirable, thus waterfront properties were sought, and sought in units of 
many acres to accommodate the system of tobacco cultivation in use at 
that time. Other considerations added to the demand for lands in the water- 
way and early settled regions. People could move more easily by boat than 
by foot or horse; there were the physical difficulties of clearing the inland 
forests and the personal dangers from Indians as frontiers were pushed 
westward. The rapid increase in the population of the colony’ also gave a 
stimulant to the rise in land values which were then pushed to yet higher 
levels by the purposeful speculation in that necessity of colonial life. It was 
that abuse Lord Baltimore stressed in his proclamation which changed the 
method of securing new land warrants from the headright system to out- 
right purchase." Another result that might be expected from the above 
considerations combined with other causes was the tendency toward the 
breaking up of large original grants into smaller pieces. In a sepatate study 
of the same 1,683 tracts of land I found that whereas farms with less than 
250 acres represented 54 per cent of the total number in the seventh decade, 

* Maryland’s first colony had about 200 people. By 1660 there were near 8,000 in- 
habitants in all; this number by 1688 had increased to 25,000 and by 1701 to about 34,000. 
Father Andrew White, “A Briefe Relation of the Voyage unto Maryland,” Maryland 
Historical Society, Fund Publications, no. 35; Archives, XXV, 255, 259; Lewis C. Gray, 


History of Agriculture in Sauthern United States to 1860, p. 1025. 
™ Archives, V, 390-391, 394-395. 


HOARDING AND THE COMPETITIVE EQUILIBRIUM 


Competition is generally regarded as sufficient to insure equilibrium at full employ- 
ment. Hoarding is receiving increased attention, but apparently there is failure to regard 
it as a limitation on the doctrine of competition. Hansen’s point that lack of competition is 
essential to validity of Keynes’s position. 

Under perfect competition, outgo must be recovered in receipts in order to maintain 
equilibrium, hence hoarding will destroy equilibrium. Competition cannot correct situa- 
tion. Price cutting necessary to effect sales must be in excess of any reduction in costs, since 
a portion of cost outlay is hoarded by recipients. Price declines may overcome disposition 
to hoard, especially if new bottom be reached; but new level likely to be due to non-com- 
petitive forces. 


Need for making hoarding integral part of economic theory augmented by large-scale 


industry and inequality in personal incomes, Flexible prices very important, but not 
enough. 


Perfect competition has been the ideal of economists since the beginning 
of modern economics. The doctrine has been subject to certain reservations, 
as in the case of industries where monopoly under government regulation 
has been deemed preferable to competitive conditions. Besides, there has 
been the persistent dilemma that perfect competition, keen and ruthless 
pressure against the least able, leads to monopoly. This has prompted the 
placing of barriers against competition in order that competition itself 
might be preserved. However, despite all of our waverings we have held 
to the faith that, if competition could prevail, prices would equal costs, sales 
would be unimpeded, and there would be full employment of labor and 
other economic resources. 

Recently the matter of hoarding, of withholding funds from the market, 
both by business firms and by individuals, has been receiving attention. We 
are beginning to appreciate that the old “make-work fallacy” and the 
“putting-money-in-circulation (by spending) fallacy” are often far from 
fallacious. But we have seemingly failed to see that the new hoarding doc- 
trine forces a serious limitation upon the old competitive one. 

Thus Professor Hansen after raising the question as to whether the con- 
tention of Keynes is sound that a condition of under-employment equi- 
librium will persist if nothing is done to control the propensity to consume, 
the marginal efficiency of capital, and the rate of interest, says: 

I do not think it is, unless one introduces certain definite assumptions which 
Keynes does not do. There is one necessary condition, in my view, without 


which stable under-employment equilibrium is not possible. It is the condition 
of cost rigidity (including wage rates) and monoply control of supplies. 


In short, if only there is competition and the price flexibility of the perfect 
market, full employment must prevail. 

To note the effect of hoarding, however, suppose that there is perfect 
competition and that it has obtained long enough to have eliminated all 


1 Alvin H. Hansen, “Mr. Keynes on Under-Employment Equilibrium,” Jour, Pol. Econ., 
Oct., 1936, p. 680. 
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high-cost business units, leaving only units of approximately equal effi- 
ciency in each line of enterprise. Profits would then be at a minimum. The 
outgo payments of each business unit (including withdrawals by individuals 
from non-corporate enterprises) would be its costs of doing business; and its 
receipts from sales would equal the amount paid out. Obviously, if indi- 
viduals and business firms do not promptly disburse the funds which they 
receive for services rendered, the circuit will be broken and the equilibrium 
will be destroyed. Competition will not only not prevent che disturbance, 
but the more perfect it is the more disastrous hoarding will be. That is, the 
more closely competition has narrowed the profit margin ketween receipts 
and costs, the more necessary it becomes that outgo payments of the vari- 

ous business units be returned promptly in the purchase of product. | 

Price cutting cannot correct this situation. Even if price reductions at one 
period of time should lead to the sale of available goods and services, an 
equilibrium at full employment cannot thereby be restored; for costs 
under conditions of hoarding cannot possibly be reduced as much as the 
prices of products would have to be reduced in order that the total out- 
put might be sold. This follows from the simple fact that œsts include the 
sums that are to be subsequently hoarded. Total receipts cannot but be less 
than total costs if a portion of the costs is withheld from the market. In- 
dustry cannot maintain itself under such conditions. | 

Furthermore, of course, the situation cannot but be made worse if the 
hoarding of a portion of income continues. The inevitable outcome from 
such a situation is the complete paralysis of the economic system unless some 
outside agency such as the government intervenes. To be sure, declining 
prices as a result of competitive pressure may overcome th= disposition to 
hoard, particularly when it appears that a new level has been reached. Credit 
for such a halt in a price decline may, however, have to be given not to com- 
petitive forces but to their opposite. 

Hoarding may be offset by additions to buying power through extensions 
of credit, or when hoarding goes far enough to create unemployment, it 
may be partially corrected by the payment of unemployment benefits from 
accumulated funds. Then, too, hoarding may be overcome by some ad- 
ventitious circumstance that so alters the general business outlook as to 
stimulate investment and the purchase of consumers’ goocs. Dishoarding 
may also be a compensating factor, but if it only equals current hoarding 
it will not restore the equilibrium. These factors are limited, generally, in 
their operation. The credit that may be provided by banks, merchants, and 
other business units is not only subject to limitations but it is usually 
sharply curtatled whenever business conditions become unfavorable. Thus 
such credit tends to augment rather than to counteract the effect of hoard- 
ing. Government credit might be deliberately extended whenever business 
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conditions get bad and thus be made an effective instrument to offset hoard- 
ing. 

The need for making hoarding an integral part of economic theory has 
been increased by certain conspicuous elements in our present-day life. 
Large-scale business with the concentration of a large volume of buying 
power in the hands of a few firms increases the probability that funds may 
be withheld from the market as a result of epidemics of fear or doubt as 
to the future. This probability is further enhanced because the few managers 
of large-scale enterprises tend to be more finance-minded and less produc- 
tion-minded than would be the much larger number of men who would be 
serving as managers if the large-scale businesses were owned and managed 
as small units. Then, too, the agreements and understandings that are 
possible among a relatively few men reduce the risk of waiting for favor- 
able opportunities to purchase material, equipment, or even labor. 

Similarly, inequality in the distribution of income contributes to the 
likelihood of hoarding. The larger the income the greater the ease with 
which a portion of it can be left unused. This simple fact is augmented by 
the general social restrictions upon lavish display. While something in the 
way of conspicuous consumption is encouraged, the general rule proscribes 
ostentation. Many factors contribute to this, including the teachings of re- 
ligion, the democratic ideal, the fear of outraging voters, and the need to 
conserve time and energy in order to carry on a chosen line of work. 

The prompt disposal of funds by the well-to-do thus turns upon invest- 
ment opportunities which are determined by business-men. If they are not 
asking for funds because they themselves are in a hoarding mood, or be- 
cause the current new devices are not sufficiently superior to those in use, 
or because they call for relatively little capital, then the individual with an 
income in excess of his consumption can hardly escape hoarding. If the 
tempo of capital building should decline over the coming decade, this prob- 
lem would become increasingly serious. 

Lack of flexibility in the price structure is a serious matter, and, it seems 
clear, has taken a heavy toll since 1929; but competition alone is not enough. 
The flow of funds is equally important. 

H. GORDON HAYES 

Obio State University 


TAXES AND THE CONSUMER 


Many people still believe that the burden of all taxes not levied dizectly upon the con- 
sumer is shifted to them. This theory can easily be disproved, and it aas been repudiated 
by practically all taxation authorities. However, nearly all taxation authorities have so far 
believed that the burden of the taxes which really are shifted to the comsumer and of those 
which are levied directly upon the consumer cannot be shifted by him but are borne by 
him. 

This theory is also unsound, In the first place, it is a mistake te assume that a tax 
which has been shifted to someone by means of some goods which he purchased can be 
passed on by him only by selling the goods in the same form in which he bought them. 
He may use these goods in producing other ones and can perhaps saift the tax farther 
just as readily by selling the goods he produced as he could have by selling those he 
bought. In the second place, most consumers who pay taxes are largely under the same 
type of economic circumstances as a commercial or a manufacturing business. They cur- 
rently sell something and thus earn the funds which they spend for needed goods and 
services, and these goods and services are needed in earning additional -unds which will be 
spent for the same purposes later on. Hence, most of the tax-paying consumers have the 
same means as manufacturing businesses have of shifting taxes passed -o or levied directly 
upon them, Supplementary means of tax-shifting which organized Ebor can use—and 
has used—are collective bargaining or strikes or threats to strike. 


Taxes may be divided into two classes, those which are levied directly 
upon the consumer and those which are levied upon others. The theory 
that the taxes in the second of these two classes are al. shifted to the 
consumer is still popular in some quarters. The following quotation il- 
lustrates the way in which those who adhere to this theory develop it. 


_ Drive into a filling station. Ask for 10 gallons of gasoline amd a quart of oil. 
Tell the attendant to put water in the radiator and check the tires. While he’s 
busy, stroll over to the counter and buy a package of cigarettes. Come back and 
pay your bill—and in less than five minutes you paid three separate taxes. You 
paid 50 cents tax on your ten gallons of gasoline, six cents on your package of 
cigarettes, and one cent on your quart of oil—a total of 57 cents on your two 
dollar purchase—25 per cent of the total bill. “Well,” you console yourself, 
“at least I wasn’t taxed on the air.” 

But weren’t you taxed on the air? Let’s see. The filling station proprietor paid 
a tax on the air compressor when he bought it—he pays a tax on the electricity 
to operate it. Do you think he pays these taxes and forgets abort them? He does 
not. Quite naturally, he passes both the direct and the indire¢—the open and 
the hidden—taxes on to you. They are past of his “cost of doing business.’’+ 

When you ride on a train or bus, a tax is included in your fere. The company 
that transports you to work must pay the tax or else go out of business. When 
you go to a grocery store for your food, the share of taxes paml by the farmer, 
transportation company and middleman have been added to th= price you pay.? 


This theory very obviously is based upon the fact that the money which 
an automobile manufacturer, for example, turns over to the tax-collecting 
authorities was obtained by him from the dealers who handle his cars and 


1 Wisconsin Taxpayers Alliance, Wisconsin Taxes—Where They Come from and 
Where They Go, Oct., 1924, p. 45. 
2 Ibid., p. 8. 
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trucks; and the dealers, in turn, obtained this money and the money with 
_which they paid the taxes which were levied directly upon them, from 
those to whom they sold the automobiles and trucks retail. The same 
process is in operation in the production, processing and marketing of 
other materials and commodities. A question that might be asked at this 
point is: How many farmers would be willing to admit that the tax 
burden which they are bearing consists only of the levies which are shifted 
to them by means of the goods which they buy; that the burden of the 
property taxes which they are paying is really borne by others? The writer 
of the foregoing quotations neglected to distinguish between the operators 
of passenger cars and the operators of trucks used in commercial transporta- 
tion. Whether or not a purchaser of gasoline and oil bears the burden of 
the taxes levied thereon depends to some extent upon the purpose for 
which he is going to use the vehicle. 

It is necessary to state here in abbreviated form the general laws of 
tax shifting. Only the taxes levied upon goods which are involved in some 
way in economic transactions of some kind can be shifted. The shifting of 
taxes also depends upcn the amount of competition among those who 
sell the goods involved. If a new property tax is levied upon a monopolist, 
he will be unable to shift it because, already before the new levy was 
imposed, he had in effect the most profitable combination of price and 
amount of goods offered for sale, and he will not be able to charge more 
for these goods because of the new levy. A type of monopoly which in 
most cases is not subject to this law is the public utility. The rates charged 
by each public utility are subject to government regulation. So long as the 
demand for the goods produced or services rendered by a public utility is 
high enough and remains constant, its rates will be such as to make 
the investment of its stockholders yield a “reasonable” net return, and all 
property taxes levied upon it will be shifted to its customers. If the op- 
timum combination of rates charged and rates of production of a utility 
yields less than a “reasonable” net return, it is impossible for the utility 
to shift all of its property taxes to its customers. 

However, if a new property tax is levied upon those engaged in a busi- 
ness which is highly ccmpetitive in character, they will try to shift it, 
either forward to their customers or backward to the persons or concerns 
from whom they buy goods. They will be shifting it forward if they add 
it to the prices at which they had been selling their goods and can get 
the increased prices for enough of these goods so as to be able to realize 
as much profit as before. They will be shifting it backward if they can 
induce those from whom they buy merchandise to sell it at a lower rate 
and thus absorb the tax. In a business of this type, the margin of profit is 
narrow. If the new levy cannot be shifted and the payment thereof is 
enforced, those in this business who are in the weakest economic circum- 
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stances will be forced out. This will decrease the supply of the goods 
involved which will reach the market; and this shrinkage ia the supply of 
the goods will increase the prices thereof enough so as to make it possible 
for those who remain in the business to shift their share of the new tax 
to their customers. The retail grocery business is one of the businesses which 
usually are very competitive in character. A relatively large number of 
people are engaged in it. This is due to the fact that the Food which the 
grocers sell is an absolute necessity and the consumer demand for it is 
constant. 

This brings up the factor of the elasticity in the demand tor merchandise 
as a means of shifting taxes. The elasticity in the demand of any group 
for goods of any given kind influences only the possibiity of shifting 
forward to that group taxes levied upon those from whom these goods must 
be obtained. The possibility of such shifting is in inverse proportion to 
the elasticity in the demand. Another factor upon which tax shifting to 
some extent depends is the elasticity in the supply of tae merchandise 
involved. That is to say, the extent to which any group zan shift a tax 
levied upon it is partly dependent upon the facility with wnrich those from 
whom this group buys goods or services can change the raf at which they 
can supply them in response to changes in circumstances. If e manufacturing 
industry can readily adjust its rate of production to, for example, changes in 
demand, the supply of the goods it produces is elastic. Auzomobile manu- 
facturing is such an industry. If an industry is unable readiy to make such 
changes in its rate of production, the supply of the goods it produces ts 
inelastic. The supply of farm products was, prior to the -nauguration of 
the government crop control program, and ignoring the efects of changes 
in weather conditions, relatively inelastic. 

The elasticity in the supply of a kind of merchandise which any group 
may be purchasing affects only the shifting backward of taxes levied upon 
that group. If a new property tax is levied upon a merchant whose business 
is very competitive, he may first try to shift the tax forward. If he is 
unable to do that, he will try to shift it backward. If the rate at which 
he can procure goods is relatively inelastic, 7.e., if those from whom he 
buys his wares are unable, when he insists that they lower their prices 
because of the tax, to reduce the rate at which they place their goods 
upon the market and thus enforce the continuation of thet prices, the tax 
will be shifted to them. If the rate at which they put their merchandise 
upon the market is elastic, they can escape a property tax levied upon those 
to whom they sell. The possibility of shifting backward a tax levied upon 
any group is in inverse proportion to the elasticity in the supply of the 
goods which that group is purchasing. Sometimes taxes levied upon manu- 
facturers or others who employ labor can be shifted to =heir employees 
by reducing the wages they pay. 

Generally speaking, an industrial or commercial estatlishment whose 
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volume of business is comparatively large is more profitable than one 
whose volume of business is small. This is due to proportionately less 
overhead expense in a large as compared with a small establishment. Hence, 
if a new property tax is levied in accordance with a progressive schedule 
of rates upon the gross income of each of the concerns engaged in a 
business in which prices are determined by the marginal establishments, 
the tax cannot easily be shifted to the customers, unless it absorbs all of the 
net profit. This kind of tax is, in this respect, similar to one levied upon 
net income. A tax upon the net income of, for example, a steel manufacturer, 
cannot be shifted because he must compete with the steel manufacturers 
who have no net income in excess of the amount exempted and who there- 
fore are not subject to the income tax. 


The foregoing, although an incomplete statement of the laws of tax 
shifting, will do zs a means of disproving the claim that the burden of 
all of the taxes not levied directly upon the consumer is shifted to him. 
Taxes which are levied upon goods which are never involved in economic 
transactions of some kind cannot be shifted at all. Neither can a property 
tax levied upon a monopolist be shifted to anyone. Again, if a property 
tax is levied upon merchants who handle a type of merchandise the con- 
sumer demand for whick is elastic, it will be shifted backwards if it will 
be shifted at all, assuming that none of these merchants are forced out of 
business. Most luxuries are merchandise of this type. Additional taxes 
which usually cannot be shifted at all are the property taxes imposed in 
accordance with a progressive schedule of rates upon all who are engaged 
in a business in which prices are determined by the marginal establishments, 
and the levies upon net income. Among the taxes which are not imposed 
directly upon the consumer but which are shifted to him are the property 
levies upon merchants who are subject to keen competition but who sell 
goods for which the consumer demand is relatively constant. 

However, nearly all acthorities have so far believed that the burden of 
whatever taxes really are shifted to the consumer by those whom he 
patronizes, and of the taxes which are levied directly upon the consumer, 
is borne by him. Professor Merlin H. Hunter says: 

Suppose an individual buvs a suit of clothes for his own consumption, for which 
he pays $50. There is a 10 per cent tax on the excess paid over $25, or a tax of 
$2.50. Since he does not pass the clothes on to someone else, and thereby provide 
the possibility of raising the price to $52.50, in order to recoup himself, he must 
bear the burden. . . . The consumer. . . cannot shift the tax further. The 


suit . . . no longer can enter into demand or supply as it did when in the hands 
of the retailer, wholesaler or manufacturer.? 


It is appropriate at this point to show the erroneousness of the theory 
that if a tax is shifted to someone by means of some goods he purchased, 


3 Outlines of Public Finance, New York, 1926, p. 157. 
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he can pass it on only by selling precisely the same goocs. Such a person 
may use such goods in producing other ones which he selks in lieu thereof, 
and the tax passed to him could probably be shifted forward just as readily 
by means of the sale of the goods he produced as it coulc have been if he 
had sold intact those he purchased. 

Professor Carl C. Plehn says: 

Taxes levied on goods produced under competition and at an increasing cost 
per unit of output, the demand for which is inelastic, are very rare... . When 
such taxes are levied they are inevitably shifted z toto to the consumer. A tax 
on milk is scarcely a political possibility. Yet the recent regulations requiring 
pasteurizing and other sanitary measures impose in effect a tax on milk. The 
entire cost of these is shifted, as any tax would be, entirely to the consumer, for 
any part borne by the producers means at once bankruptcy of the marginal pro- 
ducers and lowered supply followed by higher prices.‘ 


Professor Plehn, of course, implies here that the consumer cannot shift 
farther the burden of the taxes passed to him, but bears it. 

In discussing the sales tax, Professor Harley L. Lutz says: 

The general practice is to require the seller to include the tax as a separate, 
distinctly additional amount to he collected from the purchazer at the time of 
sale. The dealer pays the taxes to the government, but he ccllects directly and 
openly from the consumer and it is generally supposed that the burden of this 
tax falls on the latter. 

This assumption is probably correct on the whole. Sales tax .aws are uniformly 
strict in requiring direct and open collection, which prevents some merchants 
from seeking advantage through open absorption of the tax.’ 


Professor Lutz here suggests the fallacy in the claim that the burden 
of all sales taxes is in its entirety shifted to and borne by the consumer. 
The tax on gasoline, for example, is sometimes not indicted as a separate 
charge to retail gasoline purchasers, and at least to this extent may be 
borne by the retailers. Everyone is familiar with the gaso.ine price “wars” 
which have occurred in practically all communities. However, Lutz does 
claim here that the part of the burden of the sales taxes which really is 
passed to the consumers is borne by them and cannot be shifted farther. 

Professor Lutz believes that taxes levied upon personal property used 
by its owner for strictly personal purposes also are consumer-borne levies. 
His views pertaining to the incidence of taxes levied upon personal property 
are contained in the following quotation: 

There are many forms of such property, which range all the way from the 
personal and household possessions of the taxpayer to the machinery, merchan- 
dise and livestock used in business or farming. The problem of incidence turns 
largely on the question whether this wealth is used for persoral purposes, only, 
or whether it is used as capital in further production. Taxes on erticles of personal 
use obviously are not shifted, since there is no price transaction subsequent to 
the imposition of the tax that would enable the taxpayer tc shift the tax. In 


t Introduction to Public Finance, New York, 1926, p. 324. 
5 Public Finance, New York, 1936, pp. 403 and 404. 
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this class belong clothing, furniture, books, pictures, jewelry—the whole varied 
mass of personal property which is often so indifferently assessed for taxation.* 


However, Lutz says the following about taxes levied upon real estate: 


A building is a form of durable capital investment, and the taxes on this invest- 
ment tend to be borne by the occupier or user of the structure. If the owner is 
also the occupier, there is clearly no alternative but for him to bear the tax unless 
he is engaged in some business that will afford him opportunity for shifting.’ 


In the first place, only those taxes which are levied upon real estate and 
which are not shifted by capitalization to whoever sold it the last time, 
can be borne by its present owner or passed on by him by means of an 
occupation in which he may be engaged. In the second place, if property 
taxes levied upon the owner of some real estate which he uses for strictly 
personal purposes can be shifted by means of a business in which he may 
be engaged, taxes levied upon personal property used by its owner for 
similar purposes can also be thus shifted. | 

Professor E. R. A. Seligman’s conviction that the burden of the taxes 
which are shifted to the consumers is borne by them is expressed in the 
following quotation: 


.. . if the commodity subject to the tax has reached its final owner, to be con- 
sumed by him—no matter how protracted the period of consumption—there is 
no opportunity for setting in motion the forces that affect price. Once the tax 
has been shifted to the consumer, it will remain there.® 


Professor Jens P. Jensen says: 


The stage at which the tax is imposed affects the shifting, but does not materially 
alter the incidence. If the tax is imposed upon the final consumers, it is likely, 
though not certain, to stay there in full. But it would probably have settled 
there anyway, even though the tax had been imposed at an earlier stage, on the 
article in the form of raw material or of an intermediate good. The general 
retail sales taxes recently enacted in a large number of countries and states may, 
with practical indifference in regard to incidence, be placed on the retailer who 
will probably shift them to the consumer, or be placed upon the purchasers with 
the retailer acting as collector. Collecting the tax from the consumer does not, 
however, guarantee that he will bear it; for he may be able to shift backward 
that part of the tax which, had it been imposed at an earlier stage, could not 
have been shifted forward to him.® 


Thus the only kind of tax shifting which Professor Jensen admits that 
consumers can do is backward shifting. He infers in this statement that 
the consumer cannot pass forward either a tax which was levied directly 
upon him or one which was shifted forward to him. 

Professor Lutz believes the personal income tax to be one which the 


Ibid., p. 399. 

Ibid., p. 396. 

8 The Shifting and Incidence of Taxation, New York, 1927, p. 252. Professor Seligman 
reiterates this view on pp. 229, 230, 231, 238, and 239. 

° Government Finance, New York, 1937, p. 194. 
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consumer can shift forward. In discussing heavy personal income taxes, 
Lutz says: 

Above the subsistence standard is the conventional standard of living, and all 
classes tend to resist strenuously severe encroachments on even this level of income. 
If the income tax cuts too deeply into the return considered necessary to maintain 
the accustomed or conventional stendard, the individual will be prompted to 
shift it by seeking an advance in salary, wages, commissions or other compen- 
sation.?° 


The net income tax can be shifted only if it is levied upon the basis 
of a proportional rate or a regressive schedule of rates and if none of 
the taxpayers’ real net income is exempt. This is not the way net income 
taxes are being levied. However, Lutz here admits the principle of the 
forward shifting of taxes to the consumer. 

In the above quoted passage from Professor Seligman’s writings, he 
definitely expresses the conviction that the taxes which are passed to the 
consumers cannot be shifted farther, but at another place he says: 


... itis perhaps . . . legitimate to regard the house rent of a laborer as one of the 
necessary elements in expenditure which go to maintain his efficiency, and which 
should hence more properly be considered as an item on the side of production, 
rather than of consumption. Viewed in this light, a tax on house rent would be 
equivalent to a tax on wages or on the necessaries of life. In its broadest aspects 
such a tax . . . may be considered as susceptible of being shifted onward, and 
generally diffused. It is well established, for instance, that wages are higher in 
New York City than in a small community, largely because of the higher stand- 
atd of life, or the increased scale of expenditures in the larger city, the most im- 
portant part of the difference being due to the factor of house rents.11 


However, this is all that Seligman has about this in a book of 396 pages 
dealing exclusively with the shifting and incidence of taxation. 

Although these writers did not give their definitions of the term “‘con- 
sumer,” they undoubtedly believe that every person is a consumer at least 
to the extent of the goods and services which he or she uses for personal 
purposes, these goods and services, of course, including food, clothing, 
shelter, recreational facilities, etc. Most of the consumers who pay taxes 
of any type are currently performing some function or functions of produc- 
tion and thereby are currently earning the money which they need for 
personal purposes. Either they work and receive wages or salaries or they 
have wealth which was put into some income-producing form and which 
yields rent or interest on profits, or they perform more than one function 
and receive income of more than one type. Also, millions of people, e.g., 
many laborers, spend for these purposes all of their income as it is earned: 

Hence, most tax-paying consumers are largely under the same type of 
economic circumstances es a manufacturing or commercial business. Each 


" Op. cit, supra, n. 5, p. 401. 
4 Op. cit, supra, n. 8, p. 298. 
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of them is forced to deal with the problem of currently earning the funds 
which he or she spends for needed goods and services. And these goods and 
services are needed in tke process of earning additional funds which are to 
be spent for these purposes in the future. A laborer must have food, shelter, 
clothing, etc., to be able to work. He uses these necessities to a great extent 
for the same purposes for which a manufacturing business uses coal and 
other raw materials, że., as a source of heat, energy and equipment in 
producing something which is to be sold. Even recreation increases a 
laborer’s efficiency. Witness the recreational facilities with which many 
employers have supplied their employees. 

These circumstances also make the consumers who pay taxes’ similar 
to commercial or manufacturing businesses in respect to tax shifting. They 
are producing and selling something and for this are receiving an income by 
means of which they may be able to pass forward taxes which were shifted 
forward to them when they bought some goods or services needed in pro- 
duction, and taxes whic were levied directly upon them. And by means 
of goods or services purchased, they may be able to shift some taxes back- 
ward. The general laws of tax shifting are fully in operation at this point. 
Special or supplementar” means of tax shifting which organized labor can 
use are collective barga-ning and strikes or threats to strike; and it un- 
doubtedly, has, in the past, many times passed taxes to its employers on a 
large scale. Laborers have sometimes been actuated by increases in the cost 
of living to demand hizher wages. Whenever laborers receive raises in 
wages because their cost of living has increased, they quite certainly shift 
some taxes to their employers, because certain taxes are included in the cost 
of living and increases in living costs are usually due partly to higher taxes. 
Again, if personal taxes are shifted to or levied directly upon someone who, 
as an individual, rents land or real estate to others, he may be able to shift 
these taxes to his tenan-s. It may be more difficult for a wage or salary- 
earning consumer to shift taxes than for a commercial or manufacturing 
business, but it is useless to claim or imply that no tax shifting has or can 
be done by the salary or wage-earners. 

There are many consumers who do not earn the money which they need 
for personal purposes. This group includes, among others, nearly all chil- 
dren and most hcusewives. It is only to these people that the term “final 
consumers” really can be applied. Consumers of this type obviously cannot 
shift forward taxes passed to or levied directly upon them because they do 
not sell anything of any kind, though they may be able to shift them 
backward. 

CARL F. WEHRWEIN 

University of Wisconsin 

@ As far as taxes upon goods and services are concerned, this means, of course, only 


the taxes levied upon those goods and services which the consumers use for personal 
purposes. However, personal taxes not levied upon goods or services are included. 


COMMUNICATIONS 


Dr. Currie and the Measurement of Deposits: A Reply 


In the course of his discussion of my Behavior of Money, which appeared 
in the issue of this Review for December, 1936, Dr. Lauchlin Currie criticized 
my method of estimating the national totals of circulating and time deposits. 
Dr. Currie has very kindly furnished me with further details cf the procedure 
on which his criticism was based, but he was unable to do so until recently. 
Despite the delay which has therefore now elapsed since the appearance of his 
review, the questions involved are so important to the prope understanding 
and use of American bank deposit data for the period in questicn that I think a 
reply is essential. 

Dr. Currie bases his objection to my method on two grounds. One, to which 
he apparently attaches less importance, is the fact that the figures I obtained 
differ substantially in some years from those presented in his wn Supply and 
Control of Money in the United States. I recognized these differences in my own 
book, however, attempted to account for them, and agreed taat with respect 
to the estimates of float his method was probably superior. I also gave reasons 
for thinking that in other respects my method was the better esee my book, p. 
177). In his review Dr. Currie does not deal directly with m~ conclusions on 
the problems of method at all, and indeed does not mention my discussion of 
these problems. 

His second and principal ground for criticism is the nature >f the results he 
obtains from a rather curious computation. He subtracts depssits as reported 
by federal reserve member banks and by savings banks, in the period 1921-1929, 
from my estimates of deposits for the country as a whole (these estimates being 
based on adjustments of the data of the Comptroller of the Turrency, as ex- 
plained in my book) ; tabulates the year-to-year changes in the resulting residuals, 
which he calls “deposits in non-member commercial banks”; aad then observes 
that these residuals show “erratic... and. . . uncharacteristic movements.” This 
behavior of the residuals raises in his mind “serious doubts . . . as to the validity 
of the method” which I followed. 

It is clear, however, that this computation and the conclusions Dr. Currie draws 
from it are significant only if both of two conditions were met curing the period 
in question (1921-1929)—-namely, only if member banks, savings banks and 
other non-member banks all compiled their deposit figures arcurately and on 
substantially similar bases; and only if the relative importance of the deposits 
of the several classes of banks in the national totals did not caange rapidly or 
widely. If the first requirement was not met, Dr. Currie’s resxduals necessarily 
reflect in unknown degree the cumulated effects of differences in the methods 
of collecting and computing the original data, and of errors and omissions. If the 
second requirement was not met, they also reflect the effects cf mere shifts in 
the relative importance of the deposits of non-member commercal banks.? 

With respect to the second requirement, it is generally recogn-zed that marked 
shifts in the relative importance of non-member commercial kanks have taken 


1I am indebted to my former assistant, Mr, P. Bernard Nortman, for aid in the prepara- 
tion of this note. 

2? For the period since 1929, the Federal Reserve Board is now maxing an exhaustive 
recomputation which, for this later period, will give deposit data for the country as a whole 
that are free from all or most of the difficulties discussed in the present rote. 
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ees from time to time, though an accurate measurement of these shifts cannot 
e made from the data now available. But any such shift would produce apparent- 
ly “erratic” changes in Dr. Curtie’s residuals, while having in itself no slightest 
bearing on the validity of my estimates of deposits for the country as a whole. 

Even had the second requirement been met, however, the first requirement 
definitely was zot met. This latter proposition hardly needs proof. It is familiar 
knowledge that the deposit data published by the Comptroller for the years in 
question were collected on bases which were at times markedly different from 
the bases used by the Federal Reserve Board (except with respect to national 
banks). Differences have existed at almost every point—not only in the stability 
of the group of banks covered, but also in the methods of circularizing the sev- 
eral classes of banks, in the questions asked on the forms, in the methods of 
collecting the original data, and even in the treatment of the data when collected. 
For example, before 1929 the Federal Reserve Board circularized the state mem- 
ber banks with a form wkich differed somewhat from the national bank form; 
and in combining the state member bank replies with the national bank replies, 
the Board had to modify the Comptroller's categories for national banks to fit 
its own form. Meanwhile the Comptroller collected data for state banks, whether 
members or not, on a somewhat different form. These mere differences in cate- 
gories made the two result:ng sets of figures, as reported by the Comptroller and 
the Federal Reserve Board respectively, not strictly comparable. Again, from 
time to time one system would exclude certain banks from its deposit totals be- 
cause these banks were judged not liquid, while the other system would continue 
to include them. Again, one system placed certain items under demand deposits, 
the other under “cther liabilities.’ Thus note the dissimilar treatment of de- 
posits both by and in foreizn banks. Again, in 1917-1930 the Comptroller shows 
smaller totals of United States government deposits in all banks than the totals 
shown by the Federal Reserve Board for such deposits in member banks alone. 
Various other examples of differences in the methods of collecting and handling 
the data could also be cited. Finally, with respect to both sets of reports it is 
known that the original figures turned in by the banks themselves have at times 
contained errors of not insubstantial size. 

Yet Dr. Currie bases his criticism of my deposit estimates chiefly on residuals 
he obtains by subtracting Federal Reserve Board plus savings-banks figures from 
my estimates, which were based on the materially larger sample of the universe 
provided by the Comptroller’s figures. This subtraction seems to me difficult to 
justify. While Dr. Currie’s residuals, of course, do reflect in part the movements 
of non-member commercial bank deposits, they also necessarily reflect in some 
unknown degree the shifts in relative importance of different classes of banks, 
the errors and omissions, and the mere differences in the bases of classification, 
which inevitably appear when the results obtained by different and mutually in- 
consistent systems of reporting deposits are compared. It therefore follows, I 
think, that the movements of these residuals do not depict the changes of any 
real thing in the economic world, because they are influenced to an extent which 
cannot be ascertained from the data now available, but which is surely sub- 
stantial, by the essentially spurious and variable factors just referred to. It then 
follows further that the residuals have no definite positive or negative significance 
in themselves, and that they cannot support Dr. Currie’s conclusion with respect 
to the validity of my estimates. 

On the contrary, it is possible to interpret the “erratic” and “uncharacteristic” 
behavior of these residuals as itself being in considerable degree merely an evi- 
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dence of the differences in the bases on which the two underlying sets of deposit 
figures were collected and compiled. Moreover, the residuals are much the smaller 
part of the universe; they formed less than 20 per cent of the estimated total 
of circulating deposits even in the years for which they showed the widest 
fluctuations. In consequence, relatively small but opposite errors in the Comptrol- 
ler’s and the Reserve Board figures would produce relatively large effects upon 
the residuals obtained by subtracting one set of figures from the other, or from 
estimates based on them. 

Finally, it should be emphasized that Dr. Currie’s criticism is not based on 
any explicit appraisal of the methods by which my deposit estimates were con- 
structed, or of the general reasonableness of the behavior of the estimates relative 
to the behavior of other economic data, or of the validity of the estimates in 
terms of the relatively limited purposes for which I used them (see p. 572. of 
my book). His criticism rests only on an inference derived from what seems 
to me to be an invalid comparison between two different sets of deposit figures 
constructed on two different bases. I therefore think it leaves my methods and 
conclusions unimpaired. 

James W. ANGELL 

Columbia University 


Mr. Lounsbury on Money 


In the December, 1937, issue of this Review, Professor R. H. Lounsbury pre- 
sents objections to current ideas of what constitutes money, preferring instead to 
regard the term as identical with the abstract unit of account. Encountering some- 
time a highwayman who aims a brace of pistols with the rough command, “Your 
money or your life,” Professar Lounsbury would, if I understand his argument, 
remonstrate as follows. “My dear fellow, your manners are bad, but your use of 
terms is worse. I have recently shown that it is necessary ‘to define money as the 
unit of account’, and that ‘media of exchange can be called currency.’! Please 
observe that ‘the unit of account as defined above does not have value,’? to wit, 
‘the value of a specified quantity of some concrete thing.’t Putting two and two 
together we therefore deduce that money is the value of currency. Your uncouth 
utterance simply means ‘Hand over your units of account,’ or better ‘Give me the 
value of your currency.’ I will be obliged to learn how I can avoid your displeasure 
by doing precisely this, no more no less. On the other hand if I simply give you 
my currency, I will be delivering a mere medium of exchange; but correctly 
defined, ‘money does not serve as a medium of exchange,’? and so I would not be 
donating my money as you suggested. Go home and think this over before you 
brandish firearms at people again.” 

The definition of money which the highwayman needs in this situation, and 
which Professor Lounsbury searched for unavailingly in my book according to his 
confession, is embodied in the sentence he quoted three lines earlier in n. 1, p. 
756: “The definition of money as exchange media circulating at a par or nominal 
value has the advantage of embodying the two irreducible functions, and depart- 
ing but little from common usage.” The highwayman could then stress the fact 
that, in his employment of the word money, he had indeed referred rather point- 
edly to media of exchange, but not generically to all physical media such as cattle 


iR. H. Lounsbury, “What Is Money,” Am, Econ. Rev., vol. 27, p. 765. 
? Loc. cit. 
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(pecus), hogsheads of tobacco, wampum, and Chinese “cash”—all of which 
would have necessitated the use of a flashlight, scales, and other inconvenient 
apparatus to determine quality, weight, or measure—but only to such media as are 
commonly accepted by tale, z.e., at their nominal value, or as the physical bearers 
of Professor Lounsbury’s unit of account. 

In his particular profession, the highwayman would add, one needed to be 
careful. People were always trying this trick of paying nothing but abstract units 
of account, which like Professor Lounsbury’s credit “has no existence independent 
of its calculation,’’* and was therefore subject to spells of evanescence immediately 
after the completion of what technical economists would designate drily as a ‘‘one- 
sided transfer,” but what he himself regarded as your money’s worth in skilled 
handicraft. To be sure of one’s honoraria, one should have in hand the physical 
media; for despite Professor Lounsbury’s contention that even the media of ex- 
change need not be physical,* had not the professor earlier in his argument himself 
maintained that the unit of account (7.e., money) is the value “of a specified quan- 
tity of some concrete thing” ? “In the United States at the present time,” he would 
have explained, “the unit of account called the dollar is the value of 15 5/21 
grains of gold 9/10 fine.’ 

Probably the determination of value proceeded rather more from quantity of 
money to gold than vice versa; but he would add, “I do not mean to hold you up 
—not for long anyway. If you pay me coins or notes of this realm, I will consider 
them money since they embody both the scarce physical media of exchange and 
the unit of account.§ If I were an academic economist, I should also willingly con- 
sider that Professor Lounsbury’s check has a sufficient physical substratum in the 
bookkeeping entries of a bank to regard his credit dollars as acceptable money; 
for it is indeed true that ‘the unit of account (że. money) may be established 
by fixing the quantity or the concrete thing whose value is the unit of account.’? 
But under the present circumstances, I feel compelled to ignore this bit of academic 
nicety and to decline a check.” 

And so we must leave the parties to this argument to their fates, reflecting that 
the highwayman’s pistols are more than abstractly charged, and that Professor 
Lounsbuty’s wallet is compromised by a sort of money which is more than abstract 
units of account. 

Howarp S. ELLIS 

University of Michigan 


Taxes as a Share in Distribution 


The present theories of distribution declare that there are four factors—labor, 
land, capital, and enterprise—receiving as rewards for their specific contributions, 
or remunerations for their cost—wages, rent, interest, and profts—respectively. 
If we are to retain or revamp this type of distributive theory perhaps we should 


Ibid., p. 767. 

* Loc. cit. š 

5 Ibid., p. 766. 

°F. M. Taylor, Chapters on Money (Ann Arbor, Mich., 1906) defines money, as Louns- 
bury contends, as the medium of exchange; but Taylor goes rather far toward incorporating 
the measure of value function or par circulation into his concept, cf. pp. 12, 16. My 
definition, quoted by Lounsbury, embraces both functions, not merely the physical medium, 
as he says. 

T Lounsbury, op. cif, pp. 765-766; italics are the highwayman’s. 
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give some thought to the idea that the theory may, in view o: the increasing 
governmental activity, now have become incomplete: are there not five rather 
than four, factors of distribution, the fifth being government receiving as its 
share taxes? 

The first economists of record to attempt to explain systematically the distribu- 
tive process were the Physiocrats who included government as a factor.t They 
maintained that the government was a partner in every enterprise and that without 
it, there would be no production at all. The share which the government received 
for its contribution to national wealth, the net product, consisted of taxes. Adam 
Smith, writing at the close of the Physiocratic epoch of economic theory, did not 
include the government as a productive factor and studied taxes only as a sort 
of appendage to economic theory in the fifth book of his Inquiry into the Nature 
and Causes of the Weaith of Nations. Ricardo significantly ent:tled his general 
treatise on economic theory The Principles of Political Economy and Taxaticn, 
relegating his remarks on the subject to the part of his book waich follows the 
distributive theory. Ricardo, in chapter 8, felt that the goverrment, far from 
contributing to the productivity of a nation, through its taxes, tended to retard 
it. He determined the form, character, and nature of the distributive system 
which was destined to dominate the theoretical expositions o7? economics for 
some time to come and which still retains the acceptance of many economists 
today. f . 

Neither Adam Smith nor Ricardo explained why, after the work of the Physio- 
crats, they did not see fit to include the government as an integral part of their 
distributive theory and we are left to determine the reasons as best we can. We 
do know that the Physiocrats, writing near the end of the Mercantile system, in 
spite of their insistence upon economic freedom as embodied in their concept 
of laissez-faire, reserved certain functions for a government, which if it did not 
do much, was to engage in activities which were essential to production. The 
demands for positive government regulation of economic life, voiced by the 
Mercantilists, were still ringing in their ears. In the France of their day, govern- 
mental interference was still a fact in economic life and laissez-faire but a pious 
hope. Thus the Physiocrats found on all sides the actual results, in terms of 
mercantile profits, of the activities of government. It was but natural, in such an 
environment, to regard the government as a factor in production and to assign to 
it, as its reward, taxes. 

By 1776, when Adam Smith wrote, economic liberty in Eagland was fast 
taking form, and by 1817, when Ricardo’s Principles was published, it was in 
many respects an accomplished fact. Adam Smith devoted eigh: chapters to the 
Mercantilists and concluded that government regulation, althouzh it might con- 
tribute to the profits of certain groups, did not add anything to the fundamental 
wealth of nztions and its activities could not be held to be truly pzoductive. Hence 
it was not to be counted as a factor of production and taxes were but the price 
which people were called upon to pay for the rudimentary activ.ties which states 
must perform in order to obtain a necessary modicum of order. David Ricardo, 
while admitting that certain activities of government were necessary, apparently 
felt that they retarded the process of production through the im>osition of taxes 
necessary to their sustenance. Both Smith and Ricardo, and especially the latter, 
writing in England after the decline of Mercantilism, found themselves in a state 


* Cf. Georges Weulersse, Le Mouvement Phystocratique en France de 1756 à 1770, 
Paris, Felix Alcan, 1910, vol. ii, pp. 44-48. 
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which was interfering less and less and growing wealthier as its regulation de- 
clined. It was but natural then, for them to regard the activities of the state as 
largely unproductive and taxes to lie without the pale of a theory of distribution. 
Since their work, but few authors, to the writer’s knowledge, have seen fit to 
explain the rôle of government in distribution.? 

And the reason again, although seldom given, is not hard to seek. Since 
Ricardo, laissez-faire has made progress and his classical followers have generally 
been warm pattisans of this doctrine. Where governments do but little, and 
where this little is apparently devoid of great economic significance, we can hardly 
call economists to task for a failure to recognize that which they do not observe. 
But times are changing and economics must change with them. Governments are 
playing a larger economic rôle, and in many countries this progress has been so 
great in recent years that we can no longer close our eyes to it. It is quite possible 
now that the time is ripe for the restoration of government to the place which 
the Physiocrats had given it as a factor of production with taxes as its legitimate 
share of the joint product. 

If this be done then the public will no longer be able to regard taxation as 
an imposition or as a burden retarding economic advancement. It will make for 
a better appreciation of the part which government plays in the economic sys- 
tem and a more intelligent attitude toward taxes. Its rôle as an agent of pro- 
duction and its share in the joint product, taxes, require analysis. The need for 
this was never greater than it is at present. 


Max J. WASSERMAN 
Washington, D.C. 


suggested Changes in the Economics Curriculum: 
A Comment 


The December issue of the Review contained a communication from Professor 
George Hunsberger of the University of Arkansas, which, itself, was provoked 
by a previous suggestion made in the September issue of the Review by Professor 
Richard Bohan of the University of Detroit. Briefly, Mr. Bohan proposed the 
substitution of a course in the history of economic thought in place of a freshman 
course in the economic history of the United States, believing that by so doing 
two things would be accomplished: first, the elimination of a dry, elementary 
course; second, the giving to the student of “‘a background of associations with 


which to relate his study of economic principles and their application to present- 
day problems.” 


* Francis A. Walker and W. Stanley Jevons inclined to the view that government con- 
stituted a factor of production and taxes a legitimate share in distribution. Francis A. 
Walker, in his Political Economy (Henry Holt, 1888), 3rd ed. p. 272, stated, “There has 
long been a difference of opinion among economists whether taxation should be a title 
in distribution or in consumption. Senior held to the latter treatment; Jevons favored the 
former.” Walker developed the idea that government was a producer creating goods “which 
minister directly to the creation of values, vastly increasing the amount of the product 
over what it would have been without the intervention of the agency.” On page 273 
Walker stated that the problem of the incidence of taxation was a problem of distribution. 
The position of W. Stanley Jevons is not as definite although in his Political Economy 
(American Book Co., no date} pp. 48-52, he takes the view that taxes may properly be 
included as a share in distribution. 
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Professor Hunsberger proposed to substitute a survey course of the social sci- 
ences in place of economic history and then to codrdinate the development of 
economic thought with the study of the principles of economics. ‘The idea of a sut- 
vey course in the social sciences for the freshman year is probably a very good sug- 
gestion as it tends to acquaint the student with the fact that the institutions of 
modern society are interdependent in their cause and effect relations and that a 
study of one branch of the social sciences can hardly be undertaken without some 
knowledge of the other fields of learning. Factual data and material drawn from 
other social sciences are accepted as such and used only as a basis of understanding 
social and economic phenomena as they are presented for analysis. 

It has been the experience of the writer that few sophomores are equipped to 
delve into the mysteries of the evolution of economic principles. 1n an explanation 
of an existing economic system it is doubtful if a developmental approach is 
desirable. There are a great many persons who are interested in an explanation 
of existing economic phenomena who are not interested in anc will profit little 
by a study of the development of the explanation of these same economic phe- 
nomena. The average sophomore does not have the sense of proportion or the 
power of discrimination that comes with greater familiarity with the subject matter 
of economics. For these reasons it is better for the instructor of a course in prin- 
ciples to offer one explanation of each Pana at the same time suggesting 
that there may be other theories in good repute and even present.ng an alternative 
to meet the needs of the students. Without knowing something about one theory 
it is difficult to select a better one. By the time a student reaches his senior year he 
has made a study of many specialized fields of economic endeavor and is ready to 
evaluate some of the material presented and to discriminate between theories. 

Another objection to having a study of the development of economic doctrine 
accompany the principles course is that in many of the larger institutions graduate 
students and teachers with little or no experience are assigned te teach principles. 
Not many of these men are adequately equipped to handle the fundamental course 
in economics as it is; and to burden them with the added responsizility of develop- 
ing the history of an economic doctrine is preposterous. My plea is for more 
experienced teachers in the most important course in the econcmics curriculum. 
If this suggestion is followed, many of the problems and difficulties that appear 
to be those of curriculum adjustment will be solved. 

FRANX W. TUTTLE 

University of Florida 


Comment on Double Liability for Bank Stock 


I should like to offer the suggestion that some of the harshness could have been 
tempered from the concluding statements of Mr. Marquis and Mr. Smith in their 
excellent article in the September Review on “Double Liability for Bank Stocks” 
by consideration of historical, institutional or evolutionary aspects. The plea for 
such consideration in the interpretation of acts or facts of past generations is not 
new, of course, but is therefore possibly all the more acceptable. 

Is it not possible that at the time of legislation favoring multisle liability, rela- 
tions of investors, depositors, noteholders and managements of banks were such 
that this very regulation was needed ? Better bank examinations, control of stock 
issues, deposit insurance,.and replacement of individual bank note issues by 
the national bank note system and later by the federal reserve note system created 
conditions making possible the dropping of double liability provisions since 1930 
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re are not necessarily “presumptive proof that this principle has not been satis 
actory.” 

The theory of a federal government, in contrast to our present move toward 
national government, did not allow, in 1820-1860, the imagining or establishment 
of the present regulatory devices. The body of administrative law was not then 
developed, so that this supplement to the judiciary as a means of social control 
was largely lacking. Other factors were equally important, preventing or dis- 
couraging the adoption of plans for deposit security favored by Mr. Marquis 
and Mr. Smith. For instance, possibility of manipulation of accounts destroys 
the usefulness of “providing surplus equal to the par of stock or of bond reserves 
equal to capital stocks” as protection to depositors unless these methods are ac- 
companied by rigid examinations and high professional morale. 

The test of the merit of the multiple liability requisites may be in the disasters 
which were avoided, rather than in the amounts collected where disaster occurred. 
Certainly the early steps in regulations should not be condemned because of 
progress in regulatory theory and practice. 

ERNEST J. ENGQUIST, JR. 

Arlington, Virginia 


It was not the intention of the authors of the article on double liability to 
condemn absolutely the legal provisions requiring added liability for bank stock- 
holders. The fact that between 1865 and 1934 there was collected from stock- 
holders of closed national banks a sum in excess of forty million dollars is ample 
proof that noteholders and depositors were afforded some protection. 

The comments of Mr. Engquist state expressly what may be found by implica- 
tion in the article: that institutional changes, progress in banking theory and 
practice, and legal-political philosophy have made possible and necessary other 
forms of depositor protection to replace one which was never entirely satisfac-- 
tory. Not only have other protective devices been evolved which seem better 
suited to our times and circumstances, but new factors have contributed to the 
ineffectiveness of the double liability provisions, such as the development of the 
holding company for bank stocks and court decisions requiring that complete 
losses be ascertained before assessments are levied. The authors do not consider 
Mr. Engquist’s approach inconsistent with that of the article, but rather an ex- 
press statement of the institutional factors and changes leading to our conclusions. 

RALPH W. MARQUIS 
FRANK P. SMITH 
University of Rochester 


REVIEWS AND NEW BOOKS 


General Works, Theory and Its History 


Prosperity and Depression. By GOTTFRIED VON HABEELER. (Geneva: 
League of Nations. New York: Columbia University >ress. 1937. Pp. 
xv, 363. $2.00.) 


This new work by Professor Haberler is the theoretical portion of a 
larger investigation being conducted under the auspices oZ the League of 
Nattons; the next part is to be “the application, as far as possible, of quan- 
titative tests to the various causal hypotheses.” The present volume under- 
takes two tasks: a survey and logical testing of the leading theories of the 
business cycle, and a synthesis of the valid elements in these explanations. 
(The last chapter, ‘International aspects of business cycl2s,” though de- 
signed to supplement the earljer synthesis, could perfectly well stand by 
itself, containing as it does much that is of interest primarily to the stu- 
dent of international trade.) 

Professor Haberler’s examination of existing theories carries out with 
great skill a painstaking and exhaustive analysis of a Luge volume of 
literature. As might be expected, over-investment theories—both “mone- 
tary” and “non-monetary’”—receive the fullest attention, being accorded 
approximately half of the total space devoted to this survey. The discus- 
sion, judicious and sympathetic throughout, is in general admirably clear. 
The account of the Hayek capital-shortage theory, however, might have 
béen improved had greater stress been laid on Hayek’s distinction between 
“specific” and “non-specific” producers’ goods. 

With respect to the synthetic portion of the book, two general features 
are to be noted. First, Professor Haberler takes as his po.nt of departure 
the common-sense conviction that the real differences between rival theories 
have been exaggerated. He therefore proceeds, in his task of unification 
and construction, to stress points of general agreement among divergent 
views. Second, the completed structure provides an exce_lent account of 
the processes involved in the cycle, as well as a balanced judgment as to 
their relative importance and interrelations as causes of irdustrial fluctua- 
tions. We get as a result an explanation of the business cycle which is in 
my opinion the most complete and coherent yet available. It is, of course, 
as its author modestly admits, “not a closed and rigid system, but a flexible 
and open one; there are many points where no definite solution can be 
proposed, but where the existence of a number of possibilities’ may be 
indicated. 

Consider now some of the leading elements of Professor Haberler’s 
synthesis, in particular his explanation of the upswing of tke business cycle. 
The process of expansion may be set in motion by any force leading to an 
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increase in the total money demand for goods, such as a revival of invest- 
ment following upon the post-depression return of confidence. Elasticity 
in the supply of the productive agents and in the supply of money receives 
emphasis as a necessary condition for a general increase in output and em- 
ployment. Inflationary sources (new bank credits and dishoarding) pro- 
vide the funds, idle men and equipment the real resources for inaugurat- 
ing a rising level of economic activity. Once begun, expansion is carried 
forward by a reciprocal stimulation of investment and consumption which 
is cumulative in nature. For some time the process of expansion gathers 
momentum, owing chiefly to the operation of the principle of acceleration, 
which, duly qualified, occupies an important (possibly an excessively im- 
portant) place in the analysis. 

Professor Haberler accounts for a divergence between investment and 
saving during the upswing in terms of a distinction between continuously 
earned but only periodically available income. Today’s investment comes 
partly from savings out of today’s available income and partly from infla- 
tion; yet all of today’s investment enters today’s earned income. While 
useful “in the description of the process of change in investment and in 
total demand, through time,” this distinction seems to imply that monetary“ 
disturbance is ca#sed by the imperfect synchronization of the earning and 
of the payment of incomes. Against such a criticism (raised by Mr. R. F. 
Kahn in the Economic Journal, December, 1937) Professor Haberler is 
protected by the fact that he nowhere states any such conclusion, and by 
the fact that he amply demonstrates how a monetary disturbance (7.e., ex- 
pansion) can get under way in his discussion of the cumulative nature of 
the process of expansion. Here is another example, if any were needed, 
of the numerous pitfalls surrounding the concepts of investment and 
saving. 

Reverting now to the explanation of the business cycle given by Professor 
Haberler, we find that the momentum of the upswing slackens off, owing to 
growing inelasticity in the supply of the productive agents and in the supply 
of money. The economic system is rendered more sensitive to any defla- 
tionary shock, the appearance of which becomes prima facie increasingly 
probable if not inevitable. 

Although Professor Haberler indicates that the supply of the productive 
agents and the supply of money may, at the peak of a boom, be very elastic 
in the face of a decrease in demand yet very inelastic when confronted 
with an increase, it is not altogether clear whether or not he regards their 
elasticity in a downward direction as of crucial importance. The argument 
(pp. 255-259) runs in terms of the deflationary effect on other industries 
of a rise of costs engendered by an increased demand for the productive 
agents and for investible funds in a given industry. This deflationary effect, 
contingent upon inelasticity of supply in an upward direction, must be ad- 
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mitted; but the elasticity of supply in a downward direction (.e., short- 
period rigidity of wages and interest rates) would appear to be equally 
important, by preventing prompt adjustment, in permitting deflation to 
get under way. 

The source of an almost inevitable impulse toward contraction Professor 
Haberler finds in the maladjustments created during the upswing by the 
operation of the principle of acceleration. Because of the large reserve of 
idle factors of production with which expansion begins, it “can proceed 
a long way smoothly,” and “the acceleration principle of derived demand 
has time to work itself out. That is to say, a number of industries will be 
developed to a level which they can maintain only if other industries (or 
the system as a whole) go on expanding at a given rate.” A check to con- 
tinued expansion arises from the shortage of credit and of the factors of 
production. A check to the consumers’ goods industries is all that is needed 
to start an actual decline in the dependent producers’ goods industries. A 
period of contraction begins, gathering momentum in a manner similar to 
the preceding period of expansion. Supplementing this source of maladjust- 
_ ment is another made familiar by Mr. Robertson: the exhaustion of invest- 
ment opportunities in certain important lines, owing to the concentration 
therein of investment activity. 

It is interesting to note that throughout his account, Professor Haberler 
gives a prominent though not an all-important place to the phenomenon 
of hoarding. The rate of interest is determined by the demand and supply 
of investible funds, a portion of which is provided by dishoarding. The 
desire for liquidity, although admittedly a function of the rate of interest, 
is by no means exclusively related to the latter. It is also a function of the 
price level, as is shown in Professor Haberler’s account of the satiation of 
the desire for liquidity as the value of hoards increases with falling prices. 

In conclusion, I may hazard the opinion that the systematic and clearly 
reasoned character of the book, together with its commendably low price, 
will result in its wide use as 2 text in college courses in business cycles. 

P. T. ELLSWORTH 

University of Cincinnati 


Principles of Economics. By FREDERIC B. GARVER and ALVIN H. HANSEN. 
Rev. ed. (Boston: Ginn. 1937. Pp. x, 686. $4.00.) 

Concerned more with theoretical principles than most American text- 
books in economics, “Garver and Hansen” has had a nine-years’ run with- 
out revision; but the present revision is well done, and will doubtless make 
new friends for the book. The general approach is the same as in the first 
edition: but much of the factual material has been brought down to date; 
the value theory has been worked over in some places; and most important 
of all, new developments in the theory of imperfect competition have been 
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included, although not worked into the general body of theory very thor- 
oughly. 

Some twenty years ago it was often said that the next great task of 
economists was to be the statistical demonstration of economic theory. Pro- 
fessor Edie’s Principles of Economics, published in 1926, was one of the 
notable early attempts to reconcile theory and statistics; and although this 
lead has not yet been followed very far, most of the recent texts represent 
a fairly liberal use of statistical material and technique. There has been on 
the other hand, a growing cult of abstract, mathematical, and hypothetical 
economics, in some instances little concerned with actuality; and some of 
the theoretical chapters of Garver and Hansen’s Principles of Economics 
seem to the reviewer to represent this approach. 

In the important chapter 5, on the “Combination of the agents of pro- 
duction,” for instance, there are hypothetical tables and graphs with curves 
for fixed, variable, total and marginal costs, to show how many units of 
variable agents the marginal and superior employers use. It is assumed: 
(1) that this “problem of proportionality of agents” is “a narrower and 
somewhat different application of the wider and more general law of di- 
minishing returns”; (2) that the plant and the entrepreneur are both fixed 
agents; (3) that the entrepreneur starts with a certain plant, with about 
one-fifth as much equipment and as many laborers as he should have, and 
adds units of these variable agents until he reaches the point of maximum 
profit, but does not add to his fixed plant; and (4) that the superior 
entrepreneur adds more units of variable factors than the marginal 
entrepreneur metely because his total unit cost is lower, and he can afford 
to add variable factors until his marginal cost rises to the price. 

The first assumption seems to the reviewer to be the reverse of the truth. 
Would it not be more nearly correct to say that the law of diminishing 
returns is “a narrower and somewhat different application of the wider and 
more general law” of proportionality of agents? Incidentally, the authors 
go back to Mill for a statement of the law of diminishing returns which 
omits all consideration of applications of capital, a statement which they 
have to ignore in their discussion; for they presently give the correct state- 
ment of the law, to include applications of capital, and apply the law quite 
incorrectly—it seems to the reviewer—to the internal organization of the 
plant. 

Regarding the second and third assumptions, the entrepreneur is the only 
fixed agent, in the sense that it cannot be increased; for the plant can be 
and finally is, increased along with the variable agents. Would it not be 
close to reality to assume that the size of the plant, the amount of machin- 
ery, and equipment, the number of Jaborers—all these are determined by 
the ability of the entrepreneur? The authors do indeed suggest that the 
entrepreneur may add to his plant; but the analysis tables and graphs do 
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not follow the suggestion, and in the discussion of marginal and superior 
entrepreneurs, the assumption seems to be that they have similar plants, 
and that the superior entrepreneur merely utilizes his more intensively. 
The analysis is ingenious, but it seems highly fanciful and unreal. 

The assumption that the superior entrepreneur adds mote variable units 
than the marginal entrepreneur—‘‘utilizes his fixed plant more intensively” 
-because his total unit cost is lower, and he can afford to add variable 
factors until his marginal cost rises to the market price, seems generally 
sound; but it is an astigmatic picture of the business of the superior 
entrepreneur. Since his costs are lower, he can presumably afford to use 
more variable agents, as Professors Garver and Hansen have it, but he can 
also afford more plant and more land, and usually gets them. There is in 
this analysis no hint that the superior entrepreneur adds more units of the 
variable factors because he makes profits, and therefore has the funds with 
which to expand, and because with greater profits and expanding business 
he can secure credit more easily. Apparently his superiority is assumed to 
lie entirely in his ability to keep costs low, which makes it zoo simple. The 
authors may be justified in presenting what is apparently intended as a 
rigorously simplified analysis rather than a complete and balanced discus- 
sion; but much of the analysis seems so divorced from reality as to be at 
least misleading. 

In this chapter, and throughout the book, on the other hand, there is far 
more original material than is found in most American texts, and some 
profound reasoning and analysis. The reviewer wishes to raise a question 
only as to the method of approach. If it should prove to be the most fruit- 
ful approach, this book will of course gain steadily in prestige. 

JOHN IsE 

University of Kansas 


Elements of Modern Economics. By ALBERT L. MEyeERs. (New York: 
Prentice-Hall. 1937. Pp. xi, 363. $4.00.) 


The task of writing an elementary text in the principles of economics 
is not what it used to be. Today the author has no great syathesis like that 
of a Mill or a Marshall to guide him but at his peril must plot his own 
course from a host of authorities whose writings cover parts of the field 
and who only too often are not in marked agreement. Uncismayed by this 
situation Professor Meyers has written a beginning text of cbout 350 pages 
on neo-classical economic theory in a noble effort to incorporate the sig- 
nificant contributions of Chamberlin, Robinson, Schumpeter, Robertson, 
Keynes, Robbins, Hicks, Hayek, Mises, and others. 

The result can hardly be accepted as a satisfactory syntnesis. Rather, it 
appears to be an arbitrary grafting of the new to the old. Homage is done 
not only to such old friends as “time preference” and “total utility” but 
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also to such upstarts as “liquidity preference” and “monopolistic competi- 
tion.” But the assimilation of the new concepts is far from complete. Thus 
monopolistic competition plays a major rôle in the chapters on price, but 
in those on distribution disappears almost completely from the scene. 

By far the best part of the book is that on demand and price (chapters 
4-10). The teacher who is anxious to include in the elementary course the 
recent developments in monopolistic competition may find here useful 
assignment material, for the treatment is concise, reasonably simple, and 
non-mathematicel. 

The last half of the book, which deals chiefly with distribution theory, 
but also contains chapters on such special topics as banking and business 
cycles, adds little to what is already available in a dozen other texts. Some 
of the chapters, such as those on “Valuation of income-producing prop- 
erty” and “Business cycles,” are so brief as to be of dubious value. Distri- 
bution theory is dealt with at greater length. The treatment is the common 
one with even more than the usual tendency to be unclear as to the pre- 
suppositions, particularly those having to do with the time period or kind 
of competition involved. 

The chapters on wages and unemployment well illustrate this difficulty. 
In the discussion of wages the elementary student is told that the absence 
of trade unions need lead no one to fear for the welfare of the laborer even 
if employers conspire to lower wages; for then, “a profitable opportunity 
would be presented for certain laborers to quit the ranks of labor and be- 
come employers, thus breaking the monopoly power of the conspiracy.” 
The person trained in economics will see readily enough that the author 
must be assuming ideal, long-run, atomistic, competitive conditions (which 
are nowhere adequately explained in the text). But the elementary student 
will surely conclude that a few discontented steel workers, for example, 
can actually remedy their position not by joining a union but by simply 
organizing their own plant for the manufacture of steel rails. 

Possibly some of the difficulty results from the apparent anxiety of the 
author to make a case against labor unions and artificially high wages. Thus 
the chapter on wages points out that limitation of membership in a 
trade union is a denial of opportunity to workers; but the chapter on 
interest does nct mention the fact that imperfect competition may deny 
‘freedom of investment to savers. Again in the discussion of cyclical un- 
employment the emphasis is all on the vicious effects of rigid wages; and 
nothing is said about other prices or costs which may be inflexible. It is 
ex parte writing of this kind which lends verisimilitude to the common 
reproach that neo-classical economic theory is a vehicle of justification and 
not of explanation. 

GEORGE R. TAYLOR 

Amherst College 
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Diminishing Returns and Planned Economy. By GEORGE M. PETERSON. 
(New York: Ronald. 1937. Pp. xii, 254. $3.00.) 


The chief merit of this stimulating volume is its detailed examination 
and illustration of the operation of the law of diminishing returns with 
two factors varying at the same time. In this the author has departed from 
the usual explanations of the law in terms of fixed and variable factors. 
Largely tor purposes of convenience he assumes a symmetrical curve repre- 
sentative of total output resulting from combinations of an infinitely small 
unit of the first factor with a large unit of the second factor through all 
the possible combinations until an infinitely small unit of the second factor 
is combined with a large unit of the first factor. 

Opinions will probably differ as to whether or not the cuthor’s claims 
for the superiority of this method of presentation are justified. No new 
relationships are discovered. Without question, it does ca] attention to 
certain features and relationships which are sometimes overlooked or er- 
roneously treated, On the other hand, this method of presertation appears 
to the reviewer to complicate unnecessarily the concepts required for the 
mastery of the principle. Actually, in order to determine the marginal out- 
put due to each of the factors, he has to resort to partial differential equa- 
tions which in effect hold one factor constant. 

Without question, the fixed and variable-factor approach approximates 
the problem faced by many business-men and in addition is a necessary 
condition for any marginal analysis. On the other hand, having all factors 
varying at the same time more nearly approximates the realities of the 
situation faced by those attempting to plan the economic activities of a 
nation. This latter method has the merit of focusing attention on the na- 
tional interest in obtaining the optimum proportioning of all the factors 
of production. 

Some readers may be concerned to find the author holding the view that 
the law of diminishing returns is the most important principle underlying 
economic relations. But they will be even more surprised when they find 
that he has arrived at this high evaluation as a result of mzking the phe- 
nomena of diminishing utility a special case of the law af diminishing 
returns. Just how the newer explanation of the demand schedule in terms 
of indifference curves can be fitted into this unusual scheme the reviewer 
is unable to see. 

After such a thorough analysis of the law itself and the curves drawn 
to represent various aspects and derivatives of it, the reader may be disap- 
pointed at the lack of integration between this section of the book and the 
later section dealing with a planned economy. Although this latter section 
is a stimulating, thought-provoking discussion of the problems involved, 
it does not appear to be a rigorous treatment of the subject matter either 
from the standpoint of the application of the law of diminishing returns 
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or from the standpoint of the economist’s place in a planned economy. 

Much time is spent in a chapter on “Diminishing returns and popula- 
tion” in discussing the optimum population and the physiological value 
of various interchangeable foods which appear to be at variance with their 
exchange value. In such discussions as this it might have helped to point 
out the specific contribution that the economist could be expected to make 
in the solution of such problems. 

In discussing planning the author, by the emphasis which he gives to 
recent legislation, infers, as is popular, that economic planning rather 
largely originated with the New Deal. Yet if one studies legislation on 
banking, taxation, inheritance, public-utility regulation, legislation charter- 
ing and regulating corporations, and the laws relating to immigration and 
the tariff, the disposal and use of our public lands, forests and mineral re- 
sources, one wonders if “economic planning” is not merely a new term 
for an intensified use oz an old form of legislative action. 

One will read with approval most of the suggestions for social economic 
planning in the United States as listed in Appendix A. 

WALTER W. WILCOX 

Iowa State College 


Introduction to Economic Analysis. By ARCHIBALD MACDONALD McIsaac 
and JAMES GERALD SMITH. (Boston: Little Brown. 1937. Pp. x, 444. 
$1.40.) 


An ancient philosopher once wrote that “of the making of many books 
there is no end,” which is apropos to the ever increasing number of books 
on elementary economics. Only a few of the many which appear can pos- 
sibly stand the test of actual classroom use over a long period of time. This 
book is the second of a series of six on economic and social institutions 
which combined may serve as a basis for an introductory course in econom- 
ics. Its reason for being is that it is something new under the sun. 

An examination of the purposes of the authors reveals that they hope 
to close the gap that exists between pure economic theory and real eco- 
nomic life. They emphasize the monopolistic elements in modern society 
and relate the entire price system to the theory of price adjustment under 
conditions of monopolistic competition. They consider the influence of 
monopolistic conditions in the determination of wages, rent, interest, and 
profits. One of their chief objectives is to make available to elementary 
students a systematic, concise and simplified treatment of some of the im- 
portant contributions to economic analysis that have been made in recent 
years by Edward Chamberlin, J. M. Keynes, Joan Robinson, and others. 

This volume is divided into 16 chapters which deal with the nature and 
purposes of economic analysis, production, consumption, and distribution, 
supply and price under competitive and monopolistic conditions, and con- 
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sumet’s and producer’s demand. The last six chapters (a mere 166 pages) 
treat wages and rent, capitalization, interest and investments, enterprise 
and profits, economic equilibrium, and the business cycle. The numerous 
“figures” and the accompanying “tables” help to visualize the theory pre- 
sented, although at times the student may wonder whether the “figures” 
are of major, and the theory they illustrate of minor, importance. Added 
to one-fourth of the chapters are “mathematical notes” which may clarify 
the presentation of the subject for “some students.” Although these notes 
may add a sense of exactness to the book, they do little more than fill space 
for the average student and could be relegated to appendices without de- 
stroying the usefulness of the volume. 

On the whole the volume, though a segment in a series, is an excellent 
treatment of economic analysis for elementary students. It is not a con- 
ventional text. It is guiltless of a bibliography, an omission for which the 
authors are to be congratulated. Few elementary students ever use a bib- 
liography except under compulsion; and the instructor who keeps informed 
on recent economic research does not need one. The book incorporates 
_ most of the new concepts found in the monographic literature. Duopoly, 

oligopoly, ologopsony, and monopsony are terms which have appeared 
from time to time since Karl Schlesinger used the term oligopoly in 1914; 
but only a very few of the most recent texts have made use of any of them. 
That they are more exact concepts than the description of theories in use 
and that they are accepted widely enough to be incorporated into elemen- 
tary texts may be questionable. However, time and usage may confirm the 
wisdom of the authors in this pioneering venture. 


Curtis HuGH Morrow 
Colby College 


L’Equilibre dans les Relations Economiques Internationales. By ALBERT 
AFTALION. (Paris: Domat-Montchrestien. 1937. Pp. 466. 60 fr.) 

Professor Aftalion is concerned with equilibrium in “la balance des 
comptes,” which he defines as the international balance of debts and cred- 
its arising from the exchange of merchandise and services during a given 
year, together with those arising from previous capital transactions payable 
during the year. He examines five theories. Starting with the simple barter 
theory inspired by J. B. Say and the theory of equilibrium through gold 
movement attributed to Ricardo, he deals with capital movements, exchange 
fluctuations and variations of the discount rate and considers their adequacy 
as explanations of the tendency to the reéstablishment of equilibrium in 
the international accounts. One by one he examines and rejects these theo- 
ries. Though under favorable conditions some of them may supply a partial 
explanation, none of them is adequate to explain all the observed tenden- 
cies. Some of the explanations are condemned along with the quantity 
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theory of money upon which they are based. But the chief weapon of attack 
is an appeal to the facts—the actual changes that have taken place in the 
accounts of various nations since the war. 

Doubt is cast not only upon these five theories as explanations of equi- 
librium, but also upon the certainty that a movement toward equilibrium 
will actually occur. That the forces operating upon international payments 
will tend toward equality depends upon a multitude of factors. Under 
certain conditions forces may be set in motion that counteract the equilibrat- 
ing mechanism or even paralyze it completely. All that can be stated with 
confidence is that a disequilibrium is sometimes capable of provoking 
reactions which tend to favor its removal. 

As a positive contribution to the solution of this problem, the author 
claims that where a tendency toward the reéstablishment of a balanced 
condition is brought about spontaneously it is the result of a “simple stimu- 
lant.” 


The stimulant results from the inequality between revenue or disposable in- 
come and production, an inequality which is generated by a disequilibrium of the 
balance. A deficit in the balance implies a diminution of revenue relatively to 
production which diminishes the absorptive capacity of the domestic market; 
this condition leads to an increase of exports and a decrease of imports, both 
of which contribute to the removal of the deficit. An excess in the balance of 
accounts, on the ocher hand, means revenue greater than value of goods pro- 
duced—a condition entailing large purchases of foreign merchandise and con- 
tributing to the disappearance of the excess. 


This statement is not offered as a substitute for the rejected theories of 
automatic equilibrium. The author insists that the facts do not justify as- 
surance that it will always operate effectively. Care is taken to indicate the 
obstacles which oppose the stimulant, the numerous psychological, political 
and economic factors which condition its appearance and efficacy. Changes 
in the structure of the population, business-cycle fluctuations, government 
regulations, wars, harvests and other fundamental changes may effectively 
prevent the restoration of international balance. ' 

Though the explanation here advanced resembles the buying-power 
theories of Ohlin, Iverson and others, the operation of the regulatory 
mechanism which it presents does not, apparently, involve the transfer of 
international payment. The stimulus to the reéstablishment of equilibrium 
is set in motion before payments have been transferred and before any 
monetary changes resulting from such transfer have been effected. The 
income available for the purchase of domestic goods varies with the volume 
of foreign purchases. The effect of this variation on prices and on the 
volume of imports and exports tends to restore the equilibrium. 

Though Aftalion’s analysis is admirably lucid and will undoubtedly con- 
tribute to a better understanding of a difficult subject, it cannot be said 
that his positive contribution is substantial. The modern writers whom he 
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criticizes have dared to attempt to trace the subsequent effects of the initial 
stimulus that he hesitates to follow. It is not surprising that in the confusion 
of post-war international commercial relations these venturesome thinkers 
should be faced with facts which are not adequately accounted for in any 
single theory. 
RALPH E. FREEMAN 
Massachusetts Institute of Technology 


Production, Pricing and Unemployment in the Static State. By W. L. VALK. 
(Haarlem: Netherlands Economic Institute. 1937. Pp. xii, 138. 3 fl.) 


Following a previous essay on business-cycle diagnosis, Dr. Valk now 
proceeds to business-cycle “therapy.” As a preliminary thereto he devotes 
this study to a re€xamination of the theory of general equilibrium, and 
particularly to the possibility of technological unemployment in a static 
state. While pure theorists will be interested in his modifications of Cas- 
sel’s equations, the main value of the work lies in his theoretical and prac- 
tical treatment of “static” unemployment. 

Dr. Valk traces this unemployment to the behavior of the technical 
coefficients of production. Where these are rigidly fixed ky technological 
requirements, then, unless the supplies of the factors happen to exist in 
the same ratio, unemployment of some factor is unavoidable even in a 
static state. If technology demands ten units of capital to one unit of labor, 
and there exist ten units of capital to three units of labor, then, though all 
capital is employed, some labor will be out of work. Even if wages were 
zero, some labor would be unemployed. (In Cassel’s equations the solution 
would require negative values.) If the technical coefficients are capable of 
change, but within narrow limits, unemployment might sti] persist, but it 
could be made to disappear if wages were sufficiently flex:ble. Moreover, 
as the factors approach complete variability, the maximum level of wages 
consistent with full employment will tend to rise. Thus the degree of 
unemployment in a static state would seem to depend on. the prevailing 
“technological ratio”; and in any state the relation of this ratio to the 
ratio of the supplies of the factors will play an important part in the prob- 
lem of unemployment. 

In present economic systems, the process of rationalization so enlarges 
the scope of costly and elaborate capital installations as greatly to increase 
the difficulty of varying the technical coefficients. And this is reénforced 
by the continual process of invention which has a bias toward capital-using 
rather than labor-using techniques. Hence today, unless wages are ex- 
tremely flexible, “technological” unemployment is likely to occur. As wages 
are tending to become quite the opposite, a permanent volume of unem- 
ployment is more than a threat. Moreover, any increase in the relative 
volume of labor, any new “capitalistic” inventions, any greeter wage rigid- 
ity, will make for this kind of unemployment. 
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In such a situation the appropriate cures would be: (a) decrease the 
volume of labor, (b) make wages more flexible, (c) increase the supply 
of capital or, as a last resort, (d) revert to less capitalistic methods of pro- 
duction. As remedies (a) and (b) are not easily effected, as remedy (c) 
is opposed by all who think we save too much now, and as remedy (d) is 
a counsel of despair, perhaps the best thing is to educate the proper frac- 
tion of the population to a life on the dole. 

This is an interesting and provocative essay. But, as the author says, it 
is highly technical and not intended for the general reader. Perhaps Stuart 
Chase should read it, if only to see how economists use words when they 
get really “scientific.” 

J. A. Estey 

Purdue University 


Staat, Stände, und der Gerechte Preis. By RUDOLF KAULLA. (Vienna: 
Springer. 1936. Pp. 161.) 

This little book makes a plea—in a world which hardly seems to need 
such pleading at this time—in favor of government interference in economic 
matters, that is, more specifically, in favor of governmental policies to insure 
the “justitia pretii,” just prices for goods and services. The whole approach 
is rather typical of the totalitarian conception of state and society in which 
economic valuaticns are subordinated to broader social and political con- 
siderations. 

In a first chapter, occupying about one-fourth of the book, the author 
traces the problem of the “just price” in its connection, with the history of 
the theory of value—which he identifies with exchange value—and the 
economic and cultural influences which lead to changing attitudes toward 
this problem. He reviews instances in the jus gentium of ancient Rome, the 
theologically conditioned economic doctrines of the scholastics, the policies 
of the medieval towns, as well as of the mercantilists and phystocrats, all 
of them recognizing the obligation of civic authorities to regulate prices in 
the interest of equity and social justice. The rising doctrine of economic 
liberalism in the eighteenth century is shown not in itself to challenge the 
ideal of the “just” price, though identifying the just with the “natural” 
price, but to challenge rather the method of achieving it through govern- 
mental regulation instead of through the play of free competition. The 
nineteenth century theories of values, however, objective as well as sub- 
jective ones, with the exception only of those of the socialists, are char- 
acterized as more and more deliberately dissociating the economic concept 
of value from the ethical concept of justice. 

In a second chapter the author proceeds to demonstrate that, regardless 
of economic theories and ideals, governmental influences on the formation 
of prices are necessarily always present and cannot in fact be eliminated 
from any developed national economy. All economic life, he points out, 
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functions on the basis of the legal and financial structure of the state on 
whose fiscal policies, established legal standards, and prevailing degree of 
stability and general security prices depend. The distinction between “arti- 
ficial?” government and “natural” economic prices is hence characterized 
as a mere fiction. | 

Two further chapters discuss, somewhat ramblingly, various ideas and 
principles bearing on the problem of what constitutes just prices for goods 
and services. These ideas center upon the ethically simple and undeniable 
claim that ultimately all economic activity must serve to maintain people in 
reasonable comfort and decency. Hence the idea of justness does not apply 
to prices of goods taken in isolation, or to wage rates by time or by piece, 
but only to a man’s total earnings. These total earnings are gain to be con- 
sidered only in conjunction with social institutions such as various forms 
of insurance, pensions, and other social services having the effect of addi- 
tional income. As regards the standard of living to be aimed at, the author 
denies that a maximum of consumed goods is desirable and that it presents 
a true measure of national well-being, but rather the optimum of satisfac- 
tion and enjoyment derived from a given amount of goods. 

It is the age-old wisdom of great philosophers and religious teachers, which 
is ever again found valid, and which always reémerges after periods of marked 
materialism, that the path to contentment lies not through increased wealth in 


material objects of enjoyment, but through the simplification of the means of 
life (p. 110, reviewer's translation). 


He claims that no lowering of cultural standards need result from such 
reorientation to a simple style of life. 

The last chapter deals primarily with the issue of government inter- 
ference in the interest of occupational groups. The author makes the point 
that the nation as a whole may be vitally interested in the preservation of 
certain occupational groups because of their valuable social, cultural and 
political characteristics, even though such occupations, when exposed to 
the free play of competition, may be unable to provide a living for their 
members. Among these groups he discusses specially the artisans, the inde- 
pendent middle class, and the peasants, the latter particularly also in con- 
nection with the problem of autarchy. To all such classes and occupations, 
he argues, the state through sacrifices borne by all, should assure “just 
prices” to maintain them against large-scale capitalist enterprises as well as 
against foreign competition. 

As appears from this brief résumé, the book is an interesting reflection of 
present-day economic and political conditions in Germany. It is, however, 
free from a narrow party viewpoint, being distinguished by the breadth of 
its historical-cultural outlook, and by a certain humanely-philosophical tenor. 

JOHN V. SPIELMANS 

Washington, D.C. 
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CROBAUGH, M. Economics for everybody, from the pyramids to the sit-down 
sirike. (New York: Morrow. 1937. Pp. 293. $2.50.) 


The author of this little book has attempted to fill a very large order. The 
discussion romps through the historical field of economic ideas from early 
Chinese culture down to the latest reverberations of the New Deal. The first 
chapters point to the fact that there is little new under the sun. The earliest 
example of unemployment relief and planned public works is found in build- 
ing the great pyramids of Egypt; Secretary Wallace’s “normal granary,” in 
the alleged incident of Joseph’s speculation in grain; and the dole on a large 
scale, in the endeavor of the Gracchi to quiet discontent by feeding the Roman 
rabble. More important, the author attempts to trace the origin, development, 
and tendencies of the capitalistic system, and the economic ideas growing out 
of this systern—what one writer recently has called The Folklore of Capitalism. 

Limitations of space make the treatment quite general and sketchy. In a single 
chapter (pp. 188-200) the reader is introduced to: anarchism, syndicalism, 
Fabian socialism, guild socialism, and the single-tax program of Henry George. 
All the chapters are relatively short, and many have large coverage. Under 
these conditions, one finds broad general statements, almost no analysis, some 
half-truths, and a sprinkling of erroneous statements. Since no authorities are 
cited in the text, the author, in some cases, appears to draw upon a lively 
imagination. 

Many of the economists of the United States certainly would not relish the 
idea that their task was one of “defending and justifying” the present economic 
order (pp. 15, 269). Proudhon would not have been pleased to be denominated 
a utopian socialist (p. 111). Teachers in our business schools might well squirm 
under the implication that they had “given up economic thinking” (p. 147). 
The followers oz Marshall, the so-called neo-classicists, should object to the 
statement that they are drawn from those who have “no decided opinion one 
way or another” (p. 159). 

In the concluding chapters, the author stresses the fact that, in all countries, 
capitalism is in an extremely critical situation. The New Deal, aside from re- 
covery aims, was and is an attempt to reform capitalism; and, by E gee 
business, if it dces not want something more drastic, ought to play ball with 
President Roosevelt. 

Despite limitations of space and inadequacy of treatment, the book is a 
surprisingly gooc. running account of the growth of economic ideas and policies. 
As its title suggests, it is designed for the general reader. The writer ie suc- 
ceeded in making the generally uninteresting subject of the history of economic 
thought close to entertaining reading; and this, by the way, is an accomplish- 
ment in economics. 

EVERETT W. GOODHUE 


Doss, M. Political economy and capitalism: some essays in economic tradition. 
(London: Routledge. 1937. Pp. viii, 360. 10s. 6d.) 
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ELY, R. T. and Hess, R. H. Outlines of economics, 6th ed. (New York: Mac- 
millan. 1937. Pp. xviii, 1064. $3.50.) 

The new edition of “Ely,” offered as something “more than an ordinary new 
edition,” in fact, “almost a new book,” has been partly rewritten, rearranged, 
and brought down to date. It is a fairly thorough revision, and with its new 
material should maintain its position as one 3f the most populaz American texts. 

Although the authors include in the new edition judicious discussions of 
recent legislative enactments, they give little attention to many new develop- 
ments in theory. The theory of imperfect competition is scarcely touched; and 
contributions of Keynes, Hawtrey, Hayek, Pareto, Knight, Cassel, and others 
are not mentioned. Thus the new Ovilines is little changed in its fundamental 
theory. ; 

Having read The Great Change the reviewer opened this book with some 
misgivings, fearing lest Professor Ely might have slipped over into the camp of 
the reactionaries; but the book is generally liberal in its point of view, as the 
earlier editions were. The discussion of fascism is quite too favorable to the 
“Sawdust Caesar,” and throws little light >n the fundamental nature of this 
ominous system; but the treatment of socialism and communism is objective 
and judicious. 

JOHN ISE 


+ GOTTL-OTILILIENFELD, F. Wirtschaft: gesemmelte Aufsätze. (Jena: Fischer. 
1937. Pp. v, 87. RM. 3.60.) 

GRAHAM, F. D. Die Stabilisierung der wirtschaftlichen Entwicklung. Kieler 
Vorträge 47. (Jena: Fischer. 1937. Pp. 23.) 

GRAHAM, M. K. The synthetic wealth of nations: an inquiry into the nature and 
causes of the Wealth of Nations by Adanz Smith, LL.D., as condensed and 
extended. (Nashville: Parthenon Press. 1937. Pp. 328.) 

HESSE, A. Grundriss der politischen Okonomie. Band III. Volkswirtschaftspolztzk. 
(Jena: Fischer. 1937. Pp. viii, 346. RM. 12.50.) 

Kuczynskl, J. New fashions in wage theory: Keynes-Robinson-Hicks-Ruef. . 
ae Lawrence and Wishart. New York: Internat. Pubs. 1937. Pp. viti, 
99. 3s. 6d.) 


This little book of disconnected statistical essays covers a wide territory. 
The first fifty pages feature a sharp attack upon the wage and employment 
theories of John Maynard Keynes, Joan Robinson, J. R. Hicks, and Jacques 
Rueff. The remainder of the work is given over to five studies on a variety of 
statistical topics ranging from wages in British-controlled textile factories 
to productivity and unproductivity in the United States. 

The attack upon Mr. Keynes and Mrs. Robinson is especially bitter, their 
theories being held to provide an “absolutely new and perfectly fitting theory 
for anti-working class dictetors.” The other writers fare scarcely better. The 
burden of Mr. Kuczynski’s complaint is that an academic and business audience 
has accepted too uncritically the view that unemployment is to ke correlated with 
high wage rates; the view that inflation will prove the way to a reducing of 
interest rates and the advance of the “marginal efficiency of capital'’—all to 
the advantage of labor; and the view that a surplus of unemployed workers in 
our economic system is to be commended. 

The weapons of attack include a combination of statistics and satire. One 
fears that all of the writers, and especially Mr. Keynes, would object to the 
manner in which their arguments are summarized. Yet in the end, one must 
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grant that Mr. Kuczynski has not been amiss in much of his criticism even 
though he failed to outline what, to him, may be a satisfying wage theory. His 
principal demonstration is the highly doubtful character of, most of the data 
upon which the opposing argument rests. 

One other essay in the volume which deserves brief mention is that on 


productivity and unproductivity in the United States. In this, the writer seeks . 


to measure statiscically the ‘“‘unproductivity” of American industry. His crude 
estimate for the period 1897-1933 takes into account both the productivity 
losses due to unemployment and losses ascribed to the unnecessary expansion of 
overhead trades. 

COLSTON E. WARNE 


LoveLy, T. J. Digest of economics. (New York: Globe Book. 1937. Pp. 384. 
$1.08 


Mins, L. E., editor and translator. Engels on capital: synopsis, reviews, letters 
and supplementary material. (New York: International Pubs. 1937. Pp. ix, 
147. $2.) 

Marxian scholars will find much of interest in this collection, issued by the 
publishers in observance of the seventieth anniversary of the publication of 
the first volume of Das Kapital. It begins with two of Engels’ numerous re- 
views of Marx’s famous work. One of these originally appeared in the Leipzig 
Demokratisches W ochenblatt. (Note conflicting publication dates, pp. vii, 3.) 
The other was written for the Fortnightly Review, but was refused by the editor, 
John Morley, and has now been published for the first time. Another feature 
is Engels’ detailed synopsis of the first four parts of Volume I of Das Kapital. 
This is followed by a supplement to Volume III of the same work, written by 
Engels shortly before his death. Several letters by Marx and Engels make up the 
appendix. The previously unpublished material has been obtained from photo- 
static copies of manuscripts in the archives of the Marx-Engels-Lenin Institute 
in Moscow. 

The chief significance of the book lies in its concise presentation of Engels’ 
interpretation of Marx. We may add that for novices in socialistic theory, a pe- 
rusal of this little volume should prove helpful as a preparation for the Marxian 
dialectics. 

J. E. MOFFAT 


O’GERAN, G. Protlems and questions to accompany Fairchild, Furniss, Buck, 

. Economics. (New York: Macmillan. 1937. Pp. 61. 60c.) 

Passt, W. R., JR. Butter and oleomargarine: an analysis of competing commodi- 
ties. (New York: Columbia Univ. Press. 1937. Pp. 112. $1.50.) ; 

PIGOU, A. C. Sociatism versus capitalism. (London: Macmillan. 1937. Pp. vii, 
139. $1.75.) 

PLOTNIK, M. J. Werner Sombart and his type of economics. (Bronx, N.Y.: Eco 
Press. 1937. Pp. 132. $2.) 

RCK, H. Volkstum und Wissenschaft. (Leipzig: Deuticke. 1937. Pp. 68. RM. 
4.) 

ROPKE, W. Die Lehre von der Wirtschaft. (Vienna: Springer. 1937. Pp. vi, 
195, RM.5.70.) 

The pedagogic need for a concise work in German that would discuss the 

several customary divisions of the subject-matter of economics and, at the 
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same time, plainly link them to the central problem of economics, supplied 
Professor Ropke’s main motive for writing this book. He endeavored, accord- 
ingly, to set his short sections on costs, the division of labor, population, money 
and banking, production, price, monopoly, foreign trade, distribution, etc., 
in their appropriate places as parts of economics construed as a theory of alter- 
natives, Such an attempt to relieve the fragmentary, disjointed impression often 
conveyed by elementary economics textbooks deserves commendation if only 
rice it must be undertaken in the presence of substantial expository diffi- 
culties. 

The extent to which Professor R6pke’s book surmounts these difficulties, 
while praiseworthy, would have been even greater had he not chosen that the 
book also serve to supply an economic policy designed to meet the problems 
of today. The inclusion of policy necessarily encumbers the presentation of 

. economic theory when organization is the principal aim of the author, and in 
this book it adds little to compensate for the encumbrance. For the suggested 
policies of Professor Röpke, which suppose a degree of intervention necessary 
to create conditions favorable to a price system operating under perfect com- 
petition, to resurrect the gold standard, to secure unfettered international trade, 
to proceed cautiously in the redistribution of personal incomes, would appear 
to many persons either as unrealistic in the face of undiscussed difficulties which 
are present, or as, not the only solutions which the analysis could suggest. 

R. S. Howry 


ae, S. First reader in economics. (Boston: Christopher. 1937. Pp. 56. 

1.25.) 

SAY, J. B. Letters to Thomas Robert Malthus on political economy and stagnation 
of Commerce, London, 1821. Translated. (London: Harding’s Bookshop. 
1936. Pp. 75.) 

‘ScoTT, W. R. Adam Smith as student and professor. (Glasgow: Jackson. 1937. 
Pp. xxiv, 445, 30s.) 

SMITH, A. An inquiry into the nature and causes of the wealth of nations. Edited 
by EDWIN CANNAN. (New York: Modern Library. 1937. Pp. lx, 976. $1.10.) 


i Text is copied from the fifth edition, the last published before Adam Smith's 

eath. 

WATSON, J. The groundwork of economic theory. (London: P. S. King. 1937. 
Pp. X, 196. 9s.) 

This book contains theories of value, price, distribution of resources, capital, 
wages, and profits. Although intended to be elementary, the book probably. 
maintains as rigorous standards of accuracy as are possible when crowding so 
much within 200 pages. The statement is entirely abstract, no attempt being 
made to illustrate any of the points from “real life”; indeed, so far as the re- 
viewer was able to discover, apart from references to the Liverpool Cotton 
Market and two other markets on page 180, there is not a single reference to 
a living person (other than an author), or to any concrete thing or specific 
institution, in the whole book. Mr. Watson, whom the introduction reveals to 
be a schoolmaster, defends his treatment on the ground that the theorems of 
Euclid, although abstract, have their practical applications. To this defense there 
are two objections. First, it may be that the abstraction of Euclidian geometry 
from practical problems was not in the interest of mathematical progress (see 
Lancelot Hogben, Mathematics for the Million). Second, and more serious 
in this instance, one of the chief problems in regard to any structure of economic 
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theory is to know in what way its lessons are relevant to actuality; and for this 
problem Mr. Watson offers no solution. 
A. F. W. PLUMPTRE 


Economic History and Geography 


Financial Development of the United States. By WILLIAM J SHULTZz and 
M. R. CAINE. (New York: Prentice-Hall. 1937. Pp. xxviii, 757. 
$5.00.) 

The authors define firance as covering “all factors involved in values— 
for the United States, all factors affecting the dollar sign,” but they limit 
themselves primarily to the development of federal and state tax systems, 
monetary history, the institutional development of business credit and 
banking, capital financing, and brief glances at the tariff and international 
trade. There are 29 chapters, 27 of them covering the period since the out- 
break of the Revolution, 15 since the Civil War, 11 since 1897, and 4 
since 1920. Each chapter is broken up into major topics, such as those 
mentioned above, and each topic into short subdivisions which are given 
a heading in black type. The arrangement has the advantage, sometimes, of 
showing interrelationships, but the disadvantage of making the reading 
jumpy. It is often difficult to see the forest for the trees. This is ac- 
centuated by the authors’ liking for figures and dislike of chapter sum- 
maries. They have, however, simplified the presentation of their material 
somewhat by including 70 tables and 23 charts. They have enlivened the 
discussion by inserting 39 pages of illustrations, chiefly newspaper cartoons, ` 
and by relating humorous anecdotes in the explanatory footnotes. 

The quality of the book is distinctly uneven. The chapters on Federalist 
finance, on Confederate finance, on the World War period, and on that 
of “Normalcy” are the best organized. The authors seem most at home 
with taxation and government finance, and make the most errors when 
dealing with money and banking. Wampum was not used as money by 
the Indians before the white man came (p. 10). Very few would agree 
that “paper money issues had little effect upon the amount of specie in 
the Colonies during the eighteenth century” (p. 36). Our late dollar was 
devalued by 40.94 per cent, not 41.96 per cent (p. 675). Bank deposits 
should not be counted as part of the national wealth (chart, p. 509). 

The sins of omission or insufficient explanation exceed those of com- 
mission. The debt of the National Banking System to the Suffolk and 
Safety Fund systems deserves mention. Nowhere is there an adequate ex- 
planation of the endless chain of 1894-96 which nearly drove us off gold. 
In the closing chapters there is no treatment of the gold-clause decision, 
no mention of the failure of deposit insurance in the states where it has 
been tried, no discussior. of the changes in the Federal Reserve Board in 
1935, and too little attention paid to the methods of present-day deficit 
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financing. Such classics as Horace White’s Money and Banking and R. C. 
Catterall’s The Second Bank of the United States are missing from the 
bibliography. The book has real possibilities, but it needs a thorough re- 
vision. 
DONALD L. KEMMERER 
University of Illinois 


An Economic Survey of Ancient Rome. Edited by TENNEY FRANK. Vol. III. 
(Baltimore: Johns Hopkins Press. 1937. Pp. 664. $4.00.) 

The Economic Survey of Ancient Rome progresses with commendable 
rapidity. Volume III consists of four independent studies: “Roman Britain” 
(118 pp.) by R. G. Collingwood, “Roman Spain” (106 pp.) by J. J. Van 
Nostrand, “Roman Sicily” (154 pp.) by V. M. Scramuzza, and “Roman 
Gaul” (266 pp.) by A. Grenier whose contribution has wisely been left in 
the original French. It might have been preferable to arrange the sections 
in chronological order following the date of the Roman occupation of each 
which would give Sicily, Spain, Gaul, and Britain. However, each of these 
regions experienced a rather unique economic fortune, owing to differences 
in the state of its own and of Rome’s economic and political development 
at the time of conquest and, consequently, can be treated as a distinct unit. 
The length of the sections was determined largely by the extent of avail- 
able evidence, rather than the relative economic importance of the several 
areas; and it will be only too obvious that the authors have labored under 
serious limitations imposed by the inadequacy of information available on 
many important aspects of economic life. Yet it is surprising how much 
has come down to us; and the character of these sources, literary, inscrip- 
tional and archaeological, is ably discussed by Grenier in his introduction. 
Each author has been free to present his material in his own way, but all 
have adhered to the general plan of the series in giving both text and trans- 
lation of all significant passages from ancient authors and inscriptions. The 
influence of geography and geology upon local economic developments has 
been brought out particularly well in the sections on Britain and Gaul. 

Among the wealth of topics and problems that are presented in this vol- 
ume, it is possible to select only a few for special mention. Although Roman 
imperialism was determined by political rather than economic considera- 
tions, annexation was inevitably followed by economic exploitation both in 
the form of taxation by the Roman government and the influx of Italian 
capital employed in banking and commerce or invested in land. In general, 
the Roman Republic remained indifferent to the economic well-being of its 
subjects; but the Principate inaugurated a different policy with the result 
that the first two centuries A.D. showed a marked increase in the prosperity 
of the provinces, This is evidenced particularly by the growth of towns 
which depended upon a highly developed road system and a consequent 
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stimulus to commerce and industry. Special importance was attached to the 
exploitation of mineral deposits, and there are extremely interesting treat- 
ments of the administration of the mines in Spain and Britain, as well as of 
methods of production and smelting. In Britain, two systems of rural 
economy existed side by side, the villa or large farm and the village or 
group of small farms. Collingwood regards both as pre-Roman in origin 
although admitting that the villa system shows important traces of Roman 
influences. The expansion of the villa system which reached its height 
Jate in the third and continued past the middle of the fourth century, 
resulted in a decline of the towns, for the villas were largely, although not 
entirely, self-supporting and their rise marked a shift of production and 
trade from town to countryside. The general picture which Grenier draws 
of the economic history of Gaul has an important bearing upon the problem 
of the economic decline cf the Roman world. At the time of the conquest 
Gaul was thickly populated, rich, and well advanced in the exploitation of 
its natural resources. This prosperity attained its zenith in the course of the 
first and early second centuries A.D. as a result of internal peace, the influx 
of capital, and the expansion of trade and industry. A decline, due to 
depopulation, set in about the time of Marcus Aurelius (161-180 A.D.). 
Depopulation, caused primarily by a declining birth rate, but accentuated 
by plagues and the ravages of warfare, deprived the country of the reserve 
strength necessary for recovery from the disorders of the third century. The 
consequent falling off in the revenues led the government to adopt a policy 
of étatzsme, whereby the surviving population, urban and rural alike, was 
bound to hereditary occupations and condemned to an economic servitude 
which drained it of its remaining energy and initiative. 
A. E. R. BOAK 
University of Michigan 


Recherches et Documents sur l'Histoire des Prix en France de 1500 à 1800. 
By HENRI HAUSER. (Paris: Les Presses Modernes. 1936. Pp. 522.) 


The book under review is an outcome of planned international coöpera- 
tion in the field of economic history. In 1930 an International Scientific 
Committee on Price History was formed under the chairmanship of Sir 
William Beveridge with headquarters in the London School of Economics 
and, owing to the support given by the Rockefeller Foundation, set for- 
ward once again in an endeavor to narrate the epic of prices. The Com- 
mittee issued to the collaborators in various countries instructions as to the 
method to be applied to the available primary sources. A time limit of five 
years was agreed upon. 

The present volume of Mr. Hauser is a result of those efforts. Another 
volume, written by Dr. Elsas pertaining to the history of prices and wages 
in Germany, was recently published in Leiden. 
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The problem of a history of prices is a thankless task and full of pitfalls 
and frustrations. Anyone who is conversant with the subject and who, like 
the present reviewer, has worked in that field, has a long story to tell and 
will readily consent to the statement of a French economist that a history 
of prices is the most attractive and at the same time the most elusive and 
illusive part of economic history. In fact the introduction to the statistical 
tables in the present volume is more than anything else a critical essay on 
the limitations of a history of prices. 

The economists grudge no pains indeed to start and restart over again; 
and the history of prices belongs to those Sisyphean drudgeries which recur 
from period to period all frustrations notwithstanding. Over and over 
again economists and statisticians in a likely misdirected effort grub for a 
solution of a high-spirited task; and frustration is the end of it. 

If there is any truth in the saying that history repeats itself and historians 
one another this certainly holds for the history of prices. In face of so many 
scientific failures one is reminded of Colonel Torrens’ severe verdict which 
designated Dr. Tooke’s History of Prices—a pioneer work after all—as the 
“most illogical work which has ever been contributed to the world on a 
scientific subject.” Tooke himself repaid Torrens’ defense of the Peel’s act 
of 1844 by stigmatizing it as “a total, unmitigated, uncompensated and, in 
its consequences, a lamentable failure.” 

The preliminaries and difficulties involved in the problem, such as the 
insufficiency of a purely statistical approach (as opposed to a critical eco- 
nomic interpretation and an inside evidence) are clearly expounded by Mr. 
Hauser. Writers without experience of trade are always fancying that a 
table of prices is an easy and simple thing to understand, and a whole 
literature assumes that simplicity, but, in fact, statistical tables, even those 
which are most elaborate and careful, are not substitutes for an actual 
cognizance of the facts. A series of price-data without any further comment 
is just a series of dumb figures. Artificial prices run side by side with natural 
ones. The price of an article which can be indefinitely manipulated, is 
treated like the price of articles which can scarcely be manipulated at all. 
In a hundred cases one may see “prices” compared as if they were prices of 
the same thing, when, in fact, they are prices of different things. 

To the reviewer's mind the cardinal point in Mr. Hauser’s contribution 
lies in his extended and ingenious discussion of the problem of purchasing 
power of money in history (or the history of the “value” of money). 
With admirable lucidity he brings home the following conclusion; ‘‘Pur- 
chasing power? An insoluble problem and, I should say, a problem even 
impossible to state, historically, in quantitative terms.” 

It is to be wondered if it has escaped the attention of the committee in 
charge that an attempt most similar to that planned by the committee had 
been undertaken on occasion of the World Exposition of 1873 under the 
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directorship of the late Von Inama-Sternegg. The material collected for the 
old Austro-Hungarian monarchy (of which this reviewer has made a rather 
profuse use in his Geschichte der Böhmischen Industrie in der Neuzeit) 
is to be found in the basement of the University Library of Prague together 
with a printed report by Dr. Schebek. 
ARTHUR SALZ 
Ohio State University 


NEW BOOKS 


ABERNATHY, T. P. Western lands and the American revolution. Univ. of Vir- 
ginia Inst. for Res, in the Soc. Sct. (New York: Appleton-Century. 1937. 
Pp, 428. $4.) 

AnGus, H. F. The problem of the peaceful change in the Pacific area: a study 
of the work of the Institute of Pacific Relations and its bearing on the problem 
of peaceful change. (New York: Oxford Univ. Press. 1937. Pp. vii, 193. $2.) 


Treats of land utilization, population and migration, industrialization, trends 
and related problems bearing upon the unrest in Japan, China, Australia, Philip- 
pine Islands. 

BARTHOLOMEW, J. The Oxford economic atlas. 8th ed. (New York: Oxford. 
1937. Pp. 76. $2.) 

Baxa, J. Die Zuckererzeugung 1600-1850. (Jena: Fischer. 1937. Pp. 231. RM. 
32.) ` 

BEARD, a A history of the business man. (New York: Macmillan. 1937. Pp. vi, 
779. $5.) 

BENGTSON, N. A. and Ridon, V. E. Economic geography manual. (New York: 
Prentice-Hall. 1937. Pp. 185. $1.50.) 

BENNETT, H. S. Life on the English manor: a study of peasant conditions, 1150- 
1400. Cambridge stud. in medieval life and thought. (New York: Mac- 
millan. 1937. Pp. 382. $4.50.) 

BOGART, E. L. and BROWNE, R. B. Work-book in economic history of the Amert- 
can people: form B. 2nd ed. (New York: Longmans. 1937. Pp. 94. 80c.) 

CORBETT, P. E. The settlement of Canadian-American disputes: a critical study 
of methods and results. (New Haven: Yale Univ. Press. 1937. Pp. viii, 134. 
$2.50.) 

This monograph is one of a series, sponsored by the Carnegie Endowment 
for International Peace, whose object is the impartial study of all phases of 
Canadian-American relations. The present study, by the dean of the faculty 
of law of McGill University, gives a condensed, well-organized account of the 
settlement of the disputes which have arisen in the course of 150 years over 
boundaries, the fisheries, the use of inland waterways and miscellaneous claims. 
Under the latter heading come cases arising from violation of prohibition laws 
such as the “I’m Alone” case. The author, although he has written for “all 
intelligent students of political and social phenomena,” has made but few con- 
cessions to the general reader. The text bristles with technical phrases, mostly in 
Latin. No glossary is appended, nor is the book e with the maps which 
are indispensable to the understanding of boundary and fishery disputes. Eco- 
nomic aspects of the various disputes are given but passing mention. For ex- 
ample, the reader is given no basis for assessing the economic significance of 
the perennial disputes over the fisheries. 
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The omission of economic data, however, enables the author to deal, within 
the limits of a thin book, more thoroughly with the Poo material. He has 
succeeded admirably in showing what the revival of international arbitration 
by the United States and Canada at the end of the eighteenth century has meant 
in the development of international law. The reasons for the remarkable suc- 
cess which these countries have attained in the peaceful settlement of their 
disputes, even those in which “vital interest” and “national honor” seem to 
have been involved, Dean Corbett finds in their respect for judicial methods 
and their common legal tradition which have caused them “to endow their 
joint tribunals with the power of deciding according to ‘law and equity, and 
then to accept, . . . a liberal interpretation by the arbiters of what constitutes 
equity in the matter at issue” (p. 128). Yet the present situation is not ideal. 
There will be plenty of disputes in future years. In spite of the long tradition 
of arbitration, it is always possible that selfish interests may be able by mis- 
leading propaganda to prevent impartial examination of facts. The author 
stresses the need of “a firm agreement, without reservations, to submit all 
differences to arbitration by a standing tribunal of the best judicial talent in 
both countries” (p. 130). 

Percy W. BDWELL 


Corra, F. Economic planning in corporative Portugal. (London: P. S. King. 
1937. Pp. xiv, 188. 8s. 6d.) 

GUILFOYLE, M. J. Custom: an historical synopsis and commentary. Canon law 
stud. no. 105. (Washington: Catholic Univ. of America. 1937. Pp. 159. $2.) 

HACKER, L. M., MonLEY, R. and TAYLOR, G. R. The United States: a graphic 
history. (New York: Modern Age Books. 1937. Pp. 243. 75c.) 

HAMMOND, J. L. and HAMMOND, B. The rise of modern industry. Sth ed., rev. 
(New York: Harcourt Brace. 1937. Pp. xiii, 303. $3.) 


This new edition of the well known book of the Hammonds has an addi- 
tional chapter on the “World economic crisis of the twentieth century.” In 
many ways the chapter is difficult to follow. There are implications which 
depend upon particular readings of the importance of men and events. The 
broader outline, however, is clear and should be of especial interest to American 
readers. The Hammonds hold that economic internationalism has preceded 
political internationalism in the modern world, The modern world, therefore, 
lacks the balance achieved by Rome, for in antiquity political power and eco- 
nomic interdependence developed simultaneously. The all-enveloping economic 
system of the modern world “demands of the states that live by it some respect 
for their common interest.” In the earlier nineteenth century, the tendencies 
toward free trade gave vital though imperfect emphasis to this need of mutual 
self-respect. In the late nineteenth century, British prestige and the open-door 
policy in the Empire prevented overt breach of the peace. The Manchester 
School, however, advocated a policy of non-interference in European affairs 
and thus prevented any significant advance toward a new political order. 

“The place Great Britain held after the Napoleonic Wars is now held by 
the United States,” She has become a dominant factor in economic and social 
change, but her “obligations to Europe do not end with such services.” As 
with Britain in the nineteenth century, “there is the same temptation to stand 
aside from Europe's difficulties. ... But the future of mankind seems to depend 
today on the answer that the United States gives to that sudden and disturbing 
summons” to the responsibilities of world power. 

APU, 
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Harvey, R. F. Jean Jacques Burlamaqui: a liberal tradition in American con- 
stitutionalism. (Chapel Hill: Univ. of North Carolina Press. 1937. Pp. vii, 
216. $2.50. 

Hicu, S. ad then? (New York: Harper. 1937. Pp. 326. $3.) 

Hussard, G. D. The geography of Europe. (New York: Appleton-Century. 
1937. Pp. xii, 876. $5.) 

This survey of European geography is comprehensive enough to contain much 
material of interest to economic geographers. A country-by-country approach 
is used, but nations are grouped according to climatic similarities, and intra- 
national analyses stress natural regions. An introductory section gives the 
general physical and historical background, and in conclusion there are chap- © 
ters summarizing the geography of agriculture, commerce, and cultures. Many 
excellent maps locate places mentioned and clarify textual reasoning. As much 
space is given to Russia as to all of the British Isles plus France. 

The maturity of the author is apparent in the social perspectives and general 
philosophical approach. Questions and extensive bibliographies follow each 
chapter. References to general works would have been more helpful if particu- 
Jar chapters had been indicated. 

ROBERT B. PETTENGILL 


JENKINSON, H. A manual of archive administration. (New York: Wilson. 
London: Lund Humphries. 1937. Pp. xvi, 256. 12s. 6d.) 


This is a new and revised edition of a book first published fifteen years 
ago which has remained a standard authority in its not overcrowded field. The 
author has been a lecturer at Cambridge and is reader in diplomatic and 
English archives in the University of London. In addition he writes from long 
administrative experience in the British Public Records Office. His manual 
therefore is both scholarly and practical. Its archival lore discloses but does not 
pause to explore time-mellowed historical vistas that American records lack; 
but in the main it deals with current aspects of the art of preserving intact 
the documentary skeleton of history. It tells us what we thought we knew 
but probably did not, how to distinguish archives from incinerator fuel on the 
one hand and from museum pieces on the other. It also tells how to classify, 
store, repair, preserve and make accessible the deluge of material that must be 
made permanently available for officials if they are to deal intelligently with the 
tasks of the day, and for students if the future history of our complex world 
is to be more than a tissue of myths and legends. The care of public records 
is a highly skilled profession. In America this volume may make that fact more 
generally known than heretofore. 

VICTOR S. CLARK 


ENNINGS, W. S. A history of the economic and social progress of the American 
y prog 
people. (Cincinnati: South-Western Pub. Co. 1937. Pp. xiii, 811.) 


This book is the third general text by the author on the subject of American 
economic history. It may well be doubted if the present volume by Mr. 
Jennings will succeed in conveying to the elementary student a codrdinated 
picture of the history of our economic and social progress as a whole. The 
topical method employed by the author has resulted rather in a book which 
presents a number of separate outlines of chronological development in a 
large number of seemingly unrelated themes. The final chapter, which gives ` 
a summary by periods, scarcely compensates for the lack of. unity of the 
book as a whole. 


` 
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Even the separate chapters by themselves may be said te suffer from the 
same failure to give an integrated picture of the unfolding cf the complex of 
institutions, relationships, and public policy in the particwar phase of our 
economic life of which they treat. For example, in the chapter on money and 
banking, the topics taken up in order are: commodity monzy, paper money, 
coinage laws, the struggle over silver, the gold standard, Lanking, business 
cycles, panics, war finance, government receipts and expend-tures. The result 
is that the reader is conducted at least five times through the whole range of 
our history in the course of one chapter, and that the discusson of the green- 
back question precedes the mention of colonial metallic mone and our federal 
coinage laws, and that the New Deal silver policy is disposed of before we 
come to the history of our banking institutions. It would seem that the author's 
method results too frequently in a mere cataloguing of facts, taking them 
out of their organic, historical context for the sake of systematic and simple 
exposition, thus depriving them of their true meaning. 

Though there is, generally speaking, an abundance of factu:! material in the 
book, the selective principles which have guided the author in his choice of 
detailed information have Jed to some important omissions. A few examples 
may be cited. There is no discussion whatever of American imzerialism beyond 
a mere statement of our colonial acquisitions in the second chaster of the book, 
a footnote on Philippine independence (page 84), and one sentence (page 
778). There is likewise no mention of such subjects as investment banking, 
foreign investments and war debts, beyond two short, isola-ed sentences in 
the final chapter. In the chapters on agriculture and animal liże, we find three 
and one-half pages devoted to the poultry business and bee-keeping, while 
scarcely one-half of one page is given to the subject of agricultcral coöperation. 
In discussing legislation affecting the merchant marine, no meation is made of 
the subsidy policy of 1920, 1928 and 1936. 

Max GIDEONSE - 


Jones, F. M. Middlemen in the domestic trade of the United Stctes, 1800-1860. 
Stud. in Soc. Sci., vol. xxi, no. 3. (Urbana: Univ. of Illinois. 19.27. Pp. 81. $1.) 


The purpose of this study is to “describe the system of midd-emen operating 
in the domestic trade of the United States from 1800 to 18©.” The author 
regards these years as the final departure from colonial method: of distribution 
and the foundation of the new system which made an appeerance after the 
Civil War. The study covers seven chapters featuring such top=s as the activi- 
ties of wholesalers both in seaboard and inland markets; the work of factors 
and brokers ; the operation of auction markets ; the enterprise of zetailers, includ- 
ing such items as general and specialty stores, the beginning of department 
and chain-store systems, and methods of sales promotion. Inese were days 
when markets were relatively small; specialization was impossible except with 
wholesalers in certain lines who supplied a retail trade nea: and far. Ap- 
parently, competitors on the losing side sought the aid of the Jaw-makers, as 
they do today, in defense of their cause—usually without much stccess. This was 
the case between importers and jobbers and promoters of sales at auction. The 
study is based upon an analysis of numerous source material: to which the 
author gives ample references, including an extensive bibliograshy of material 
bearing on his subject. 

ISAAC LIPPINCOTT 
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KINSMAN, D. O. Our economic world: a study of the world’s natural resources 
and industries. (New York: Crowell. 1937. Pp. xi, 584. $3.50.) 


Apparently, the author intends to lay greater stress on industries than on 
resources, although something more than a third of the volume is devoted 
to resources. This section begins with a study of certain geographic conditions— 
soil, climate, rainfall, exposure, natural means of communication; he proceeds 
thence to a discussion of plant life—cereals, fruits and vegetables, spices and 
stimulants, animals and their products, and forest resources. Then, finally, 
is a rather extensive study of mineral resources. Professor Kinsman keeps close 
to an actual study of going business conditions in his development of the 
sections relating to industry. In fact he says that “the text will serve its best 
purpose only when the reader keeps in close touch with actual business.” Thus 
he urges that the execution of this purpose requires an examination of in- 
dustrial and commercial activities, preferably by visits to plants and by dis- 
cussion with business-men. This attitude gives the mid-portion of the book a 
real touch of manufacturing and commercial operations. Among the industries 
particularly singled out for discussion are the primary plant-food industries, 
meat packing, certain textiles, the boot and shoe industry, iron and steel, certain 
non-ferrous metals, automobiles and aluminum. The latter part of the book is 
devoted to a study of our transportation systems and various aspects of market- 
ing. The volume differs from others in this field largely through its emphasis 
on American industries and conditions. Although the book seems to be 
designed primarily as a text, the interesting style will hold the attention of 
general readers. I. LIPPINCOTT 


KNIGHT, M. M. Morocco as a French economic venture: a study of open-door 

imperialism. (New York: Appleton-Century. 1937. Pp. x, 244. $2.25.) 
` KRETSCHMANN, J. G. Autarchia: economica e finanziaria ed economia mondiale. 
(Padua: Milani. 1937. Pp. vi, 145. L. 18.) 

Larson, L. M. The changing West, and other essays. (Northfield, Minn.: 
Norwegian-American Hist. Assoc. 1937. Pp. ix, 180. $2.50.) 

LEIGHTON, J. A. Social philosophies in conflict: fascism and nazism, communism, 
liberal democracy. (New York: Appleton-Century. 1937. Pp. xxii, 546. $3.25.) 

LINDAHL, E., DAHLGREN, E. and Kock, K. National income of Sweden, 1861- 
1930, Parts 1 and 2. (Stockholm: Inst. for Social Sciences, Univ. of Stockholm. 
London: P. S. King. 1937. Pp. xxi, 319; xix, 631.) 

LINGELBACH, W. E., editor. Approaches to American social history. (New York: 
Appleton-Century. 1937. Pp. 101. $1.25.) 

LÜTGE, F. Die Agrarverfassung des frühen Mittelalters im mitteldeutschen Raum 
vornehmlich in der Karolingerzeit. (Jena: Fischer. 1937. Pp. xx, 370. RM. 
16.50.) 

MAULDON, F. R. E. and ANDERSON, D. L. The Tasmanian economy in 1936-37: 
a survey prepared on behalf of the state finance commiitee. (Hobart: Govt. 
Printer. 1937, Pp. vii, 41.) 

MIsTLER, J., and others. Problèmes de politique extérieure. Conférences organisées 
par la Société des Anciens Elèves et Elèves de l'Ecole Libre des Sciences 
Politiques. (Paris: Alcan. 1937. Pp. 223. 18 fr.) 

Mop.in, G. M. and DE Vyver, F. T. Development of economic society. Vol. I. 
(Boston: Little Brown. 1937. Pp. x, 474. $1.40.) 


This volume is the first in a series of six which together are intended to 
supply the materials for an introductory course in economics. The authors of 
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the series believe that experience shows that students will more easily under- 
stand modern economic society, view it more objectively, if its evolution is 
traced from its simpler forms. This procedure requires certain innovations, it 
is claimed. As far as this volume is concerned, however, the innovations, if any, 
appear in the emphasis and choice of material rather than in the content. The 
point of view is that of the older standard works. The authors seem always 
to have before them the fact that it is their business to provide background into 
which modern economic principles and problems are to be set, so they have 
chosen to emphasize what would seem to contribute most toward an under- 
standing of the principles and problems which are to follow. 

The Middle Ages is the starting point. In each of the four parts of the book— 
medieval economy, economic nationalism, economic revolution, modern eco- 
nomic society—the same arrangement is generally followed. A chapter is de- 
voted to agriculture, another to industry, followed by trade and finance, with 
transportation added in the modern period. The early part deals only with 
England. The next chapters begin with a survey of English development and 
conclude with a discussion of development of the United States, and the last 
part is devoted almost exclusively to America. Each part of the book has a 
concluding chapter interpreting each era in the light of the views prevailing 
at the time. These interpretations—economic ideals of the Middle Ages, mer- 
cantilism, economic individualism, and the decline of laissez faire—should 
prove most helpful to students. 

The purpose which the authors had in mind imposed certain limitations but 
brought advantages as well. The broad survey undertaken made it impossible 
to include any great amount of detail. It contents itself with explanation and 
analysis; and the economic analysis is always competent. In a bock of this kind 
it is probably better that the beginning student be not burdened with detail 
at the expense of analysis. Economic historians will, of course, miss refinements 
and qualifications, the lack of which may occasionally cause conclusions to prove 
misleading. But it must be remembered that the book is not intended as a text 
for the study of economic history. Moreover, with this in mind there will prob- 
ably be no serious criticism of the paucity of references and the complete 
absence of a bibliography. 

This little book will doubtless prove to be an attractive one for students 
with which to begin their study of economics. The fact that it can be slipped 
into a coat pocket as the editor of Economics and Social Institutions claims, 
may add to its usefulness. 


H. F. R. Saw 


MONCH, H. Die Wirtschaftlichkeit der Arbeitslosenhilfe in der Geschichte: eine 
systematische Studie. (Jena: Fischer. 1937. Pp. viii, 88. RM. 4.) 

MORTARA, G. Prospettive economiche. 16th ed. I grandi problemi. (Milan: Univ. 
Bocconi. 1937. Pp. xvi, 407. L. 50.) 

Pari, G. U. Prime linee di economia coloniale. (Padua: Milani. 1937. Pp. 43.) 

PARKINSON, C. N. Trade in the eastern seas, 1793-1813. (Cambridge: Univ. 
Press. New York: Macmillan. 1937. Pp. xiii, 435. $5.) 

PEEL, G. The economic policy of France. (London: Macmillan. 8s. 6d.) 

PRINZING, A. Wirtschaftslenkung: das australische Beispiel. (Berlin: Junker und 
Diinnhaupt. 1937. Pp. xi, 192. RM. 9.) 


Looking for various methods of governmental interference, German national- 
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socialist authors have made a serial study of foreign experiments in this field. 
Prinzing in his doctoral thesis makes such a study for Australia, and investigates 
the Australian policy with reference to wages, foreign trade, public debt and 
currency. The wages are strictly supervised: a minimum wage is guaranteed, 
piece-work wages are eliminated and social security benefits (maternity and 
unemployment bonuses and old-age pensions) are. introduced. These compara- 
tively high standards necessitated protective tariffs and other measures of 
economic policy. Except for some political and racial remarks, the book is 
mostly descriptive and to a great extent based on the works of the leading 
Australian economist, Professor Copland, whom Prinzing calls “the genial 
strategist in fighting the crisis.” A detailed bibliography is annexed. 
: . P. HAENSEL 


ROSENTHAL, S. Impressions recueillies dans quelques-uns des pays de l Amérique 
Latine au point de vue commercial, industriel et financier, (Brussels: Rev. 
Bibliographique de Droit. 1937. Pp. 158. 15 fr.) 

Ruce, H. O. The conquest of America: a history of American civilization, eco- 
nomic and social, (Boston: Ginn, 1937. Pp. xii, 563.) 

Third volume of the junior high school course. 

SANTILLAN, D. A. DE. After the revolution: economic reconstruction in Spain 
today. ‘Translated from the Spanish by Louis FRANK. (New York: Greenberg. 
1937. Pp. 127. $1.25.) 

ScHMDT, C. T. The plough and the sword: labor, land, and property in fascist 
Italy. (New York: Columbia Univ. Press. 1938. Pp. vii, 197. $2.50.) 

SIMONDS, F. H. and EMeny, B. The great powers in world politics: international 
relations and economic nationalism. Rev. ed. (New York: American Book. 
1937. Pp. 832. $4.) 

SMITH, A. E. James Madison, builder: a new estimate of a memorable career. 
(New York: Wilson-Erickson. 1937. Pp. vii, 366. $4.) 

DE STURLER, J. Les relations politiques et les échanges commerciaux entre le Duche 
de Brabant et l Angleterre au Moyen Age: l'étape des laines anglaises en Bra- 
bant et les origines du développement du Port d'Anvers. (Paris: Droz. 1936. 
Pp. 543.) 

In lucid fashion this scrupulously documented study traces the history of trade 
between England and Brabant from the first indisputable evidence of its exist- 
ence (first quarter of the twelfth century) to the middle of the fourteenth 
century. In order to delineate the history of this misunderstood yet important 
branch of commerce, (which accounted for 10 per cent of England’s wool 
exports as early as 1275) de Sturler has found it necessary to deal minutely 
with Anglo-Brabancon political relations. His patient research has been abund- 
antly rewarded; not only has he been able to describe precisely the character, 
extent, composition, legal foundations, and organization of Anglo-Brabangon 
trade, but he has also enlarged and enriched the history of the British wool 
staple. All scholars may not accept the designation of Dortrecht as a preferen- 
tial staple” in 1294 as strict proof of the existence of an English foreign wool 
staple before 1313; they cannot cavil, however, with de Sturler’s clear exposi- 
tion of the early history of British wool-marketing facilities. Because of po- 
litical and fiscal reasons, Brabant shared early in market quasi-monopolies 
(Malines and Antwerp), and later Antwerp enjoyed the temporary monopoly 
of the compulsory staple. Meantime a host of economic and political con- 
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siderations prompted English experiments with a “home staple” ; and de Stur- 
ler has tried valiantly to disentangle this snarled historical skein. Fiscal prob- 
lems were apparently uppermost in dictating the reéstablishment of a foreign 
staple at Antwerp in 1338, although political events soon conspired to transfer 
this valuable privilege from Brabant to Flanders. 

This newest work by de Sturler increases still further our debt to the Belgian 
scholars for the very reason that the economic history of the Low Countries 
is so intimately related to that of England, France, Germany, to say nothing 
of the Hanse towns or Lombardy. 

E. A. J. JOHNSON 


THOMPSON, V. French Indo-China. (New York: Macmillan.-1937. Pp. 517. $5.) 


Chapter 3 (pp. 109-235) deals with the economy of Indo-China, including 
natural resources, labor, commerce, budgets, public works, capital and credit, 
and the land regime. The study is based on original and documentary material, 
for the most part French. Sources are indicated in a 10-page bibliography. 

TILDEN, A. The legislation of the Civil-War period considered as a basis of the 
agricultural revolution in the United States, Univ. of So. California, stud. 
no. 15. (Los Angeles: Univ. of Southern California Press. 1937. Pp. 160. $2.) 

VAN CLEEF, E. This business world: an economic and commercial geography. 
(Boston: Allyn and Bacon. 1937. Pp. 426. $1.70.) 

DEL VECCHIO, G., and others. Diect anni di economia fascista: 1926-1935. 
Annali di Economia, vol. xii. (Padua: A. Milani. 1937. Pp. 577.) 


The period of ten years here under examination begins with the law that 
preceded the carta del lavoro and runs to the first year of imperial policy. The 
fourteen essays by as many able economists, touch upon many developments; 
that by Vinci contrasts the position of the worker under English procedure 
(after dominance of the Ricardian theory) with his position under the carta; 
that by Fasiani on the causation and relief of crises indicates how a fascist 
government will deal more adequately with its problem than a liberal govern- 
ment can. Masci has an important paper on agricultural policy; Tajani, one on 
transportation ; Mazzei, a particularly extensive paper on tariff developments. In 
aim the essays are historical, expository, defensive of the fascist accomplishment. 

REF F, 


WRTH, F. P. The discovery and exploitation of the Minnesota iron lands. (Cedar 
Rapids, Iowa: Torch Press, Pp. 247. $2.50.) 

Worx, M. N., editor. Negro year book: an annual encyclopedia of the negro, 
1937-1938. 9th ed. (Tuskegee Inst., Ala.: Negro Year Book Pub. Co. 1937. 
Pp. xiv, 575.) 

Economic preparedness in China and Japan. Reprinted from Far Eastern Survey, 
vi, 21, Oct. 20, 1937. (New York: Am. Council, Inst. of Pacific Relations. 
1937. Pp. 32. 15c.) 

Etude comparée du capitalisme et du bolchevisme: la stabilisation monétaire— 
est-elle soubaitable, est-elle possible? Travaux du Congrés des Economistes 
de A Française, 1937. (Paris: Domat-Montchrestien. 1937. Pp. 174. 
48 fr.) 

Poland: concise statistical year-book of Poland, 1937. 8th year. (Warsaw: Chief 
Bur. of Statistics. 1937. Pp. xxiv, 354.) 

Quebec: statistical year book, 1936. 23rd year. (Quebec: H. M. Stationery Office. 
1937. Pp. xxxiii, 450.) 
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República Argentina: anuario estadistico, ano 1936. (La Plata: Direccion General 
de Estadistica de la Provincia de Buenos Aires. 1937. Pp. 224.) 

Statistical abstract for the British Empire for each of the ten years 1927 to 1936 
(trade and commerce section). 66th no, (London: H. M. Stationery Office. 
1937. Pp. xv, 229. $1.10.) 

Statistisches Handbuch der Weltwirtschaft. (Berlin: Statistisches Reichsamt. 
1937. Pp. 186, xiv. RM. 6.80.) 

Statistisches Jahrbuch deutscher Gemeinden: amiliche Veröffentlichung des 
deutschen Gemeindetages. 32. Jhrg., Lieferung 2. (Jena: Fischer. 1937. RM. 
25.) 

World economic review, 1936. Part 2. Foreign countries. (Washington: Bur. of 
Foreign and Domestic Commerce. 1937. Pp. 275. 30c.) 


Agriculture, Mining, Forestry, and Fisheries 


The Dairy Industry in Canada. Edited by H. A. INNIS, with sections con- 
tributed by J. A. Ruppick, W. M. DRUMMOND, R. E. ENGLISH and 
J. E. LATTIMER, (New Haven: Yale Univ. Press. 1937. Pp. xxxii, 
299. $3.75.) 

The volume is one of a series of studies on The Relations of Canada and 
The United States prepared under the direction of the Carnegie Endowment 
for International Peace. Professor Innis own contribution to the volume 
consists of the introduction, a brief chapter on the historical background 
of the dairy industry, and a concluding chapter on American tariff policy. 
Born and brought up on a farm in one of the finest dairy counties in the 
province of Ontario, he has had that touch of practical experience which 
saves the mere economist from the pitfalls set by long application to theory. 
His review of the history of dairying in Canada in its relation to geograph- 
ical conditions, tariff policies and the more recent devices for control of 
prices is both comprehensive and penetrating. He points out how the United 
States, “having powerfully contributed to the expansion of the dairy in- 
dustry” in Canada, has used the tariff to prohibit entry of dairy products 
to her markets, and deprecates the “vicious effect” of the “cost of produc- 
tion concept” which, borrowed by farmers from manufacturers, has been 
used as a lever to disturb the price structure. `The significance of the reci- 
procity treaty of 1935,” he concludes, “it may be hoped, lies in its position 
not only in the secular trend in the decline of the rate of expansion and 
the increasing importance of the United States in Canadian economic de- 
velopment, but also in a short-run cyclical trend which marks the end of 
rigid principles in the American tariff structure imposing heavy penalties 
on Canada.” 

The contribution of Mr. Ruddick on the development of the industry, 
running to over a hundred pages, while informative and on the whole in- 
teresting, would have been improved by the exclusion of many lists of 
names and certain detail as to the careers of individuals. Such personal 
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descriptions, however, as that given by Sir Joseph Flavelle of his experiences 
with the butter business in 1870 are particularly worth recording. 

Professor Drummond’s somewhat briefer section on the problems of the 
industry, while closely reasoned, is easily followed and on the whole con- 
vincing. One could have wished that he had not printed the misleading 
statistics giving the loosely estimated yield in pounds of milk of Canadian 
cows. The discussion of ‘‘price-supporting programs” as contrasted with 
“long-run policies” is particularly valuable. It is to be regretted that Pro- 
fessor Drummond had not permitted himself to examine what might have 
been the result had Canada sought to maintain the virtual balance between 
imports and exports which existed in 1930. 

Mr. English’s four chapters on the Fraser Valley hardly give as clearly 
accentuated a picture as could be desired of the failure of control to serve 
the interests of the farmer in that isolated area. 

Statistical appendices and a useful index add to the value of a sound and 
comprehensive study. 

C. B. Sissons 


Recent Trends in Rural Planning. By WILLIAM E. COLE and HUGH PRICE 
Crowe. (New York: Prentice-Hall. 1937. Pp. xv, 579. $3.50.) 

Because it brings together from a wide range of sources the best mate- 
rials now available, this book is a valuable contribution to the field of 
planning. The rural point of view dominates throughout, though the inter- 
locking relationship with urban planning is not overlooked. And “‘plan- 
ning,” to the authors, means the use of the “best accepted thought and 
scientific practice, to the end that the majority of individuals in the area 
may have opportunities for developing their talents to the greatest possible 
degree, plus the opportunity for exchanging these developed talents for suit- 
able and satisfying returns. .. .”” The sociological aspects are emphasized. 

The authors have attempted, and quite successfully, to assemble and co- 
ordinate existing materials rather than bring to light new facts. One 
statement from the preface indicates the purpose and scope excellently as 
“a compilation of various attempts which have been made to attack, 
systematically, certain rural problems and to plan for a rural life designed 
to achieve individual adequacy, on the one hand, and social effectiveness 
on the other.” While designed, or better still, adapted for use as a hand- 
book for professional planners, the book contains much subject matter that 
usually finds its way into texts on rural sociology. 

The contents may be grouped conveniently into three general divisions. 
Chapters 1-3 present the underlying principles in rural planning, term- 
inology, physical and human resources, and population characteristics, and 
their interrelation as the basis for social action. Chapters 4-6 treat the 
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land question by giving first a résumé of recent trends in land-use plan- 
ning with the emphasis dominantly favoring some form of rural zoning 
as the basis for providing human security. The land settlement policies 
of European countries are offered as possible ways of bringing about a 
better adjustment between the land and the people. The balance of the 
book takes up chronologically, with emphasis on the rural aspect, such per- 
tinent topics as social welfare, juvenile delinquency, crime control and ad- 
ministration, health, education, library, recreation, church, government, 
and electrification. One additional topic might well have been added if 
planning is to mean something quite real. That is the provision of revenue 
or rural finance. It seems conspicuously lacking because so much of the cur- 
rent planning lacks proper execution for want of funds. Perhaps, planning 
along this line is too vaguely worked out at present to warrant inclusion 
along with the more tangible topics suggested. Certainly the authors would 
hardly exclude such a phase from the broad field of rural planning. 

One finds the names of most of the recognized leaders in rural social 
life among those cited by the authors as they bring together systematically 
the choice statements from existing materials. Also quite varied statistical 
sources have been drawn on. The contributions of the authors are limited 
largely to introductory exposition, arrangement of subject matter, and brief 
conclusions, rather than the assembling and analysis of original data. The 
method of presentation gives sharp differentiation between general dis- 
cussion, the meaty verbatim excerpts, and the clear-cut point-by-point steps 
involved in the presentation of each problem or the suggested methods of 
attack. The selected bibliography that closes each chapter will be found 
helpful as reference material. That part of the book alone adds greatly to 
its usefulness. 

Although the authors favor strongly the institutional approach as a 
necessaty attribute to any accomplishments in rural planning, they do ad- 
vance with caution at many points by warning the readers that changes can 
be made only as rapidly as society can absorb them without creating greater 
maladjustment. Such a safeguard should be a part of any planning program 
lest desirable natural changes be checked by rigid, outgrown plans for so- 
cial control. 

R. J. SAVILLE 

Louisiana State University 


Agricultural Organization in New Zealand, By H. BELSHAW and Others. 
(Melbourne: Melbourne Univ. Press. 1936. Pp. 818. 21s.) 
According to the director of the survey, Professor H. Belshaw, dean of 
the faculty of commerce, Auckland University College, this book is unique 
for two reasons. It represents the first comprehensive survey of agricultural 
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organization and land utilization in New Zealand; and it has brought 
together a larger number of specialists than have ever before coöperated 
in one investigation ia that country. 

The Research Committee of the Institute of Pacific Relations authorized 
a study of New Zealand agriculture in 1929. The work was started in 
1931, but progress was interrupted because many of the contributors were 
required to assume special duties and responsibilities arising out of the 
depression. 

The book is a veritable encyclopaedia on New Zealand agriculture with 
no less than 24 separate contributors prominent in all phases of agri- 
culture. Part 1 (4 chapters) presents a short history and general survey 
of New Zealand agriculture. Part 2 (13 chapters) analyzes the geographic, 
climatic and institutional factors influencing land utilization. Part 3 (10 
chapters) describes in considerable detail the organization of various forms 
of farming, including sheep raising, dairying, cattle raising, fruit and 
market gardening, and forestry. Part 4 (9 chapters) is devoted to a descrip- 
tion and analysis of developments in the processing and marketing of farm 
products. Many chapters in the book are devoted to aspects of agriculture 
not strictly within the purview of economists, for example, chapters on 
soils, climate, pastures, and fertilizers. However, clear and concise chapter 
headings and subheadings assist the reader who may be interested only in 
certain phases of New Zealand agriculture. Liberal use is made of tables 
for the presentation of quantitative information. 

While the book teems with interesting information, four features of New 
Zealand agriculture appear to be of special significance. The first is the 
importance of agriculture in New Zealand economy. During recent years 
agriculture and forestry have accounted for approximately 60 per cent 
of the total value of all production and about 94 per cent of the value 
of all exports (pp. 36 and 37). The dairy and sheep industries alone ac- 
count for about 88 per cent of all exports (p. 609). About 87 per cent 
of the production of the sheep industry (wool, mutton, and lamb) and 
83 per cent of the production of the dairy industry (butter and cheese) 
are exported. The great bulk of these exports goes to the United Kingdom. 
This dependence of the two main industries upon a single foreign market 
is a source of economic weakness. Although it does not appear feasible for 
New Zealand to restrict production, a wider market outlet would tend 
to lessen somewhat the impact of extreme price fluctuations (p. 41). 

Second, the successive administrations have followed a policy aimed at 
the closer settlement of land on a family-size farm basis. Limits are placed 
on the maximum size of Crown lands, which can be leased or purchased 
by an individual (p. 31); liberal financing for the purchase and improve- 
ment of land is provided by the state; the land transfer system has been 
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greatly simplified (pp. 183-84); taxation has been directed (apparently 
with only minor success) to breaking up large estates (p. 215). 

Third, the characteristics of agriculture have undergone a marked change 
during the past half-century. Production of cereals (wheat and oats) has 
decreased in importance, whereas production of sheep and especially of 
dairy cows has increased severalfold. The expansion of livestock produc- 
tion has been aided by an equable climate, improved breeds, cultivation 
and seeding of pastures, and refrigeration. 

The fourth significant feature is that New Zealand has had a relatively 
long and comparatively successful experience in marketing control. There 
are control boards for meat, dairy products, fruit, honey, and poultry, all 
established during the years 1922 to 1924 (pp. 767-70). The depend- 
ence of New Zealand upon a few major products together with its isolated 
position makes the marketing problem one of special importance. The 
haphazard methods of proprietary concerns were inadequate to cope with 
the situation even before the World War; the inadequacy of these methods 
became more apparent after the war. The control boards were established 
to regulate exports, ocean transportation and sales in the United Kingdom 
and to establish uniform grades and standards, ` 

In spite of the fact that the book consists of articles contributed by dif- 
ferent authors, careful editing has succeeded in maintaining continuity and 
in reducing repetition to a minimum. It is likely to remain for many years 
the most comprehensive treatise on New Zealand agriculture. 


J. M. TINLEY 
University of California 
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VAN DER Post, A, P. Economics of agriculture. (Johannesburg: Central News 
Agency. London: Gordon and Gotch. 1937. Pp. xxvii, 663. 25s.) 


The author is assistant chief of the Division of Economics and Markets in 
the Department of Agriculture and Forestry, Pretoria, Union of South Africa, 
and he has studied extensively in the United States. He lists more than two 
hundred publications from various countries which he consulted and from 
which he quotes freely. “The object of this book is primarily to give the 
farmer some insight into the economist’s thoughts and to explain to him the 
bearing of the teaching of economic science upon his industry.” Although 
the book is mainly directed to economic aspects of agriculture of the Union 
of South Africa, it considers conditions in many other countries. 

In a foreword Deneys Reitz, Minister of Agriculture and Forestry, says: 
“The reader will find the book scholarly, stimulating to thought and provoca- 
tive, three welcome attributes, which must enhance the general understanding 
of our rural problems.” This statement is fully justified. The book offers not 
only a practical guide to many aspects of farming but also stresses basic economic 
garrett The approach is purely economic and deals with aspects of rural 
welfare. 

The volume begins with a general survey of agricultural development. South 
Africa was mainly concerned with extensive farming until the discovery of 
diamonds and gold some twenty years ago. These discoveries attracted immi- 
grants and capital which tended to bring about railroads, markets and pros- 
perity to the people. The factors of production in relation to agriculture are 
treated at considerable length, concluding that “in South Africa, with its 
sparse population and consequently poor domestic markets, the object of 
agricultural policy generally, and of land settlement policy in particular, 
Should be to preserve, or create, conditions under which the farmer and 
settler can practice a comparatively extensive system of agriculture.” With 
suitable men on holdings of suitable size, and with adequate capital “there 
need be little fear of their not making good.” The trek to town, principles to 
be observed in land settlement, and irrigated farming are considered. Small 
holdings are promising in but few places in South Africa. A chapter is devoted 
to farm relief; this must be sought in removal, or reductions, of barriers to 
international trade, and an early return to “stable” monetary conditions. 
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Market Control in the Aluminum Industry. By DONALD H. WALLACE. 
Harvard econ. stud. 58. (Cambridge: Harvard Univ. Press. 1937. Pp. 
xxix, 599. $5.00.) 

For the purposes of economic science as such, there is something to be 
said for the existence of one monopoly, untouchable by the anti-trust laws, 
as a form of laboratory experiment. To a certain extent, the aluminum in- 
dustry fulfills this function, though to fulfill it properly, it should publish 
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more adequate information about itself than it has done hitherto. Dr. 
Wallace has done a great deal with the inadequate materials available, not 
only in a descriptive way, but integrating this with theoretical analysis of 
the sort employed by Professor Chamberlin. The study was awarded the 
David A. Wells prize for 1933-34, and maintains the high standards one 
expects of this series. 

The book is divided into four parts: historical development, nature of 
market control of the basic product, consequences of various kinds of market 
control, and relations between monopoly of the basic product and competi- 
tors at later stages. It covers not only the American experience but that of 
Europe with cartels, and international relationships. There are six appen- 
dices. 

Based originally on patents running for a combined term of twenty years, 
the American monopoly of ingot production appears to have maintained 
itself largely through the formidable difhaulties facing a new enterprise 
attempting to match the varied advantages of the existing company. It is 
characteristic of the book that the author is cautious as to whether the com- 
pany’s bauxite ore holdings amount to virtual monopoly, while his detailed 
story impresses the reader with the well-nigh insuperable obstacles, on that 
score, faced by a potential competitor. Monopoly position seems to be 
tempered largely by the wisdom of stimulating rapid growth of demand, 
which probably still has large undeveloped potentialities. 

A considerable degree of integration is economical, but, under present 
conditions, efficiency is probably consistent with the existence of several 
large ingot producers. As to unfair competition with non-integrated fabrica- 
tors, the more extreme apprehensions are discounted. The company has 
made large earnings (difficult estimating being necessary) and has limited 
productive capacity to a point at which customers sometimes have to wait 
many months for deliveries. 

Professor Wallace uses his theoretical analysis in comparing the effects 
of various alternative policies, some of them deliberately fanciful. These 
include purchasers’ codperation, the introduction of oligopoly where mo- 
nopoly now exists, public regulation via investment or price, public competi- 
tion with private enterprise, and public monopoly of ingot production. On 
economic grounds alone, he Jeans toward public competition, assuming an 
ideal “yardstick” policy which, on political and psychological grounds, taxes 
the reviewer’s optimism. In dealing with public regulation, he suggests 
return on investment and marginal cost as alternative standards, leaning 
toward the latter, but not developing all its implications. He recognizes the 
difference between short-run and long-run marginal costs, but does not 
show definitely how the proposed regulatory policy would deal with the 
resulting problems. 
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Space does not permit critical discussion of various interesting questions 
of theoretical tools and methods. There appear to be problems of oligopoly 
requiring something different from (or additional to) the techniques charac- 
teristic of Chamberlin’s analysis. 

J. M. CLARK 

Columbia University 
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This condensed study by the economist of the Savings Bank Trust Company 
of New York proposes the application of railroad receipts to debt reduction 
according to a formula based upon the ratio of bonds to stock outstanding, 
the amount of interest and dividends paid, and an empirically selected multi- 
plier. The formula is intended to cause retirements to be large either when a 
railroad has a great proportion of its capital in the form of bonds—that is, 
when there is need for relief; or when earnings are large, and a capacity for 
relief exists. The effect of the multiplier is to diminish the annual charge for 
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debt retirement to an amount that will not reduce the rate of a railroad’s divi- 
dends by more than one per cent of the par value of outstanding stock. 

Obviously the use of the multiplier is a concession to practical necessities. 
The use of the fraction bonds/stock has the more fundamental disadvantage 
that it reduces the rate of retirement for railroads which have sold stock at a 
discount or have exchanged it for overvalued property or services. On the 
other hand if a ratio of bonds to property valuation be used, or if the financial 
policy of different railroads be allowed for separately, the formula ceases to 
be simple or easy of application. The brochure is an interesting proposal for 
the solution of a problem of considerable importance. 
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It is difficult to evaluate completely the merit of this monograph because of 
its anomalous character. The preface states that it is concerned with the under- 
standing of some of the problems of the aeronautical industry. The introduc- 
tory chapter claims seven contributions, only one of which has a decided re- 
lationship to the treatise title, and the conclusion contains 17 recommendations, 
only 3 of which (nos. 4, 8, and 13) appear to relate directly to air mail trans- 
portation. The remaining recommendations seem to be pertinent to general 
policy matters relating to air mail indirectly or to other phases of aeronautics 
as much as or more than to the carriage of air mail. 

There is in the nine chapters an excellent use of the primary source materials 
but no reference to secondary sources. Inasmuch as, for instance, David's 
Economics of Air Maii Transportation, covers the period up until 1934 in 
more detail and uses in general the same source material, lack of reference to 
it is a significant omission. 

Conclusions and recommendations are acceptable or not, depending upon 
the reader's economic and political philosophy. For those who believe in 
enlarged governmental powers over the industry and the placing of this com- 
paratively new form of transportation more completely under the jurisdiction 
of the I.C.C., Dz, Smith’s recommendations are acceptable and his conclu- 
sions logical, though not entirely new. 
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Banking and the Business Cycle: A Study of the Great Depression in the 
United States. By C. A. PHILLIPS, T. F. MCMANus and R. W. NEL- 
SON. (New York: Macmillan. 1937. Pp. xiv, 274. $2.50.) 


This volume offers a general theory of the causes of business cycles, and 
a discussion of the financial history of the United States since 1913, which 
is interpreted as an illustration and inductive confirmation of the theory. 
The theory is described by the authors as an “eclectic” system; an attempt 
to reconcile the views of the purely monetary theorists (typified by Haw- 
trey), the theory of structural dislocation (the modern Austrian school), 
and the “equilibrium” view. In brief, the theses are: (a) that the origin 
of the cycle is to be explained by the elasticity of bank credit, particularly 
the inflationary character of central banking; (b) that a boom cannot go on 
indefinitely because it leads to an over-development of the capital structure 
in comparison with the production of consumption goods, and (c) that de- 
pressions are intensified and prolonged because of frictions in the read- 
justment process—chiefly because wages do not come down with prices. On 
the first two points the theory is substantially that of Hayek; on the third 
it is simply the classical doctrine that the existence of an unsold surplus 
of goods or services shows the asking price to be too high. 

The purely theoretical sections of the book are somewhat sketchy, making 
no pretense of definitive rebuttal of objections that are currently advanced 
against similar theories. For instance, in connection with the price-wage 
disequilibrium no reference is made to the diametrically opposite position 
of Keynes and Joan Robinson. Moreover, there is a fatal flaw in the series 
of hypothetical cases by which the authors seek to demonstrate the depend- 
ence of employment on the money wage level (pp. 226-28). In Cases I 
and IJI it is assumed that the entire income of the community is spent 
in the purchase of the output of its industries, while in Case II it is assumed 
that with 56 million dollars disbursed by industry only 36.75 million dollars 
reappear as market demand for the output. To divorce the price at which 
output can be sold from the income of the factors of production might be 
legitimate with reference to the wage policy of a single small firm which 
could adjust its wage scale independently of that of the rest of the com- 
munity, but cannot be done for a whole closed economy. 
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The chief interest of the book is in its attempt to use the history of 
1913-35 as a buttress for the Austrian theory of the effect of credit expansion 
on the level of business activity. It is held that after the establishment of the 
federal reserve system the credit structure of the United States was sub- 
jected to a continuous dose of inflation, due primarily to federal reserve 
policy, reénforced by the growth of central banking in Europe and by many 
other factors—such as permission to member banks to pay interest on 
deposits; the concentration of gold in central banks; the spread of the gold 
exchange standard; and the shift of banking practice toward investments 
and security loans. The extent of the inflation was masked, after 1921, 
by the fact that in the absence of these forces prices would have had a 
downward trend because of expansion of output. Thus stabilization of 
prices (which is asserted to have been the primary standard of federal 
reserve policy) involved disguised inflation. 

These views are familiar, and the general conclusion that investment got 
an artificial stimulus from bank credit expansion during the twenties is 
hardly disputable. Few students, however, have stated this conclusion in such 
an extreme form as it is presented in this book. I believe that the authors 
greatly overstate both the effects of the bank credit expansion and the ex- 
tent to which that expansion was due to sins of commission on the part 
of reserve system authorities. (Sins of omission on the part of central 
bankers can hardly be held to have been due to the introduction of central 
banking.) 

Among the more important reasons for this general criticism are the 
following: 

(a) The discussion implies that the policy of the federal reserve system 
in the post-war decade was continuously favorable to bank-credit expan- 
sion. Periods in which policy was exerted in the other direction are prac- 
tically ignored. But the only years between 1919 and 1930 in which the re- 
serve system was directed positively toward expansion, through increasing 
security holdings or lowering rediscount rates, were 1924 and 1927. The 
fact is that there was only a 2 per cent net increase of reserve bank credit 
between January, 1922, and January, 1930, substantial increases in some 
years being offset by decreases in others. And the greatest increase oc- 
curred in 1928, a year in which open-market security holdings were re- 
duced sharply and rediscount rates increased. 

(b) Most of the increase of member bank reserves after 1922 was due 
to the increase of the gold stock. It was due to central banking policy only 
in the negative sense that the reserve system did not neutralize it by con- 
tracting credit. Surely a failure to prevent credit expansion on the basis 
of gold imports (which under the old national banking system would 
have gone directly into reserves) does not prove that central banking is 
inherently a forcé making for inflation. (Incidentally, the authors never 


150 Reviews and New Books [March 


touch the question of ae size of gold imports if credit had been kept in 
narrower bounds. ) 

(c) In discussing the expansion of bank deposits, time deposits are 
tacitly assumed to be fully equivalent to demand deposits in their influence 
on prices and business activity. The fact that interest was paid on time 
deposits is treated as a purely inflationary factor because it led to an increase 
in the volume of deposits, without any consideration of the effect of inter- 
est payments on rate of turnover. This is an extraordinarily drastic applica- 
tion of the primitive quantity theory considering that the velocity of the 
time deposits was probably not one twenty-fifth that of demand deposits. 

(d) On pages 83-84 the extent of inflation of bank credit is measured 
by comparing total net demand plus time deposits of member banks with 
the gold reserves of the reserve banks, not with the monetary gold stock. 
This overlooks the fact that during this period there was a deliberate policy 
of putting gold into circulation as gold certificates so as to keep reserve 
ratios down and soften the pressure toward credit expansion. In the light 
of this policy the movement of the gold reserves was of no particular 
significance. 

(e) On pages 178-81 the authors argue that in 1922-29 price stabiliza- 
tion was a principal objective and an actual achievement of reserve-system 
policy. The evidence consists of selected opinions of outside critics, a few 
grudging concessions made by federal reserve authorities under pressure 
from advocates of price stabilization, and “the very existence of a stable 
price level which existed as long as it did.” There is no analysis of the 
sequence of actual price movements and federal reserve action, nor of the 
evidence for alternative theories. In fact, however, prices were less stable 
in 1922-29 than in the pre-war period (see Recent Economic Changes, 
p. 896), and the Tenth Annual Report (cited by the authors) is in fact a 
systematic defense of a policy aiming at stabilization of employment and 
productive activity, not of prices. 

The following minor defects of the book are perhaps worth noting: 

(a) The connection between new capital flotations and productive activ- 
ity is discussed on the basis of bond issues only (p. 136); and no reason 
is given why bond issues should be regarded as more significant in this 
connection than stock issues—which had a totally different trend in 1927-29. 

(b) It is stated that the bulk of savings comes from corporate savings— 
certainly an exaggeration (p. 138). 

(c) It is stated that the effect of increasing the amount of bank credit 
was to deprive “the public” of any immediate benefit of improving pro- 
ductivity in the form of lower prices (p. 189). It is not explained, how- 
ever, what became of the increased product if the public did not get it, 
or how the public would have been able to buy any more with lower 
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prices, and presumably lower incomes, than with higher prices and higher 
incomes. 

(d) Although the “eclectic” theory runs entirely in terms of the quan- 
tity of bank credit, the historical section contains an extended criticism 
of the growth of investments and loans on security collateral at the ex- 
pense of commercial loans. Wherein did this change tend to create dis- 
equilibrium any more than would a similar expansion in the form of so- 
called self-liquidating loans? The structural displacement of chapter 6 arises 
entirely from a diference between the quantity of new bank credit and the 
quantity of “real” savings; it does not depend on the form of the banks’ 
assets. The only objecticn to security investments that is clearly stated by 
the authors relates to the impossibility of a simultaneous liquidation by all 
banks (p. 108); but it is admitted (pp. 109-10) that simultaneous attempts 
by all banks to liquidate so-called self-liquidating loans could hardly fail 
to bring economic activity to a virtual standstill. Investments are at least 
more “shiftable” than commercial loans, while a net liquidation in either 
case involves deflation. 

CHARLES O. HARDY 

Brookings Institution 


NEW BOOKS 


DICKINSON, H. C. The mechanics of prosperity. (Baltimore: Williams and Wil- 
kins. 1937. Pp. xvi, 136. $2.) 

In this little book a distinguished practical physicist gives his analysis of 
our economic system, and, in particular, his rernedy for the business cycle. Our 
money economy at times piles up a residue of unused spending power because 
the interest rate is not sufficiently elastic. A boom is generated, followed by 
depression. Control of the interest rate would seem to be indicated, not 
directly, but by use of the national treasury as a super-savings bank. The 
treasury would accept deposits, payable on demand, from private banks, paying 
a variable interest rate “‘sufficient” to draw in the idle money; and it would 
spend this residue for public works, By this process depression can be checked. 
If it tends to pass into e boom, with rising prices, the government is to levy a 
sales tax at a rate altered from month to month so as to “tap off the excess 
of expansion.” Some “independent non-political body of technical experts,” 
like the Federal Reserve Board, is to collect and interpret the necessary statis- 
tics, to determine the amount of taxes “to be collected and spent, or collected 
as taxes and retired as the case may be.” The aim is to avoid the exercise of 
“political and personal judgment.” 

The author, in part 3, ventures also into the fields of ethics and political 
philosophy; and everywhere the faith shines through that the major ills of the 
world can be avoided through use of his nostrums. 

If economists, as an avocation, ever write books in the field of physics, it 
may be hoped that they will not so completely neglect the writings of physicists 
as Mr. Dickinson has neglected the writings of economists. 

J. A. MAXWELL 
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HEMPEN, W. Die Organisation der deutschen Verkehrswirtschaft, insbesondere 
der Unternehmungsformen in den einzelnen V erkebrszweigen. (Jena: Fischer. 
1937, Pp. 190. RM. 2.70.) 

LUNDBERG, E. Studies in the theory of economic expansion. (London: P. S. 
King. 1937. Pp. 265.) 

MASTERS, D. C. The reciprocity treaty of 1854: its history, its relation to British 
colonial and foreign policy and to the development of Canadian fiscal 
autonomy. (New York: Longmans. 1937, Pp. 291. $3.50.) 

STETSON, H. T. Senspots and their effects from the human point of view. (New 


York: McGraw-Hill. 1937. Pp. xv, 201. $2.) 

This interesting volume directs attention to relationships between cosmic 
and terrestrial affairs. Chapter 5, “Sunspots and business,” is devoted to con- 
sideration of the possible effects of solar disturbances upon business behavior. 
“If we look back . . . over many periods of booms and depressions and com- 
pare them with the solar cycle, we find that four out of the last five major 
business depressions have followed in the wake of sunspot maximum. The 
average interval between a period of the high, or maximum, in sunspots and 
the low of the depressions immediately following has been about two and a 
half years.” Is it mere coincidence? 

Due to “failure to find a sound basis of argument for a connection between 
agricultural yields and periods of prosperity and depression,” the author dis- 

‘counts previous efforts of Jevons, Moore, and others to reveal relationships 
between sunspots, rainfall, agricultural production and general prosperity. But 
perhaps “changes taking place in the sun affect human psychology . . . and 
nee ewes waves of pessimism and optimism are at the foundation of busi- 
ness behavior.” 

The period since 1933 has been one of rapid recovery of sunspot activity. 
Likewise, automobile production has increased; the number of new incorpora- 
tions in leading eastern states has grown; and business failures throughout the 
country have declined in marked fashion. These, and other positive relation- 
ships extending over the past thirty years are cited to show that sunspot 
maxima and accelerated business activity have occurred simultaneously. The 
author is careful to point out, however, the complete lack of scientific proof 
that business psychology and industrial activity are actually influenced by the 
solar cycle. 

In a later chapter, “Can we predict sunspots?”, it is stated that the present 
sunspot maximum cannot be expected to carry on much beyond 1938 without 
a substantial trend downward. This prediction is curiously interesting in view 
of the recent business recession which is generally attributed to pessimism 
and lack of confidence. 

C. Warp Macy 


TURNER, J. Sources of current trade statistics, Market res. ser. no. 13. (Wash- 
ington: Supt. Docs. 1937. Pp. 54. 25c.) ` 

WERHAHN, P. Kapitalex port und Schuldentransfer im Konjunkturverlauf. (Jena: 
Fischer. 1937. Pp. viii, 186. RM. 9.) 

YOUNG, A. B. Recurring cycles of fashion, 1760-1937. (New York: Harper. 
1937. Pp. xiv, 216. $3.) 

Of interest as showing the operation of cycles in fields other than economics. 

There are three cycles per century. Fully illustrated, year by year. 
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Chicago: world trader, (Chicago: League of Nations Assoc., Midwest Office. 
1937. Pp. 39.) 

Companies: forty-sixth general annual report by the Board of Trade. (London: 
H. M. Stationery Office. 1937. Pp. 20. 4d.) 

Import and export list issued under the authority of the Lords Commissioners 
of His Majesty s Treasury, and the Commissioners of His Majesty s Customs 
and Excise, for use on and from the 1st January, 1938, and until ‘further 
directed, for articles of merchandise imported into the United Kingdom or 
exported therefrom. (London: H. M. Stationery Office. 1937. Pp. x, 142. 9d.) 

International trade in certain raw materials and foodstuffs by countries of origin 
and consumption, 1936. (Geneva: League of Nations. New York: Columbia 
Univ. Press. 1937. Pp. 154, $1.25.) : 

Reciprocal trade: a current bibliography. 3rd ed. (Washington: U. S. Tariff Com- 
mission. 1937. Pp. 282, 129*.) 


Accounting, Business Methods, Investments 
and the Exchanges 


NEW BOOKS 


ABBOTT, C. C. The New York bond market, 1920-1930. Harvard econ. stud. 59. 
(Cambridge: Harvard Univ. Press, 1937. Pp. xvii, 224. $2.50.) 

ADAMS, J. R. More power to advertising. (New York: Harper. 1937. Pp. 193. 
$2.50. 

ANGAS, i L. B. Slump ahead in bonds: outlook for bonds (and stocks) under 
managed money. (New York: Somerset Pub. Co. 1937. Pp. 58.) 

BAKKEN, H. H. and SCHAARS, M. A. The economics of coöperative marketing. 
(New York: McGraw-Hill. 1937. Pp. viii, 583. $4.) 

BENNETT, G. V. and SACHS, G. M. Exploring the world of work: a guidebook 
to occupations. (Los Angeles: Soc. for Occupational Res. 1937. Pp. xx, 596.) . 

BoRDEN, N. H. Problems in advertising. 3rd ed. (New York: McGraw-Hill. 
1937. Pp. xiv, 698. $5.} 

Brisco, N. A. and WINGATE, J. W. Buying for retail stores. (New York: 
Prentice-Hall. 1937. Pp. xvi, 565. $5.50.) 


A revision and expansion of Retail Buying, published by the same authors 
in 1925, this book is one of the most comprehensive and detailed treatises yet 
available on buying for retail stores. The authors feel that in order to place 
the subject upon a scientific foundation “retailing facts must be organized on 
a sound and dependable basis.” Accordingly the book is concerned with 
underlying principles of what, when, where and how to buy. 

Although the book gives increased attention to the buying of other types 
of stores, it still takes most of its facts and develops most of its principles from 
the department-store field. In defense of this emphasis upon a particular 
segment of retail trade, it should be pointed out that buying methods have 
been subjected to more careful study and control in this branch of trade than in 
any other and that, due to the wide range of goods handled in department stores, 
principles developed theze are generally applicable to most all types of retail 
business. 

Attention is given throughout the book to the latest developments in 
merchandising so as to minimize the hazards of buying goods which cannot 
be resold at a profit. Sales analyses, stock planning, laboratory testing, central 
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purchasing, and fashioning are discussed and evaluated along with the new 
developments in governmental restrictions, such as the Robinson-Patman act 
and the so-called fair-trade laws. 

E. D. MCGARRY 


BROWN, L. O. Market research and analysis. (New York: Ronald. 1937. Pp. 
xiv, 487. $4.) . 

This useful volume is comprehensive in coverage, reasonably simple in 
style, and modern in its handling of technique. After three chapters devoted 
to presenting the background and theory of market analysis, the practical 
methods of operation are discussed in twelve chapters. Market surveys and 
analysis are examined in detail, as follows: choice of basic methods and their 
adaptability to certain problems, planning the investigation, types and sources 
of data, preparations of forms, the sample, operating plans and costs, gathering 
data, tabulating, editing, testing the sample, statistical conclusions, interpreting, 
presentation of the results. The final three chapters are devoted to a discussion 
of the uses, limitations, and rôle of market analysis in the modern business 

icture. The only real weakness of the presentation is the inadequate treatment 
of bibliographical research, 7.e., the accumulation and analysis of material 
already available which is pertinent to each particular research problem. 

Few important books on market research and analysis have appeared for 
several years. It is significant, therefore, to note that 1937 has brought forth 
three major works in this field. In addition to Dr. Brown’s monograph, the 
American Marketing Society sponsored a symposium edited by Ferdinand C. 
Wheeler on The Technique of Marketing Research (McGraw-Hill). This 
volume is strong as regards the gathering and collection of research data and 
the psychological aspects of market analysis. Marketzng Research (University 
of Michigan) by Professor D. M. Phelps gives an excellent picture of the 
philosophy underlying market research and analysis. Most courses in this 
subject will use Brown or Wheeler as a text with Phelps as collateral reading. 
For the economist or business-man, these three volumes form a broad unit 
comprehensively covering the field of modern market research and analysis. 

ALBERT HARING 


CHAPMAN, P. W. Occupational guidance. (Atlanta: Turner E. Smith. 1937. Pp. 
646. $1.76.) 
Cowan, D. R. G. Sales analysts from the management standpoint. (Chicago: 
Univ. of Chicago Press. 1938. Pp. xi, 210. $2.50.) 
Cracc, A. Understanding the stock market today: a handbook for the investor. 
(Garden City, N.Y.: Garden City Pub. Co. 1937. Pp. xvi, 294. $1.) 
CULVER, D. C., compiler. Training for public service: a bibliography. (Berkeley: 
Univ. of California Bur. of Pub. Admin. 1937. Pp. 52.) 
Dour, J. L. The law of business, (New York: Ronald, 1937. Pp. xviii, 659. $4.) 


This treatise has been prepared primarily for accountants and has for one 
of its objectives detailed exposition “of those portions of the law which are 
involved in accounting principles, procedure and practice.” The first two parts 
of the book are concerned with general concepts and basic or general law. The 
third part deals with the law of the conduct of business. A second volume is 
contemplated, to cover the law involved in financial statements and in the 
public practice of accounting. 

W. P. FISKE 
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FitFus, N. and KaspEn, A. Progressive business law. (New York: Gregg Pub. 
Co. 1937. Pp. 351. $1.20.) 

GARDINER, G. How to handle grievances. (New York: Elliott Service Co. 1937. 
Pp. 59. 60c.) 

GLOVER, J. G. and MAZE, C. L. Managerial control: instruments and methods in 
industry. (New York: Ronald. 1937. Pp. xviii, 574. $4.50.) 

GRAHAM, B. and MEREDITH, S. B. The interpretation of financtal statements. 
(New York: Harper. 1937. Pp. viii, 122. $1.) 

This book, designed for business-men, bankers and investors, is built upon 
material used in the educational work of the New York Stock Exchange In- 
stitute. As a highly elementary exposition of the content of financial state- 
ments it can be of some use to small investors. (A thirty-one page section 
devoted to definitions of financial terms and investment is a valuable feature 
for this group.) For business-men, security salesmen and customers’ men (all 
specifically mentioned), it is not so serviceable. Contrary to the preface, analy- 
sis of financial statements is not a comparatively simple matter. It involves 
a thorough understanding of accounting and accounting policies, of the eco- 
nomic and operating characteristics of various industries, of the effect of 
those characteristics on financial condition, and the interpretation of financial 
figures in the light of this background. AI this the sound investment analyst 
must appreciate; until he does, statistical techniques are dangerous tools, Even 
an introduction to statement analysis should point out and consider at least 
briefly these fundamental problems. 

W. P. FISKE 


HARDING, C. F. and CANFIELD, D. T. Business administration for engineers. 
(New York: McGraw-Hill. 1937. Pp. xiv, 637. $5.) 

HEPNER, H. W. Finding yourself in your work: a guide for career and per- 
sonality. (New York: Appleton-Century. 1937. Pp. xviii, 297.) 

INGRAHAM, H. A, Accounting problems. (New York: Am. Inst. of Banking. 
1937. Pp. 109. $2.) 

aie P. W. Successful salesmanship. (New York: Prentice-Hall. 1937. Pp. xx, 
97.) 

JONEs, E. N. One year of W.P. A. in Pennsylvania, July 1, 1935-June 30, 1936. 
(Harrisburg: Works Progress Admin. 1937. Pp. 139.) 

JORDAN, D. F. Problems in investment principles and security analysis. 1937 ed. 
(New York: Prentice-Hall. 1937. Pp. 212.) 

KINDLEBERGER, C. P. International short-term capital movements. (New York: 
Columbia Univ. Press. 1937. Pp. xi, 262. $3.) 

kirk, J. G., BucKLEY, H. B. and WAESCHE, M. A. Introduction to business. 
(Philadelphia: Winston. 1937. Pp. viii, 500.) “* 

Larp, D. A. The psychology of selecting employees. 3rd ed. (New York: 
McGraw-Hill. 1937. Pp. 329. $4.) 

m 2 ad cooperatives: how to run them, (New York: Harper. 1937. 

. 260. $3.) 

cee L. S. The A BC of municipal bonds. (New York: Harper. 1937. 
Pp. viii, 166. $1.50.) 

Lewis, B. W. Price and production control in British indusiry. (Chicago: Univ. 
of Chicago Press. 1937. Pp. 35. 25c.) 

MACKINNON, D. Investors’ trading indicator: product of Standard Economic 
Surveys, Limited, (Toronto: Author. 1937.) 
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MACLEAN, J. B. and MARSHALL, E. W. Distribution of surplus. Stud. no. 6. 
(New York: Actuarial Soc, of America. 1937. Pp. 164. $3.) 
McNar, M. P., Grace, C. I. and TEELE, S. F. Problems in retailing. (New 


York: McGraw-Hill. 1937. Pp. xv, 676. $5.) 

This is the fourth in a series of case books on retailing prepared by the 
teachers in the Harvard Graduate School of Business Administration. In the 
opinion of the authors the successful management of any retail store is largely 
a matter of reaching and administering sound decisions on a wide variety or 
problems which are involved in the purchase and resale of consumer's goods. 
Though the acquisition of factual knowledge about retail procedures is im- 
portant, the students should be taught that the development of the ability to 
reason intelligently about the facts in any specific situation is an equally 
essential accomplishment. 

While this volume was prepared as a basic collection of cases for use by the 
students in the Harvard School of Business Administration to be supplemented 
by additional cases in mimeographed form, the authors also kept in mind the 
fact that it would be used in other schools and colleges. As a result there is a 
satisfactory introductory chapter and each of the other chapters has a briefer 
orci covering the most important facts to be considered in solving the 

roblems. 

i The cases have been carefully selected from many submitted by retail 
merchants in different parts of the country. For that reason they present the 
practical problems faced by retailers in a number of fields. The cases cover 
such problems as merchandise policies, merchandise selection, pricing, buying, 
merchandise control, sales promotion policies, service policies, advertising and 
related problems, selling, personnel and organization, accounting and general 
management policies. GEORGE T. STARNES 


MCNALL, P. E. and McMurry, K. F. Agricultural bookkeeping. (New York: 
Longmans Green. 1937. Pp. viti, 205.) 

MARDER, L. C. P. A. review: auditing and theory—questions with answers. 
(New York: Author. 1937. Pp. 40. $2.) 

MARTIN, R, F. International raw commodity price control. Stud. no. 238. (New 
York: Nat. Industrial Conf. Board, 1937. Pp. xvi, 166. $3.50.) 

MASON, P. Principles of public-utility deprectation, (Chicago: Am. Accounting 
Assoc. 1937. Pp. xi, 128. $1.) 


Professor Mason presents a readable and concise discussion of the deprecia- 
tion problem as applied to public utilities. He firsts develops the general prin- 
ciples of depreciation and of depreciation accounting and then analyzes their 
application to public utilities by the various regulatory commissions. Finally, he 
reviews the leading court decisions. 

Throughout his study of the regulatory practices of commissions and de- 
cisions of courts, the author shows an excellent grasp of the accounting and 
economic principles and an appreciation of the practical problems involved in 
the proper handling of depreciation. The outline of the book is simple and 
easily followed. Distinctions between different concepts are carefully made and 
the discussions of the various problems are remarkably clear. 

As a very understandable presentation of a technical and involved subject the 
book should be particularly valuable to executives and to general students. 

H. H. CHAPMAN 
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May, G. O. Improvement in financial accounts. Lectures on the A. Lowes Dickin- 
son Found., April 12-14, 1937. (Boston: Harvard Univ. Grad. School of Bus. 
Admin, 1937. Pp. 57.) 

MERIAM, L. Personnel administration in the federal government, (Washington: 
Brookings Institvtion. 1937. Pp. 62. 50c.) 

MONTGOMERY, R. H., editor. Financial handbook, 2nd rev. ed. (New York: 
Ronald. 1937. Pp. 1689. $7.50.) 

Nystrom, P. H. Retail store operation. 4th ed., rev. and enl. (New York: 
Ronald. 1937. Pp. xvii, 702. $4.50.) 

ODELL, W. R., and others. How modern business serves us. (Boston: Ginn. 
1937. Pp. viii, 471.) 

PAGE, R. Primer of electric service costs: information for the use of public 
utility employees in dealing with the public. (New York: Harper. 1937. Pp. 
94. 

PHELPS, D. M. Marketing research: its function, scope, and method, Michigan 
bus. stud, vol. viii, no. 2. (Ann Arbor: Univ. of Michigan. 1937. Pp. iv, 149. 
$1.) 

Like Caesar’s Gaul, this treatise is divided into three parts indicated by the 
sub-title: functions, scope and method. Its outstanding contribution is in the 
first chapter, in which the author makes an excellent analysis of the economic 
significance of marketing research. The chapter on “Scope” is complete, but 
necessarily general. It might well be boiled down to the statement that every 
phase of marketing operations is a logical subject for research. The final 
chapter on “Method” is not a description of specific techniques used in the 
field, but rather a discussion of the processes of thought which underlie market- 
ing research work. 

It is this reviewer's opinion that economists in general have given too little 
attention to the effect of business-men’s mistakes of judgment, resulting from 
inadequate information, in causing imperfect operation of economic “laws.” 
Our modern economic structure is complex. Producers, by and large, know 
pitifully little about the environment in which they must operate. What in- 
formation they do have is seldom timely. As the author says, “The most 
general result of inadequate market observation is an irrational direction of 
economic activity.” The general welfare suffers when business decisions result 
in improper adjustment to current economic forces. 

When, if ever, a majority of business-men learn to use marketing research 
as a few now do, we can expect a much more rational direction of economic 
activity and consequently a more stable economic structure. 


R. F. ELDER 


PLANT, A., editor. Some modern business problems: a series of studies. (London: 
Longmans, Green, 1937. Pp. viii, 336. 7s. 6d.) 

POLLAND, J. E. Principles cf newspaper management, (New York: McGraw-Hill. 
1937. Pp. 472. $3.50.) 

PORTER, K. H, State administration. (New York: Crofts. 1938. Pp. xi, 450. 
$3.50, 

TERT A., editor. Public enterprise: developments in social ownership and 
oy in Great Britain, (Chicago: Univ. of Chicago Press. 1937. Pp. 416. 

3. 
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DE ROOVER, R. A. Aux origines d'une technique intellectuelle: la formation et 
expansion de la comptabilité à partie double. Extrait des Annales d'Histoire 
Econ. et Soc. (Paris: Armand Colin. 1937. Pp. 52.) 


Although concerned with the development of a fundamental accounting 
technique, Mr. de Roover has written his monograph for and from the point 
of view of economic historians. The unifying thesis of the three sections appears 
to be that the development of accounting technique follows business need for 
information and control. In proof of this he points to substantial differences in 
the rate of development in different countries and shows a correlation between 
these differences and business development. “It is clear that in Italy where eco- 
nomic life was more highly developed commercial accounting found a fertile 
ground for rapid development. .. . In the other countries of Europe . .. which 
were not so highly developed economically, progress was slower and improve- 
ments did not appear as soon. Flanders was the only exception. Thanks to the 
close contact it maintained with the other side of the Alps and to the presence 
of many Italians in Brussels, Italian accounting methods were introduced 
sooner than elsewhere.” 

The earliest accounts were single entry in form. Nevertheless as business 
became more complex even these were adapted to the new needs. New accounts 
were introduced, first personal and then later impersonal. The transition to 
double entry was a gradual development, not a sudden and sharp break. This 
transition clearly appears in some of the old books of account still extant. The 
earliest example of double entry appears in certain Genoese records dating 
back to the middle fourteenth century. From Italy the technique spread 
throughout Europe. 

Mr. de Roover discusses at some length the early treatises on double entry 
accounts. He points out that “in the earliest accounting authors one may search 
in vain for a reasoned theory of accounts or for the ‘why’ of rules expounded. 
Their treatises are descriptive and practical in nature.” He concludes that “to 
have any really adequate concept of the state of development of commercial 
accounting in the sixteenth century it is essential to go to actual books of 
account of the period.” 

An interesting aspect of the monograph is the indication it gives of the 
very early roots of many accounting policies still warmly supported. There are 
references to periodic inventories, to valuation of inventories at market where 

. lower than cost, and to cost accounts entirely adequate for the relatively simple 
needs of the period covered. To the latter point the author devotes the entire 
` Jast section i his paper, 

The relatively short time needed to read Mr. de Roovers monograph has 
been for this reviewer the occasion of real instruction and pleasure. The view- 
point is fresh, and the text, well footnoted, carries an air of authority, 

W. P. FISKE 


RUKEYSER, M. S. The diary of a prudent investor: a program for financial 
security, (New York: Hillman-Curl. 1937. Pp. 107. $1.) 
SALIERS, E. A. and HoLmes, A. W. Basic accounting principles. (Chicago: Busi- 
ness Pubs. 1937. Pp. vi, 656. $4.) 
This elementary text offers a wider selection of topics than is usual. Con- 
siderable space is devoted to business organization, law and practice. Problems 
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and practice sets are ample. In view of a stated belief in the mastery of theory 
as a foundation fer practice and an avowed emphasis along the line, there is a 
general inadequacy of definitions and lack of seasoned discussion of justifica- 
tion of rules and practices. A mere description of possible alternatives does 


not constitute theory. 
W. P. FISKE 


SCHLAUCH, W. S. and LANG, T. Mathematics of business and finance. (New 
York: Ronald. 1937. Pp. xv, 548. $4.25.) 

DE SCHWEINITZ, D. Occupations in retail stores. Study sponsored by the National 
Vocational Guidance Assoc. and the U. S. Employment Service. (Scranton: 
Internat. Textbook Co. 1937. Pp. xix, 417.) 

To vocational counselors, teachers and employment workers, this book will 
undoubtedly come as a major contribution to the analysis of occupations in our 
largest field of employment—that of retail distribution. Retailers themselves 
should find it a highly useful book in its careful analysis of some forty-five 
different jobs in retail stores, and the proper qualifications for each. This 
applies particularly to that large group of smaller stores where standards of 
personnel training have not received adequate attention, a group which the 
author has fortunately included in her sample. In its broader significance one 
cannot but be impressed with the results which it shows can be secured by 
codperative research. Here is an example of what intelligent joint action be- 
tween a government bureau and a private research agency, sponsored by funds 
supplied by a foundation, can accomplish when it launches a comprehensive 
piece of much-needed research. 

S. J. KENNEDY 


SEED, H. E. Goodwill as a business asset, (London: Gee. 1937. Pp. 472. 12s. 6d.) 

SIMONE, L. DE. Progrés technique; rythme des affaires. (Geneva: Commission 
Romande de Rationalisation. 1937. Pp. 23.) 

TOULMIN, H. A., JR. Trade agreements and the anti-trust laws, including forms 
and an analysis of the Robinson-Patman act. (Cincinnati: Anderson. 1937. Pp. 
xviii, 540.) 

TROUANT, D. L. Financial audits. (New York: Am. Inst. Pub. Co. 1937. Pp. viii, 
245.) 

WATSON, J. D. Business mathematics: an introductory textbook. (New York: 
Ronald, 1937. Pp. ix, 267. $2.50.) ore 

Weiss, E. B. and LARRABEE, C. B. How to sell through wholesalers, (New York: 
Harper. 1937. Pp. 238. $2.75.) 

Wiprup, T. Business side of medical practice, (Philadelphia: Saunders. 1937. - 
Pp. 177. $2.50.) . 

WYLIE, H. L., and others. Practical office management: the correlation of men, 
methods, and machines, (New York: Prentice-Hall. 1937. Pp. 323. $4.) 

ZORN, B. A. and FELDMAN, G. J. Business under the new price laws. (New 
York: Prentice-Hall. 1937. Pp. 480. $5.) 

k accounting procedure. 5th ed. (Chicago: La Salle Ext. Univ. 1937. Pp. 370. 

3.50.) 

Credit manual of commercial laws. 1938 ed, (New York: Nat. Assoc. of Credit 

Men. 1938. Pp. 714. $6.50.) 
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Domestic and residential rates in effect January 1, 1936, trends in residential 
rates from 1924 to 1936, cities of 50,000 population and over. (Washington: 
Federal Power Commission. 1937. Pp. 40. 15c.) 

Foreign investments in the United States, (Washington: Supt. Docs. 1937. Pp. 
viii, 109. 15c.) 

. Ilinois Commerce Commission: twentieth annual report, July 1, 1936, to June 
30, 1937. (Springfield, IH.: State House. 1937. Pp. 168.) 

The Millinery Stabilization Commission, Inc.: report, February 1, 1936, to July 
30, 1937. (New York: Millinery Stab. Commission, 1937. Pp. 38:) 

Multiple-shift operation. Stud. in personnel policy no. 3. (New York: Nat. 
Industrial Conf. Board. 1937. Pp. 4. 25c.) 

National Resources Committee: progress report, 1937. Statement of the Ad- 
visory Committee. (Washington: Supt. Docs. 1937. Pp. iv, 20. 10c.) 

Of interest as showing the fields of national planning in which expert com- 
mittees are working. 

Olipbant’s studies in securities, 1937, 11th annual issue. (New York: Oliphant. 
1937. Pp. 231.) 

Personnel policies affecting salesmen. Stud. in personnel policy no. 4. (New 
York: Nat. Industrial Conf. Board. 1938. Pp. 19, $1.) 

Tested sales compensation pians. Compiled by the editors of Printers’ Ink. (New 
York: McGraw-Hill. 1937. Pp. 215. $2.) 

Training for industry. Stud. no. 237. (New York: Nat. Industrial Conf. Board. 
1937. Pp. viii, 29. $1.) 

Uniform system of accounts for electric utilities. (New York: State Law Re- 
porting Co. 1937. Pp. 213. $2.) 

Uniform system of accounts for gas utilities: classes A and B, (New York: 
State Law Reporting Co. 1937. Pp. 166. $2.) 


Capital and Capitalistic Organization 


Government Propvietary Corporations in the English-Speaking Countries, 
By JoHN THURSTON. (Cambridge: Harvard Univ. Press. 1937. Pp. 
xii, 294.) 

The methods by which democratic countries can successfully translate 
into actuality their increasing desire for social regulation of economic ac- 
tivity are of concern to all social scientists. Few more apt examples of the 
need for breaking down the barriers between the work of scholars in several 
fields can be cited. The lawyer, the political scientist, the sociologist, and the 
economist are all deeply concerned with the problem. The book here re- 
viewed happens to have been written by a political scientist. 

The corporation owned wholly or primarily by a sovereign government is 
a rapidly developing device for successfully managing specific economic 
enterprises in countties which wish to retain some of the principles of free 
enterprise and also have democratic political machinery. They are to be 
sharply distinguished from administrative commissions or agencies, for 
they are designed to exercise positive and constructive powers and are little 
concerned with the negative or punitive type of control. Mr. Thurston’s 
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study shows how much experimentation there has been, and how successful 
the device has been under many different circumstances. He also points out 
failures and tries to explain them. 

The author builds his analysis upon more than fifty actual examples of 
this type of governmental corporation in the United States (32 cases) and 
in Great Britain and the Dominions (22 cases). Most familiar among the 
group studied are the Baston Elevated Railway, Inland Waterways Corpo- 
ration, the Tennessee Valley Authority, the Port of New York Authority 
in this country, and the Hydro Commission of Ontario, the British Broad- 
casting Corporaticn, London Passenger Transport Board, and the Cana- 
dian National Railways abroad. Constant reference is made to the form 
of these various enterprises, their diverse origin and status, their difficulties 
and successes, in order to draw conclustons as to proper policies for the 
future. 

This peculiar type of corporation collides with the legal concept of a 
private corporation in many ways. They have been variously regarded by 
the courts as direct agencies of sovereignty and as semi-private corporations 
subject to the usual obligations and infirmities of private corporations. The 
author inclines to the view that they should be subject to ordinary rules of 
law concerning liability, and be given as little benefit as possible from the 
sovereign nature of their sole or principal stockholder. 

A second portion of the book shows the different ways in which these 
bodies have come into being. They may have acquired private enterprises 
by virtue of a purchase statute and compensation, or may have been em- 
powered to undertake wholly new enterprises. In some cases governments 
have subscribed stock, in others have guaranteed bonds. Mr. Thurston argues 
convincingly that financially they should be made to stand on their own feet, 
as the Port of New Yorx Authority has done. Financial dependence leads 
to political control, but an independent position is the best protection against 
the petty interference of politicians. 

It is in sections dealing with the actual conduct of administration, and 
the relations of such corporations with government officials or bodies that 
the author makes his best contributions. An independent board of directors 
free from day-to-day interference, and responsible only for the accomplish- 
ment of major policies, is essential for success. It is possible to keep these 
bodies free from the spoils system, and to enlist able men on their staffs, if 
they are so treated. 

There is much cheering material here for those who believe or hope that 
democracies can develop workable machinery of administration which will 
keep pace with the underlying drift toward social control. The ordinary 
executive department or board is not the answer, neither is the administra- 
tive commission, despite the virtues of the latter when the problem is one 
of negative control. If an important forward step in methods can be made 
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along these lines, the objections and fears of many will be overcome, and 
we shall be a long way ahead toward the goal of effective economic control 
within the framework of political democracy. Students should be directed 
to books of this sort rather than to the collections of platitudes on collectiv- 
ism and national planning which have plagued us since 1930. 
SHAW LIVERMORE 
University of Buffalo 


NEW BOOKS 


ARNOLD, T. W. The folklore of capitalism, (New Haven: Yale Univ. Press. 
1937. Pp. vii, 400. $3.) 

CROMWELL, J. H. R. and CZERWONKY, H. E. In defense of capitalism: an ex- 
planation of the functioning of our capitalistic system of today and of specific 
measures which would correct its defects. (New York: Scribner's. 1937. Pp. 
xvii, 373. $3.50.) 

The authors are a business executive and a mechanical engineer. The business 
executive had studied economics at a prominent school of finance and com- 
merce, and had acquired business experience with a well-known banking house, 
followed by executive experience in charge of a successful automobile financ- 
ing business, an unsuccessful Florida land-boom company in 1926, and a motor- 
car corporation, which, in spite of good management, was forced to shut 
down after 1933, after which he studied the theories of the classical and post- 
war economists and married the daughter of the Duke millions. 

The mechanical engineer, after teaching his subject in an engineering col- 
lege, made, in 1933, an engineering analysis of distribution for the Processing 
and Marketing Division of the Agricultural Adjustment Administration, fol- 
lowed by a report for the Federal Emergency Relief Administration on many 
self-help codperatives which had resorted to barter, book-credit and scrip 
instead of money. 

These practical experiences, the authors claim, are what economists needed, 
but did not have, and therefore their failure to understand business. The 
authors found, in 1934, that they “shared virtually identical ideas concern- 
ing the cause and prevention of business depressions.” 

These ideas were that capitalism had “not been given a fair chance” to show 
what it could do toward providing abundance of wealth, and that this denial 
was in “our monetary organization.” This organization should first be remedied 
before resorting to “a system of regimentation and rationing,” which had been 
adopted because economists had not shown how, without destroying capi- 
talism, to prevent repetition of the seventeen depressions of the past more 
than a hundred years. 

The authors would set up the Federal Reserve Board as a bank of issue, with 
fourteen-year terms of sie and reappointments, with salaries and pensions 
equal to those of the Supreme Court justices, and with independence from 
politics or pressure. This is on the analogy of a business executive in charge 
of the operations of a large corporation. 

The function of the Board would be to “synchronize” the “flow” of new 
money with the flow of consumers’ goods, on the engineer’s analogy of a 
physical flow of materials through a national integration of all industries 
from the farms, mines, forests, transport, to the ultimate consumer, illus- 
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trated by six colored Tableaux Economiques, though they seem not to have 
known about Quesnay. The two other flows, man-hours of labor and corporate 
bonds and stocks, make up the “four-dimensional” capitalistic economy of 
today, not understood br economists but herein gratefully synchronized by the 


mechanical enginezr’s analysis. 
Jonn R. COMMONS 


Larcom, R. C. The Delavare Corporation. (Baltimore: Johns Hopkins Press. 
1937. Pp. vii, 199 $2.25.) 

This little book is an :nteresting descriptive presentation of the development 
of some principal phases of the laws of incorporation of the State of Delaware. 
In the words of tke author the primary concern is “the nature of the corpora- 
tion law which hes resulted from a competitive policy, the conditions which 
have induced busimess-ncen to seek new powers or privileges, and the manner 
in which such new pow2rs have been granted in Delaware and their effects.” 

An introductory chapter which sets forth the conditions motivating the 
adoption of the Celaware Corporation law of 1899 is followed by a discus- 
sion of the further development of the law under the following subheads: 
the certificate of incorpcration, the power to hold stock in other corporations, 
capital stocks, corsorate capital ad the exercise of corporate powers. Each 
subject is treated chronclogically and the discussion is enlivened by frequent e 
citation of leading cases. Of necessity, the laws of other states are introduced 
for purposes of comparison or contrast. One of the best discussions is that of 
corporate capital athough the chapter might better have been called Regula- 
tion of dividends.” 

A brief concluding chapter presents statistics to show that while the total 
number of corpora ions comiciled in Delaware is not so imposing, the great size 
of many of these corporations accounts for the fact that they rarely contribute 
less than 25 to 40 >er cent of the total state revenue. The author contends that 
Delaware definitelr started out to profit from incorporation and has succeeded, 
regardless of the e-hics involved. 

The bibliography, for such a small volume, is imposing. 

J. ELLWOOD Amos 


SMITH, J. B. R., editor. N2w York laws affecting business corporations. Rev. to 
June 7, 1937. 18th ed. (New York: U. S. Corp. Co. 1937. Pp. xxxii, 520.) 
STEIN, E. Understanding corporations, Stud. outline no. 4. (New York: N. Y. 

Univ. Service Bur. for adult Educ. 1937. Pp. 56. 50c.) 


Labor and Labor Organizations 


Labor in Canadian-American Relations. The History of Labor Interaction. 
By NORMAN |. Ware. Labor Costs and Labor Standards. By H. A. 
LOGAN. (New Haren: Yale Univ. Press. Toronto: Ryerson Press. 
1937. Pp. xxxviii, 2.2. $3.75.) 

This is one of a series of studies on The Relations of Canada and the 
United States prepazed umder the direction of the Carnegie Endowment for 
International Peace. It is really two monographs in one volume. There is 
here no implication that there is no connection between the two monographs. 
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On the contrary, the connection is a very close and real one as is apparent 
when it is stated that the first study, by Mr. Ware of Wesleyan University, 
deals with the history of labor relations between the two countries and the 
second, by Mr. Logan of the University of Western Ontario, with labor 
costs and labor standards in the United States and Canada. 

It is perhaps both fortunate and unfortunate for Mr. Ware that his con- 
tribution is concerned with a subject that is comparatively well known to 
Canadians and to a less extent to Americans. Though full details are not 
lacking, the presentation is often confused and the important points not 
clearly defined. For instance there is an excellent description of the National 
Catholic Unions, but the ramifications of the more important points at 
issue between them and the International Unions do not seem to me to be 
dealt with adequately. On the other hand the problems which have arisen 
as the result of the C.I.O. penetration into Canada are presented clearly and 
concisely. The influence of British Trade Union policy and tactics on Cana- 
dian Trade Unions is probably exaggerated though this is a question upon 
which there may well be a difference of opinion. 

In comparing labor costs and labor standards in the two countries Mr. 
Logan has chosen the industrialized provinces of Ontario and Quebec with 
comparable parts of the United States. This restriction of area is probably 
desirable and certainly necessary in order to make a comparison that ap- 
proaches definiteness and exactness. The author must be highly praised 
for the statistical material which he has accumulated and for the scientific 
and unprejudiced conclusions which he deduces from his data. 

His general deductions are for the most part in conformity with popular 
views. He shows that wages in his selected Canadian area are lower than 
in the comparable American area and that standards of living are also lower. 
He also shows that the differences in some industries are much greater than 
in others. For example the difference is not great in the automobile industry, 
while it is very great in the production of boots and shoes which, for the 
most part, are manufactured in Quebec where wages are low. 

The second part of this volume is more evenly balanced than the first 
part in that the picture presented of labor costs and labor standards is as 
much an American as it is a Canadian picture. On the other hand that 
portion which deals with the history of labor interaction is confined quite 
too much to the Canadian scene. The chapter on the Cooperative Common- 
wealth Federation is weak in so fat as it is connected too closely with the 
personality of its founders and leaders. 

J. C. HEMMEON 

McGill University 

NEW BOOKS 


ARNDT, P., SHEN, D. and Lo, C-F. Der Arbeitslohn in China. (Leipzig: Buske. 
1937. Pp. xii, 352. RM. 9.) 
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BALDERSTON, C. C. Profit sharing for wage earners. (New York: Industrial Rel. 
Counselors. 1937. Pp. viii, 156. $2.) 

Briers, G. A. The proletariat: a challenge to western civilization. (New York: 
McGraw-Hill. 1937. Pp. xviii, 297. $3.) 

In this essay on social philosophy written by a German scholar now teaching 
at Georgetown University, the proletarian is defined as “a propertyless wage 
earner .. . who regards himsel? and his kind as constituting a distinct social 
class. . . .” Commencing with a discussion of the rise of the proletariat, the 
author develops his conception of the meaning of that term, the sources of 
that group, and the idezs held by the members of that group. Of special inter- 
est to American students is the chapter entitled “Proletarian potential of 
American labor,” in which: Professor Briefs explains why no proletarian group 
has arisen among American workers and discusses “the trend toward prole- 
tarization and the counterforces.” 

Final chapters deal with “The adventure of capitalism” and “A challenge 
to western civilization.” The adventure is the attempt to provide the property- 
less proletariat with real personal freedom. In fact, says the author, “the 
whole possibility of success for capitalism turns upon the worker's having 
assurance of a jab and adequate pay for it... .’’ Under capitalism social legisla- 
tion has given workers a substitute for property. Communist societies have 
met the problem by eliminating private property for all. The totalitarian state 
abolishes the individuelistic rights of labor and replaces them with security, 
that is, with a guarantee of jobs or relief. To our author social legislation is 
the solution most in line with occidental traditions. The challenge to western 
civilization, however, is more than the need for security. It is the problem of 
elevating the proletarian as a person. The challenge to western civilization, 
concludes the author, “will be raised as long as the laboring man can safeguard 
his personality only by anchoring it in collective organizations and Aca insti- 
tutions, without any relation to the truly communitarian orders of his life, to 
those which, after all, are the essential social forms in which man as a person 
grows and matures.” 


' FRANK T. DE VYVER 


BROOKS, R. R. R. When labor organizes. (New Haven: Yale Univ. Press. 1937. 
Pp. x, 361. $3.) 

The author, on the economics staff at Williams College, covers the period of 
three years preceding August 10, 1937. He assembled his materials by personal 
observation, by interviews and attention to the hearings of the La Follette 
investigating committee of the United States Senate. Brief description is given 
of trade agreements and the way in which they work; but the book is limited, 
as the title indicates, to when, where and how “labor” organizes and “capital” 
counter-organizes. The description, aided by photographs, centers in the 
chapters on “Strikes” and ‘Breaking strikes,” with the biologist’s absence of 
emotion in classifying orders, suborders and varieties of violations of law, 
espionage, counter-espionage, deaths, loyalties, disloyalties. There are chapters 
on the evolution of structure and the probable future of these organizations in 
an evolving society, without the catchwords of communism, fascism, or class 
struggle, but leaning toward the C.I.O. There are descriptions of personalities 
with analysis of the position of leaders of labor and managers of capital, bear- 
ing upon the extent to which there may be dictatorship or democracy within 
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the respective organizations, mainly, in the case of labor, through control of 
finances, with resulting effects on attack and defense. The benefit and welfare 
policies of unions and corporations are compared as contributory to strikes 
and breaking strikes, as well as the varieties of propaganda on both sides 
designed to win the support of public opinion, of the press, the police, the 
politicians, courts and juries. 

The period reported upon is startling enough, though similar to others that 
followed business depressions in the past. It is important to have recorded at 
its crisis this intimate account of dual and aggressive labor organizations and 
the tentative reversals of long-continued anti-union policies in some of the 
mass-production industries. 

j JoHN R. COMMONS 


CALMER, A. Labor agitator: the story of Albert R. Parsons. (New York: Internat. 
Pubs. 1937. Pp. 126. $1.) 

CLARK, H. F., and others. Life earnings in selected occupations in the United 
States. (New York: Harper. 1937. Pp. xx, 408. $5.) 

COLEMAN, J. W. Labor disturbances in Pennsylvania, 1850-1880. A thesis. 
(Washington: Catholic Univ. of America. 1936. Pp. viii, 189.) 

DUNN, R. W. and WALLACE, G, Life and labor in the Soviet Union. Pamph. no. 
52. (New York: Internat. Pubs. 1937. Pp. 46. 5c.) 

EDEL, F. German labour service. Pub. no. 6. (Berlin: Terramare. 1937. Pp. 32.) 

FELLER, A. and Hurwirz, J. E. How to deal with organized labor, (New York: 
Alexander Pub. Co. 1937. Pp. 658. $6.50.) 

FOENANDER, O. DE R. Towards industrial peace in Australia. (New York: 
Stechert. 1937. Pp. 292. $5.25.) 

HARBISON, F. H. Collective bargaining in the steel industry: 1937. A factual 
summary of recent developments. (Princeton: Princeton Univ. Industrial Rel. 
Sec. 1937. Pp. 43. $1.) 

HENIG, H. The Brotherhood of Railway Clerks. (New York: Columbia Univ. 
Press, 1937. Pp, 300. $3.) 

HERRING, H. and HATCHER, H. Should labor unions be regulated? Vol. 3, no. 
10. (New York: Social Action. 1937. Pp. 31. 10c.) 

HoPKINS, G. The labor spy. Vol. 3, no. 12. (New York: Social Action. 1937, 
Pp. 31. 10c.) 

IRELAND, T. Child labor, as arelic of the Dark Ages. (New York: Putnam. 1937. 
Pp. 336. $2.50.) 

JOHNSTON, T. Labour's policy of food for all. (London: Labour Party. 1937. 
Pp. 12. 144d.) 

KNOX, F. Labor under dictatorships and democracies: a series of editorials re- 
printed from the Chicago Daily News. (Chicago: Chicago Daily News. 1937. 
Pp. 73. 

ree J. Löhne und Erndbrungskosten in Deutschland, 1820 bis 1937. 
(Libau: Meyer. 1937. Pp. 45.) 

METCALF, H. C., editor. Collective bargaining for today and tomorrow: ap- 
proach and method. (New York: Harper. 1937. Pp. 192. $2.25.) 

PmcEon, M. E. Women in the economy of the United States of America. 
(Washington: Supt. Docs. 1937. Pp. vi, 137. 15c.) 

This summary report was prepared for the International Labor Office in 
response to the requests of ten large national organizations of American wom- 
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en. Two main themes are considered: (1) opportunities and conditions of 
employment, and (2) the influence of labor legislation on positions open to 
women, on their earnings and on conditions of work. The report also gives 
an excellent summary of the results of numerous studies showing contributions 
to the wealth of the nation made by the three-fourths of the women who are 
homemakers. Ninety-five per cent of these women have no paid assistance. The 
farm women work harder than those in cities, but the average is about 50 
hours per week. The majority of the families do not have incomes which per- 
mit the purchase of labor-saving equipment. Labor legislation applicable to 
both sexes usually confers greater benefits upon women. This is evident in 
the studies of the N. R. A. regulations. A careful review of minimum wage 
legislation proves that it has brought substantial gains in wages without lessen- 
ing materially the opportunities for employment of women. Those requesting 
this report will find innumerable references to reliable sources of information 
as well as critical summaries of statistical data dealing with many aspects of the 
economic relations of American women. 
LucILE EAVES 


RAUSHENBUSH, C. Fordism: Ford and the workers; Ford and the community. 
(New York: League for Industrial Democracy. 1937. Pp. 64. 15c.) 

RUCKER, A. W. Labor's road to plenty: the return to the American system of 
productivity, (Boston: Page. 1937. Pp. 243. $2.50.) 

SWANISH, P. T. Trade disputes disqualification clause under the British Un- 
ae Insurance acts. (Chicago: Univ. of Chicago Press, 1937. Pp. ix, 
73. $1. 

WALSH, ? R. C. 1. O.: industrial unionism in action, (New York: Norton. 1937. 
Pp. 293. $2.50.) 

Arsenal of facts. (New York: Internat. Pubs. 1938. Pp. 126. 25c.) 

Dominion of Canada: report of the department of labour for the fiscal year 
ending March 3i, 1937. (Ottawa: H. M. Stationery Office. 1937. Pp. 98. 25c.) 

Handbook of the trade union methods. (New York: Internat. Ladies Garment 
Workers Union. 1937. Pp. 96. 25c.) 

Labour organization in Canada: twenty-sixth annual report for the calendar year 
1936, (Ottawa: H. M. Stationery Office. 1937. Pp. 240. 50c.) 

Labour's fair rent policy. (London: Nat. Council of Labour. 1937. Pp. 16. 1d.) 

Machines and working hours: a pictorial presentation of facis on mechanization, 
working hours and the American standard of living. (Chicago: Machinery 
and Allied Products Inst. 1937. Pp. 15.) 

Mergenthaler Linotype Company: report to stockholders on employee relation- 
ships, 1937. (Brooklyn, N.Y.: Mergenthaler Linotype Co. 1937.) 

Minimum fair wage law, (Harrisburg: Pennsylvania Labor and Industry Dept. 
1937. Pp. 38. 

National ae Hains Board: decisions and orders. Vol. 2. July 1, 1936-July 
1, 1937. (Washington: Nat. Labor Rel. Board. 1937. Pp. 1165. $1.75.) 

National Mediation Board: third annual report, including the report of the Na- 
tional Railroad Adjustment Board. (Washington: Supt. Docs. 1937. Pp. 34. 
15c. 

Pro ree g and other supplementary-compensation plans covering wage earn- 
ers. Stud. in personnel policy no. 2. (New York: Nat. Industrial Conf. Board. 
1937. Pp. 22. $1.) 
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Regulation of contracts of employment of indigenous workers. 24th sess., rep. ii. 
(Geneva: Internat. Labour Office. 1937. Pp. 239.) 

Report of the thirty-seventh annual conference of the Labour Party, Bournemouth, 
1937. (London: Labour Party. 1937. Pp. 286. 1s. 6d.) 

United Kingdom: twenty-second abstract of labour statistics of the United 
pre (1922-1936). (London: H. M. Stationery Office. 1937. Pp. vii, 
210. $1.10.) 

Wharton assembly addresses, 1937. (Philadelphia: Univ. of Pennsylvania Press. 
1937. Pp. 78. $1.) 


Contains addresses on “Issues confronting the American Federation of Labor 
and the Committee for Industrial Organization,” by George M. Hartison; 
“Where are the sit-down strike and the Committee for Industrial Organiza- 
tion taking us?” by George Sokolsky; ‘The objectives of the Committee for 
Industrial Organization,” by Philip Murray. 


Money, Prices, Credit, and Banking’ 


Modern Banking. By ROLLIN G. THomas. (New York: Prentice-Hall. 
1937. Pp. xvi, 474. $3.80.) 

Mr. Thomas had a twofold purpose: that the student might be given 
(1) such basic elementary information as is required for an intelligent 
approach to the banker-customer relationship and, (2) some knowledge of 
contemporary banking institutions and practices. To accomplish these two 
purposes the author has reduced the historical aspects to a chapter on the 
early banking system of the United States and one on the national banking 
system. As for money, that too has been as successfully avoided as is pos- 
sible considering its logical affinity for banking. 

Mr. Thomas recognizes the evolution of banking to its present compli- 
cated status whereby it has come to include strictly commercial banking, 
the acceptance of time and savings deposits and the problem of long- 
time investments, the taking on of fiduciary functions and, finally, the 
making of loans for the financing of durable consumers’ goods. And while 
he does not specifically develop his book around this complicated four- 
fold aspect of modern banking, he has developed two good chapters on 
loans and discounts, one on bank investments, one on the bank’s portfolio 
and another on trust companies, in which he discusses the trust depart- 
ment of the commercial bank. 

There is no specific consideration of the modern tendency of the so-called 
commercial banks to purchase installment paper direct from its consumer- 
maker; hence the fourth and latest phase of banking evolution has not 
been given the place which it may have in subsequent editions, Neither does 
the author develop a philosophy of banking against which he appraises 
the modern tendencies and practices. In short his work is largely what he 
set out to make it, descriptive and explanatory. 
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As for certain specific features of the book, attention should be called 
to an excellent chapter on the guarantee of bank deposits in which the 
adequacy of an assessment of 1/12 of 1 per cent is questioned, “. . . unless 
very definite reforms can be instituted to improve banking practices... .” 
In the development of a very good chapter on bank assets, secondary re- 
serves appear to be treated as synonymous with earning assets. Actually, 
they are not so treated, and this is fortunate; for the investments of a 
bank should be distinguished from its secondary reserves. Although the 
contrary position may be defended so long as the investments of a bank 
consist of federal issues which will be accepted as collateral for a loan 
up to their par value, at reserve banks, both are subject to change. Hence, a 
more definitive conception of secondary reserves would be helpful. 

The author takes the position that “legal reserves constitute funds which 
add little, if anything, to the direct liquidity of a bank.” In effect, he holds 
that the well-managed bank does not require the compulsion of a legal 
reserve and the poorly-managed bank cannot use its legal reserve except 
as a last line of defense. In general Mr. Thomas keeps in mind the fact 
that “the banker is a business-man, and as such normally sees no reason 
why funds of the bank should not be at his disposal. In other words no 
well-defined professional attitude exists among American bankers.” This 
is of course, the beginning of wisdom in understanding American banking. 

Mr. Thomas appears to take the position that the bond account may 
become a permanent part of a bank’s assets, provided its secondary reserve 
is adequate. If this view is correct, then it may be said that it is also sound 
and progressive (p. 157). In the course of his treatment of “The bank’s 
portfolio,” meaning all earning assets, there is a discussion of liquidity 
as contrasted with shiftability in which the distinction is not slurred as 
is so often the case. However, much more could well have been said upon 
the effects of the extension of bank credit for the financing of fixed assets 
of industry even though this would have meant the inclusion of material 
on monetary economics. 

One cannot so readily accept the view that the problem of elasticity of 
bank credit can be solved only by the retention of unused reserves in times 
of slack demand for bank credit (p. 189). Rather it would seem that the 
holding of adequate secondary reserves, properly spaced as to maturities, 
would provide a solution. But there is something to be said for the con- 
tention, in two good chapters on the federal reserve-system, that “‘. . . true 
liquidity on the part of a reserve bank arises from its ability to require 
member banks to reduce rediscounts (or borrowings) at reasonable inter- 
vals.” Tests as to eligibility did not mean much to Mr. Thomas even before 
Regulation A was recently revised. 

Much more might be said about this excellent and interesting text. It 
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deserves wide use, for it has the essential qualities. It is clearly written, 
the scholarship is sound and there is a unity of treatment which is in itself 
an advantage. 

E. A. KINCAID 


University of Virginia 


A Study of the Capital Market in Post-War Britain. By A. T. K. GRANT. 
(London: Macmillan. 1937. Pp. xx, 320. $4.50. ) 

Mr. Grant’s book, although it deals with Great Britain, is also of timely 
interest to students in the United States; for it deals to a large extent with 
developments, trends, and policies which are being actively discussed in 
this country. 

The book is logically divided into four parts. The first part, ‘Finance 
and enterprise,” is a careful analysis of the relationship between the cost 
of money, the rôle of the banks, and business conditions. After an ex- 
haustive survey the author reaches the sound conclusion “that the powers 
of the banking system to control economic activity, though important, are 
strictly limited.” This has been conclusively proved in Great Britain, and 
in the United States. 

The second part, “The development of the monetary policy” is an in- 
teresting discussion of British financial policy since the end of the war. 
Prior to 1931, Great Britain’s policy was international in scope; and efforts 
were directed to improving economic conditions throughout the world. 
Under such circumstances it was only natural that the movement of the 
pound sterling should play an important rôle in the policies of the Bank 
of England as well as of the banking authorities. The year 1931 marked a 
break in British economic policy; and since then more emphasis has been laid 
on conditions prevailing at home. The establishment of the Equalisation 
Account relieved the Bank of England of the necessity of being guided by 
international events and made it possible for it to devote its attention almost 
exclusively to domestic credit policies. The capital market also reflected 
this vital change. Whereas during the pre-war period and also partly during 
the post-war period prior to 1931, foreign loans played an important rôle 
in the British capital market, since 1931 such loans have practically dis- 
appeared. 

The third part, “The long-term capital market,” discusses interestingly 
the developments of this market during the post-war period. Perhaps the 
most valuable sections, chapters 12 and 13, deal with the financing of the 
“fringe” of enterprise and investment in housing and agriculture, respec- 
tively. Most of the material in these two chapters is new and will receive 
careful attention in the United States, where the problem of financing this 
type of enterprise has become particularly acute. 

The last part states the problem and outlines the future prospects. The 
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author reaches the conclusion that the state is bound to play a much more 
important rdle in the capital and money markets than the private investor, 
a conclusion which applies to the United States as well as to Great Britain. 
The present volume brings up to date the study of Frederick Lavington, 
The English Capital Market, which deals with conditions existing just after 
the war. Its importance lies not merely in the descriptive material which 
gives the reader an accurate explanation of the money-market machinery, the 
channels of savings and methods of financing, but also in the critical analysis 
of the various monetary forces at work today. 
Marcus NADLER 
Institute of International Finance 


NEW BOOKS 


ALBERTI, M. Vicende di valute e dottrine monetarie nella monarchia Austro- 
Ungarica fino al 1914: la teoria statale della moneta e la realtà economica, 
(Rome: Rassegna Monetaria. 1937. Pp. 109. L. 20.) 

ARNOLD, A. Z. Banks, credit, and money in Soviet Russia. (New York: Columbia 
Univ. Press. 1937. Pp. xxiii, 559. $4.) 

The author of this book deserves the gratitude of students of monetary his- 
tory, as well as of the those interested in the present functioning of soviet insti- 
tutions, for assembling so large an amount of factual material and placing it at 
the disposal of those who, like the reviewer, are unable to read Russian. 

Included among the exhibits also are some samples of the lunacies of which 
soviet “monetary theorists” have been capable. The author has no difficulty in 
demolishing these extraordinary propositions. It is to be regretted, however, 
that a book so strong on the factual side should itself be marred by occasional 
evidences of weakness in theoretical analysis. These evidences range from 
simple slips, such as the common implication that bimetallism involves an 
undertaking to exchange one metal for the other at a fixed ratio at the mint 
(p. 176), through a shaky treatment of such matters as the rôle of “confidence 
in a country” in the determination of the foreign exchange rate under 
irredeemable paper (p. 51), and the operation of bank-rate as a cost-factor 
(p. 248), on to veritable howlers. We are told, for example, that if a country 
“devaluates its currency by 50 per cent, it will have to export double that 
quantity [of commodities which it exported before devaluation} in order to 
pay for the same [quantity of} imports” (p. 238). 

These errors, however, are not, as a rule, essential to the author’s explanation 
of the main course of events; and it would be a pity if readers were a 
by such instances from consulting a book into which has clearly gone much 
disinterested laboz, and which is characterized by an obvious effort to provide 
as unbiased an account as is humanly possible. 

ARTHUR W. MARGET 


BRADFORD, F. A. Money and banking. áth ed. (New York: Longmans Green. 
1937. Pp. xii, 852. $3.75.) 
Treatment brought down to date; rearrangement of certain chapters. 
CANTWELL, T. W., editor. The banking law of the State of New York: consti- 
tuting chapter 2 of the consolidated laws, chapter 369, laws of 1914, including 
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all amendments to the close of the regular session of the 1937 legislature. 
(Albany: Lyon. 1937. Pp. 441.) 
Corns, M. C. Better bank management. (Cambridge, Mass.: Bankers Pub. Co. 
1937. Pp. 76. $1.) 
DELYNDEN, R. A. The curse of credit. (London: Longmans Green. $4.) 
DOMKE, M. International loans and the conflict of laws: a comparative survey 
of recent cases. (London: Grotius Society. 1937. Pp. 21.) 
Deals with the gold clause. 
DONALDSON, J. The dollar: a study of the “new” national and international 
monetary system. (New York: Oxford Univ. Press. 1937. Pp. xix, 271. $3.75.) 
Dorax. L'or et la guerre ou le franc et les prix. (Paris: Alcan. 1937. Pp. 72. 
8 fr. 
ee a The theory of forward exchange. (New York: Macmillan. 1937. Pp. 
541. $7.50.) 
. Will gold depreciate? (New York: Macmillan. 1937. Pp. xiv, 178. 
$2.) 


GAYER, A. D., editor. The lessons of monetary experience. Essays in honor of 
Irving Fisher. (New York: Farrar and Rinehart. 1937. Pp. xii, 450. $3.50.) 


The essays in this volume have been contributed by academic scholars, prac- 
tising bankers and government officials, who thus join in honoring Professor 
Fisher on the occasion of his seventieth birthday. Fourteen countries from 
many parts of the world are represented by twenty-two essayists in this sym- 
posium on monetary experience and management. The editor of the volume is 
senior economist with the board of governors of the federal reserve system. 
Governmental experience in the United States is well represented by Marriner 
S. Eccles, chairman of the board of governors of the federal reserve system; 
John H. Williams, vice-president of the Federal Reserve Bank of New York; 
James H. Rogers, special advisor to the President, and Alvin H. Hansen, 
formerly economist in the State Department at Washington. In addition, the 
United States is represented by Professor James W. Angell of Columbia Uni- 
versity. 

Although many monetary experts of high standing are found in the list of 
contributors from foreign countries, space is not available for discussion of 
their opinions. Students of monetary experience will read the volume with in- 
terest and profit. Its appearance is a fitting tribute to the economic services and 
far-reaching influence of Professor Fisher. His portrait is included and also a 
biographical sketch and a bibliography of his economic writings. 

WILLIAM H. GLasson 


GRAHAM, B. Storage and stability: a modern ever-normal granary. (New York: 
McGraw-Hill. 1937. Pp. xviii, 298. $2.75.) 

Gras, N. S. B. The Massachusetts First National Bank of Boston, 1784-1934. 
(Cambridge: Harvard Univ. Press, 1937. Pp. xxiv, 768. $5.) 

‘GrucHy, A. G. Supervision and control of Virginia state banks, (New York: 
Appleton-Century. 1937. Pp. ix, 329. $3.50.) 

This study is somewhat more ambitious than the title suggests, as consider- 
able attention is devoted to the philosophy and development of state banking 
regulation in the United States. With respect to regulation in Virginia, the 
analysis proceeds logically from an examination of the constitutional and, 
statutory bases of control to the technical and procedural aspects of banking 
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supervision. Since the statutory basis of control in Virginia has lagged behind 
the recommendations of the bankers (pp. 67-71, 273) and the supervisory 
authorities (pp. 73, 275), one is prepared for the conclusion that banking 
supervision has been relatively lax as compared with regulation in certain 
states with respect to the chartering of new banks, the supervision of loans and 
investments, the maintenance of a satisfactory banking personnel, the correction 
and improvement of weak banks, and the administration of banking receiver- 
ships (pp. 301-302). The author analyzes the recent improvements in the 
banking code and suggests further changes which would elaborate the super- 
visory organization, broaden the area of administrative control, and presumably 
increase the technical end procedural efficiency of the banking authorities. 

There may be substantial agreement with most of the analysis and recom- 
mendations, but the supporting evidence is at times inadequate partly because of 
the inaccessibility of essential data in the files of the Commissioner of Banks. 
Specifically, bank mergers are treated almost wholly as pathological phenomena ; 
the analysis of bank failures, in spite of the admirable chapter on the failure of 
the American Bank and Trust Company, is not as complete as it might be; 
and there is a recurrent tendency deductively to impute to the banking situa- 
tion in Virginia conditions revealed by analyses in other states. Despite these 
reservations, the author has made a substantial contribution to the literature of 
state banking regulation and supervision. 

JOHN B. WoosLEy * 


Furs, J. W. Managed money. (London: Allan. 1937. Pp. 150.) 
KILBORNE, R. D. and WOODWORTH, G. W. Principles of money and banking. 
4th ed. (New York: McGraw-Hill. 1937. Pp. xix, 513. $3.50.) 


Dr. Woodworth, in preparing the fourth edition of Professor Kilborne’s 
text, has endeavored to preserve the strongest features of his earlier work. 
However, the recent sweeping monetary and banking changes have required a 
thorough revision. Twenty-three chapters are practically new. The number of 
pages in the new addition is less by 78 than in the old. A short bibliography 
follows each chapter in the new edition and thus makes up for the omission of 
all such material from the old. 

The new edition gives increased emphasis to commercial banking, a fact 
which is supported by a chapter on “Bank reserves.” There follows another 
entitled “Bank loans and investments” in which the secondary reserve of a 
bank is too briefly discussed, considering its importance for the purposes of 
the revised edition. Thus, United States securities are included without ex- 
planation of the necessity of excluding the long maturities. Neither is there 
explanation of che function and importance of secondary reserves. 

The most marked changes in the new edition are found in the treatment of 
the value of meney. Dr. Kilborne developed three chapters on this subject but 
Dr. Woodworth finds one sufficient. The quantity theory is presented with 
reference to the cash-transactions approach and the cash-balances approach. 
This is an improvement over the treatment in the old edition which gave 
evidence of much careful thought on the part of Dr. Kilborne. 

E. A, KINCAD 


KONKLE, B. A. Thomas Willing and the first American financial system. (Phila- 
delphia: Univ. of Pennsylvania Press. 1937. Pp. xii, 237. $3.) 
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LANGSTON, L. H. Bank accounting practice. (New York: Ronald. 1937. Pp. xiit, 
532. $5.) 

Dr. Langston has written a book which is not only of technical interest to 
bankers and accountants, but which should be of help to economists in under- 
standing the practical operation of a bank. The approach is through the 
transactions and routines of the bank considered departmentally. Even from 
the point of view of the banking student, the journalized debit and credit 
entries so necessary to the accountant serve as clarifying summaries of the 
activities of the operating divisions. Chapters on bank expense and costs, 
financial statements and analysis of financial data add to the value of the book. 

W. P. FISKE 


E R. Money and trade. (Princeton: Princeton Univ. Press. 1937. Pp. xi, 69. 
1.50.) 


This slim volume of eight essays has as its main thesis a condemnation of 
managed currencies, especially their external management which is conducted 
by manipulation of exchange rates. External management, while presumably 
bettering the position of one currency, adversely affects the price structure of 
other countries, and this through no act or desire of their own. Moreover, 
exchange depreciation and uncertainty hamper international trade. Money 
management makes money the ruler of trade and not the auxiliary or servant 
of trade, which it should be when there is “a free money system” with an inter- 
nationally accepted common denominator. 

Mr. Léon is likewise very critical of the Gold Reserve and the Silver Pur- 
chase acts of 1934 and the price of $35 per ounce which the United States is 
paying for gold, This “arbitrary” price has led to dehoarding and increased 
production of gold and a tremendous flow of the unwanted metal to our 
shores. To prevent a rapid rise of our price level, the government has had to 
borrow funds and sterilize the unwanted gold. “The very linking of the dollar 
to gold is evidence of our desire to achieve currency stability” ; but the experi- 
ence should have “taught that no nation alone can monetize any metal, and that 
any attempt single-handed to do so must result in complete disillusion” (p. 41). 

The immediate corrective of the evils of manipulated exchanges and our 
artificial price for gold is the divorcing of the dollar from gold. Other cur- 
rencies now tentatively tied to gold would also free themselves. Without gold 
currencies in which to operate, currency managers will find the risks of man- 
agement so increased that “they will never accept [such a situation as a perma- 
nent one}. Rather than so much as consider it, they will abandon currency 
management and make ready to discuss the immediate restoration of an inter- 
national system of money” (p. 56). 

The international system that Mr. Léon thinks should be adopted is bimetal- 
lism. His statement or argument favoring bimetallism is brief and wholly un- 
convincing. 


H. B. DOLBEARE 


LUTHRINGER, G. F., CHANDLER, L, V. and CLINE, D. C. Money, credit and 
finance. (Boston: Little Brown. 1938. Pp. x, 379. $1.40.) 

OTTEL, F. Bankpolitik. (Jena: Fischer. 1937. Pp. vii, 184. RM. 8.50.) 

RAE, P. M. The £ 5. d. of national defence. (London: Hodge. 1937. Pp. xvi, 199. 
Gs.) 
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From beginning to end this book is a vigorous, almost violent plea for eco- 
nomic and financial planning. Dr. Paul Einzig sets the tone in his foreword: 
“Orthodox economists can still think only in terms of their petty bank-rate 
theories, and continue to urge the return to /aissez-faire without even taking 
the trouble to attempt to reconsider their theories and doctrines in the light of 
the vital consideration of national defence” (p. viii). 

The Germans and Italians do these things better, Miss Rae maintains, They 
plan. “Everything is worked according to schedule.” The Germans even have a 
word for it, Wehrwirtschaft. The author plunges with flaming sword through 
the finance of rearmament: “There is everything to be said in favour of both 
excess-profit duty and a tax on capital appreciation” (p. 24)—-Americans please 
take notice; the price ievel and exchanges rates: “Once it was realized in 
Washington that London had made up its mind to depreciate sterling with or 
without American consent, President Roosevelt and Mr. Morgenthau would in 
all probability become less rigid in their attitude towards the sterling-dollar 
rate” (p. 94) ; industrial problems of national defence: “It has become only 
too painfully evident thet if these supermen [Captains of Industry] are allowed 
a free hand to run the economic system of the world, they are apt to make a 
thorough mess of it” (p. 130); and a number of related problems, slashing 
right and left at the muddlets-through as she passes. 

It is an odd little book; fantastic yet realistic; amateurish yet sophisticated ; 
anti-Hitler yet fascist in spirit. 

ALZADA COMSTOCK 


SAROW, F, Offenmarkpoliitk zur Konjunkturregelung: Erfahrungen in England, 
den Vereinigten Staaten und in Deutschland, (Munich: Duncker und Hum- 
blot. 1937. Pp. 111. RM. 4.20.) 

SUTHERLAND, C. H. V. Coinage and currency in Roman Britain. (New York: 
Oxford. 1937. Pp. 210. $3.50.) 

k R. G. Modern banking. (New York: Prentice-Hall. 1937. Pp. 490. 

3.80. 

WALKER, J. R. Bank credit as money: its hazards and their control. (New York: 

Harper. 1937. Pp. 158. $2.) 


The author “believes that he has made clear for the first time the economic 
principle involved in bank credit inflation” (p. 139). While there is no specific 
statement as to just what this principle is, the general tenor of the argument 
seems to be that bank credit is innocuous when confined to loans against short- 
term self-liquidating commercial paper but that it is highly inflationary when 
used to acquire assets of longer term. In the one case it is said to be quickly 
“transmuted into income” and retired. In the other, it remains outstanding 
long after it is similarly “transmuted,” and so drives prices upward. 

Thus far the argument seems remarkably like that of the proponents of 
qualitative control of bank credit but Mr. Walker gets into perhaps new, if 
somewhat obscure, territory when he proposes to nullify the allegedly peculiar 
inflationary effects of long-term bank loans and investments by a provision 
for the graduation of reserves according to the average maturity of the assets 
in a bank’s portfolio. He appears to be convinced that varying degrees of in- 
flation, caused by the purchase with bank credit of different types of assets, 
can be measured, and that they can be accurately compensated by a corre- 
sponding increase in reserve requirements. The maximum required reserve, 
nevertheless, would be 50 per cent whether or not this was compensatory. 
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In his attacks on the evils of our present banking procedure Mr. Walker is 
much shrewder and more convincing than in his positive proposals. It is per- 
haps significant that, after scoring a point against “planners” by noting that 
events stubbornly refuse to conform to predictions, he goes on, in the next 
paragraph but one, to a sweeping prediction of his own to the effect that it is 
inconceivable that new gold deposits will ever be discovered on a scale suff- 
cient to affect appreciably the present value of that metal. 

This book can be read with very great profit by all those who think that our 
existing banking system, even in principle, is satisfactory, but it offers less to 
those who would know how that system might be beneficially reformed. 

FRANK D. GRAHAM 


WILLETT, H. Fertilizer prices and price indexes. (Washington: Nat. Fertilizer 
Assoc. 1937. Pp. 40.) 

Fourth annual report of the Federal Home Loan Bank Board, covering operations 
of the federal home loan banks, savings and loan division, the Home Owners’ 
Loan Corporation, Federal Savings and Loan Insurance Corporation, for the 
period July 1 1935, through June 30, 1936. (Washington: Fed. Home Loan 
Bank Board. 1937. Pp. 144. 20c.) 

Girard Trust Company: a century of financial activity, 1836-1936. (Philadelphia: 
Stern, 1936. Pp. 191.) 

Michie on banks and banking: 1937 cumulative supplement for volumes 1-9. 
(Charlottesville, Va.: Michie Co, 1937.) 

Ohio banking law, annotated, containing all amendments to June 1, 1937. 
(Columbus: Banks-Baldwin Law Pub. Co. 1937. Pp. 186.) 

Quantity and cost budgets for 1, family of an executive; 2, family of a clerk; 3, 
family of a eS earner; 4, dependent families or children; prices for San 
Francisco, October, 1936. (Berkeley: Univ. of California, Heller Committee 
for Res. in Soc, Econ. 1936, Pp. 80. 40c.) 


Public Finance, Taxation, and Tariff 


Studies in Current Tax Problems. By CARL SHoupP and Others. (New 
York: Twentieth Century Fund. 1937. Pp. xxiii, 303. $3.50.) 

Upon the completion of a construction project the contractor usually finds 
himself in possession of more or less material and equipment which has 
not been fully used up, although it was necessary to the project. So it is 
that the director of any ambitious research project, upon completion of his 
general report, finds himself the possessor of a number of memoranda 
covering special phases of the investigation, which were indispensable to the 
preparation of the principal report but are too long or otherwise unsuitable 
for inclusion in it. In this way Dr. Carl Shoup, director of the Twentieth 
Century Fund’s survey of taxation in the United States had to dispose of a 
large number of memoranda following the publication of his principal 
“report, Facing the Tax Problem, which appeared early in 1937. In the vol- 
ume under review are published six research reports containing material 
support for some of the conclusions stated in the principal report. Of the 
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remainder some have already appeared, and it is to be hoped that still others 
will appear in the form of articles or otherwise. The six published in this 
volume are of uneven scope; but the average quality runs high enough to 
warrant the hope that all yet unpublished will be available in print soon. 

Ranking first, in value and scope as well as in sequence of appearance, 
is a study by Professor Mabel Newcomer entitled “Estimate of the Tax 
Burden on Different Income Classes.” Ten hypothetical families with in- 
- comes ranging from $500 to $1,000,000 are made to serve as twenty 
families by the expedient of letting each of them live first in New York 
and then in Illinois. All the taxes borne by each family in each state, whether 
laid or paid in that state, are then applied; and the computation is carried 
to the point of showing the taxes borne by each family in percentages of 
their respective incomes. Interpolating, to fill in the gaps in the income 
series, one may visualize the tax system as a whole. He finds, as was to be 
expected, that although the system as a whole is progressive, especially in 
the upper brackets, it is regressive for those whose income is so low as to be 
fully or nearly exempt from income and death taxes. The function in the 
tax system of these two taxes is made very clear. In the absence of pet-_ 
tinent knowledge Dr. Newcomer of course had to rely on basic assumptions 
respecting such matters as occupation, source of income, ownership of 
property, apportionment of expenditures, and the shifting, incidence, capi- 
talization, and apportionment of the several taxes on each family. The use 
of assumptions raises interesting questions. Is, for example, the showing 
that wage earners bear in taxes nearly twice as large percentages of their 
incomes as do the same income classes among farmers, descriptive of a 
fact? If so, in what sense if at all is the prevailing opinion that farmers 
are ovettaxed valid? Or are the assumptions affecting these two, and possibly 
other classes, invalid? It is perhaps the greatest merit of this and other 
basic studies that they uncover clashes of conclusions, leading to further 
investigations, which in turn may uncover the facts. This study is one of 
a kind almost unknown in the United States, although familiar in Germany 
and in the United Kingdom. 

The other five basic research studies can only be mentioned. The second 
is “A Comparison of Aggregate Burden of Federal Income Tax and State 
Income Tax in Eleven Selected States.” The third is a brief study of “State 
Property Tax Rates, 1925-36.” Somewhat more comprehensive in scope 
is the fourth, covering “Costs of Administering the Various State and 
Local Taxes.” The fifth, “Estimating Income and Estate Tax Yields,” is 
rather technical, as are also the first and the second. The sixth study covers 
“An Estimate of Federal, State and Local Expenditures, 1936-40” and is 
necessarily conjectural, as all forecasts must be. Two parts are appended, 
being a list of “Studies of State and Local Tax Systems, 1920-36” and a 
bibliography. The summary treatment here accorded all but Dr. New- 
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comer’s study implies nothing in the way of inferior quality. The volume 
is a fine example of the work that can be done with adequately financed and 
staffed research. 
JENS P. JENSEN 
University of Kansas 


Studies in Massachusetts Town Finance. By EUGENE E. OAKES. (Cam- 
bridge: Harvard Univ. Press. 1937. Pp. 237. $2.50.) 

This book deals with “the significance of the relation between benefits 
and taxation in local finance” (p. 10). The author is concerned with a 
special formuilation of the Benefit Principle—“‘that at least in the field of 
state and local finance an attempt should be made to collect the required 
revenue from people who benefit either personally or through their property 
from the services provided by the government agencies” (p. 5). The pur- 
pose is to discover from the financial histories of small Massachusetts towns 
the consequences of failure to achieve this kind of adjustment between 
benefits and taxation. 

The nine towns included furnish a variety of episodes involving different 
manifestations of the same taxation-benefits problem—divisions of towns, 
rapid industrial or suburban growth, and the construction of private electric 
generating plants. The chief cause of the divisions (the formation of a new 
town from a portion of one or more parent units) was that the citizens of 
the newly-created towns could not obtain desired services from the original 
governments though willing to pay taxes for them. These separations re- 
sulted in diseconomies of multiplicity of units, over-specialized industrial 
towns lacking fiscal adjustability to depressions, excessive expenditures, 
financial strain, and even bankruptcy. In the cases of rapid suburban and 
industrial growths, the influx of population occasioned expansion of ex- 
penditures disproportionate to the rise of property assessments, bringing 
net increases in tax burdens. The erection of electric plants caused increased 
expenditures not required by the public utilities, and tax burdens upon con- 
sumers of electricity in excess of benefits. 

An important “by-product” of the investigations is the conclusion that a 
predominance in a town of poll-tax payers whose tax burdens do not vary 
with appropriations will generally lead to excessive expenditures. The author 
found, however, that in some cases this tendency may be checked by the 
“despotic” influence of some family or individual. 

The book is a valuable contribution to the literature of public finance. 
It not only explores a neglected field, uncovers rich sources of local data, 
and presents interesting generalizations, but demonstrates the advantages 
of the case method in this field. The reviewer hopes, with the author, that 
this venture may stimulate more case studies in the field. 

Some reservations however seem advisable with reference to the kind of 


1938 | Publr- Finance, Taxation, and Tarif 179 


tax distribution toward which the study seems to point. The author does 
not advocate a theory of justice in taxation, but the implications seem to be 
that the local revenue should be collected from the beneficiaries of local 
services. Such a policy is debatable and the author’s evidence does not neces- 
sarily prove its desirability. Much consideration is today being given to the 
possibilities of control o? expenditures by other means. Until we know more 
of these possibilities w= are hardly warranted in concluding that sound 
local finance can be acnieved only by more extensive use of beneficiary 
taxation. 
K. M. WILLIAMSON 


Wesleyan University 


NEW BOOKS 


ALTMAN, G. T. Introduction to federal taxation (1936 act). (Chicago: Com- 
merce Clearing House. 1936. Pp. x, 168.) 
A lawyer's inzerpretetion and explanation of the Revenue act of 1936. 
BARONE, E. Le opere ecor omiche. Vol. III. (Bologna: Zanichelli. 1937. Pp. 533. 
L, 40.) 


Barone’s financial writings were originally published as three works, of 
which the important Principles of Financial Economics, although not the most 
recent work, is now reprinted as the final volume of his collected works. It 
embraces all the leadirg arguments that he advanced elsewhere, here fused 
into the most complete 1nd balanced statement. The editor has not attempted to 
bring materials down to date or to revise the chapters in any respect. 

Part 1 treats of incomes and the tax burden, the state’s expenditures, non-tax 
income. Part 2 discusse: taxes: the general theory, levies depending on income, 
on consumption, on transfers, finally the shifting of taxes. Part 3 discusses 
extraordinary income (with reference to the problems of the public debt), the 
budget, aspects of loca. finance, various tendencies of current finance, chiefly 
the vogue of the income tax and measures designed to meet cyclical depressions. 

An appendix of 50 pages, not a part of the original work, reproduces subse- 
quent pronouncements of Barone on the topic of war finance. This volume 
sustains the impressior that Barone was not only an economist of sensitive 
and clear mind, but ore of the most competent expositors of doctrine of his 
time in Italy. 

R. F. FOERSTER 


CARR, R. K. State contrel of local finance in Oklahoma. (Norman: Univ. of 
Oklahoma Press. 1937. Pp. xiv, 281. $3.) 


Attempts to find a saitable division of governmental functions and powers 
between the state and its political subdivisions are met in many states, but 
rarely in such a colorfu array of continuous experiments as characterize nearly 
the entire history of Okblahoma. In that state, more than elsewhere, the experi- 
ments seem to have bean, if not blind, at least confused as to the goal to be 
attained. The attitude cf the promoters, and many of the administrators of the 
control measures, toward the municipalities seems to have been that they have 
been and are incurably naughty and extravagant children, who “ought to be 
spanked and have their candy taken away from them.” It is with these attempts 
of the state government to control the fiscal activities of the local governmental 


180 Reviews and New Books [March 


units, with the formulation of a goal to be sought and ways of attaining it, 
that Carr is concerned. 

Following an introductory chapter, in which is presented the economic and 
political background of Oklahoma, the author outlines the legislative, con- 
stitutional and statutory measures designed to curb, say, the municipal tax 
levies and bond issues; and he finds that, although these measures have been 
severe and vexatious, they have been largely ineffective. One chapter describes 
the administrative agencies for the control of the assessment of property— 
namely, the unique county excise board, the equally unique court of tax review, 
the tax commission, and the ex officio state board of equalization, and reveals 
them as being too many in number, overlapping, and for those reasons produc- 
tive of delay and confusion. The excise board and the court of tax review are 
criticized in the two following chapters. The only administrative agency to 
receive nearly unqualified approval is, oddly enough, the attorney general in 
his ex officio capacity of state bond commissioner, doubtless largely because he 
has conceived his function and limited his activities to the task of assuring the 
legality, in the spirit as well as the letter of the law, of local bond issues. The 
state examiner and inspector, also a unique Oklahoma agency, receives some 
commendation because, on account of his remarkable personality, he has been 
able to effect his local reforms voluntarily. A brief chapter deals with indirect 
control through what is not but should become a system of state grants-in-aid. 
In the final chapter it is shown that “Oklahoma must choose” an advantageous 
combination of state administrative control and local legislative democracy, 
which will in any case involve a simplification of the state agencies for local 
financial control, and indeed a simplification of the entire governmental or- 
ganization. 

Apart from two cases of misspelling, one of them being of his own initials 
in the index, the reviewer found no technical defects in the book. It is a 
decidedly meritorious work of research in local public finance, painstakingly 
prepared and simply presented by an author showing sound judgment. It 
would be well to have a similar study made for each of a number of other 
states if not all of them. 

Jens P. JENSEN 
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covering a restatement of the law of tax avoidance realistic valuation for federal 
tax- purposes; and suggested modifications of the bad debt provision. (Chicago: 
Callaghan. 1937. Pp. xxxiii, 341. $5.) 

ScHULTZ, A. D. Tax reduction ahead: a review and forecast of the finances of 
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Assessment principles and terminology. (Chicago: Nat. Assoc. of Assessing Of- 

cers. 1937. Pp. 166. $2.) 


This volume is a report to the National Association of Assessing Officers by 
its Committee on Principles of Assessment Practice. The first part deals with 
assessment principles, the second with assessment terminology, and the third 
consists of a selected bibliography. 

In the chapters in which assessment principles are discussed attention is given 
to methods by which the assessment of different types of property may be ac- 
complished more effectively. The machinery for assessment and for review and 
equalization is critically enalyzed with recommendations as to the best organiza- 
tion for each purpose. The chapters which deal with the assessment of different 
kinds of property suggest devices through the use of which effective assessment 
may be accomplished. No question is raised as to whether all types of property 
should be assessed, while there is a certain air of assurance that the adoption 
of the proposals will bring satisfactory results. This assurance is doubtless 
unwarranted in some cases, especially in the assessment of intangibles. 

If assessment cfficials and writers would adopt the meaning assigned to the 
terms listed in the part dealing with terminology, a great deal of confusion 
would be avoided. The bibliography is well selected and will be helpful to any 
one who wishes to be informed on the problems of assessment. 

MERLIN H. HUNTER 
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Chain-store tax laws: the full texts of the state chain-store tax laws as of Novem- 
ber 15, 1937. (Chicago: Commerce Clearing House. 1937. Pp. 102. $1.) 

Financial statistics of cities having population of over 100,000 fiscal year 1935. 
(Washington: Supt. Docs. 1937. Pp. viti, 175.) 

Handbook of financial administration, Commonwealth of Kentucky. (Frankfort: 
Public Admin. Service. 1937. Pp. viii, 353.) 


The 1936 Government Reorganization act of Kentucky carried toward com- 
pletion the legislative part of a sound fiscal system of that state. It is tempting, 
but not entirely proper to dwell at length upon the excellent features of this 
reorganization, such as a department of revenue as substantially the only tax 
administrative agency, or the creation of the department of finance particularly 
with its division of accounts and control, as the central agency of fiscal control, 
or the establishment of a treasury as distinctly and solely a custodial agency. 
So also with some of the problems which the reorganization did not solve, such 
as the complicated and anachronistic county fee system of compensation of 
public employees. These matters are chiefly the background for the publication. 

The book is more than a voluminous bookkeeper’s manual. It is a treatise 
on the mechanics of fiscal affairs with application to Kentucky. It describes 
the fiscal procedure installed to make the governmental reorganization effective. 
The fiscal structure is described in the first two chapters, budgetary administra- 
tion in the third, the character of the commonwealth funds in the fourth, the 
accounting system in the fifth, and financial statements and reports in the sixth. 
Then follow chapters on the accounting records, the encumbrance documents, 
the payroll procedure, and the handling of receipts and disbursements. Part 1 
concludes with a chapter on state debt administration, Part 2, a single chapter, 
is devoted to the county fee system. Part 3 devotes three chapters to the various 
accounts within the respective funds. Part 4 briefly describes the state revenue 
system. Part 5 covers the organization and equipment of the pivotal division 
of accounts and control. Part 6 consists of a brief glossary of financial terms. 

There is no index, but an extensive table of contents. Document and record 
forms abound. Four charts illustrate the organization structure of the two pri- 
marily fiscal departments and their divisions. The handbook is well done and 
sO aie is the content that every state ought to have an organization and a 
procedure as acceptable as, if not identical in form with, those presented. 

JENS P. JENSEN 


Highway user taxes. Highway user ser. no. R13. (Washington: Nat. Highway 
Users Conf. 1937. Pp. 54.) 

How to reduce the undistributed profits tax. (New York: Alexander Pub. Co. 
1937. Pp. 137.) 

Naval expenditures 1936. (Washington: Supt. Docs. 1937. Pp. 82. 20c.) 

Regulations 100, relating to employers tax, employees tax, and employee repre- 
sentatives’ tax under Carriers Taxing act of 1937. Public no. 174, 75th Cong. 
(Washington: Treasury Dept., Internal Revenue Regulation. 1937. Pp. 48. 
10c.) 

Reports of the United States Board of Tax Appeals, volume 34, March 1, 1936, 
to October 31, 1936. (Washington: Tax Appeals Board, 1937. Pp. 1365. $3.) 

State tax yield statistics: 1937. (New York: Tax Policy League. 1937. Pp. 52. 
$1.) 

The purpose of this study is to make available for general use, as early as 

practicable after the close of the fiscal year, statistics on the yield of state taxes. 
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It is designed to avoid many of the delays incident to the publication of the 
more comprehenstve studies by the Bureau of Census and the National Indus- 
trial Conference Board, which usually are not complete until a considerable 
lapse of time after the data are available. The study contains tables for each 
state showing revenue receipts classified according to kinds of taxes, and the 
amounts of each tax that are retained by the states and the amounts shared 
with local governments. There are also summary tables for each kind of tax, 
broken down according to states and according to the amount retained by 
the states and that shared with local governments. This data having been ob- 
tained by correspondence directly from the tax commissioners, auditors, and 
treasurers of the various states so early after the close of their fiscal years should 
prove of interest to students of public finance. 
ROSCOE ARANT 


Population and Migration 


Migrant Asia. By RADHAKAMAL MUKERJEE. (Rome: Comitato Italiano 
per lo Studio dei Problemi della Popolazione. Ser. iii, vol. 1. 1936. 
Pp. xlv, 310. L. 30.) 


The Comitato Italiano per lo Studio dei Problemi della Popolazione in- 
stituted a new series of publications (Series III) in order to give place to 
Professor Mukerjee’s monograph. This series will be published in non- 
Italian languages, but with introductions in Italian. 

If the Italian Committee has as its purpose the scientific study of popula- 
tion, it is at first blush difficult to understand why it has singled out this 
curious mixture cf factual description and value judgments as the first 
of its monographs by foreign students. While it is probable that the Com- 
mittee and its President, Dr. Gini, are in general sympathetic with Professor 
Mukerjee’s sentiment for the breakdown of migration restriction and for 
the international control of raw materials, it ts unlikely that they accept 
his Oriental point of view as objective or his wishful thinking as realistic. 
It is probable, therefore, that the work was selected for publication as an 
authoritative sample of what intellectual Asiatics think of the “unfair” 
distribution of the world’s land and raw materials between the white races 
and the yellow and brown and of the discriminatory restrictions or exclu- 
sions which the white nations have erected against the immigration of 
Orientals. As an exemplification of these sentiments, Mukerjee’s work has 
considerable value. 

As a scientific study of the economics and politics of migration, little 
can be said for it. Mukerjee has a broad knowledge, gained, if one may 
judge by the book's lack of documentation, mainly from secondary sources 
of Asiatic migration, national migration policies, and labor conditions in 
the tropical and subtropical colonies controlled by the dominant Eutopean 
nations; but the careful student will check his factual statements. Broadly, 
however, and making due allowance for his sentiments, his wide survey 
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of world population distribution and migration is a contribution. The 
main features of the “problem” as he sees it are: the disproportional distri- 
bution of the world’s population and of the world’s wealth in land and 
natural resources; contrasts in standards of living; the increase of the Asiatic 
peoples, under the influence (sanitation, etc.) of western culture, to the 
saturation point; the political control by the white nations of huge land 
areas of low population density but of putatively high economic produc- 
tivity; the alleged dependence of the industrial nations on the tropics for 
foodstuffs and raw materials; the non-adaptability of whites to tropical 
life and labor; the resentment of the Asiatics on being excluded from these 
low-density regions; and the consequent advisability, on economic grounds 
and grounds of world peace, of opening these restricted areas to Asiatic 
immigration. 

Mukerjee continually reiterates the need of “scientific”? world economics 
and a “scientific” solution of the world population problem, but he reveals 
little understanding of the import of the word scientific. There is tire- 
somely reiterative expression of his own feelings and value-judgments as to 
the “unfairness” of exclusion policies, the “artificial” nature of the white 
standard of living, the absence of “geographical finality” in the present 
distribution of races, the “right” of every country overpopulated by its 
own imprudence to dump its surplus numbers anywhere that there is “un- 
utilized” land and anywhere that their low subsistence standard of living 
will enable them to compete with other laborers successfully, his convic- 
tion that the Oriental—especially the Indian—agricultural laborer is, with 
the possible exception of the Chinese, the best fitted to people the waste 
places, and finally his conviction that economic pressures will override 
political power and force the European and American nations to let down 
the bars. 

Now, if there is a world population “problem” it is fundamentally much 
more a problem of psychology than of economics or politics. It is a prob- 
lem of the attitudes and sentiments, not only of the masses of common 
people but of intellectual and moral leaders like Professor Mukerjee. Unless 
the Indian leaders can bring themselves to see that India’s population prob- 
lem is an Indian, and not a world, problem, it is mere wishful thinking on 
their part to suppose the problem will be solved. Only once in the entire 
book does Mukerjee mention birth control. Apparently the idea has never 
occurred to him that the solution of the Indian, or of the Japanese and 
Chinese, overpopulation problem is a reduction of population to some 
reasonable relation to the resources, natural and cultural, which these peoples 
can command in the territory they now possess. Nor does it occur to him 
to ask whether in the long run the standard of living of Orientals would 
be any higher were they permitted to horde into Australia, Canada, Africa, 
South America, and the United States. He does not see that with their 
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present uncontrolled fertility, the Orientals wherever they might be would 
in a few generations multiply to the saturation point. 

Even if we waive the “right” of peoples who have learned to check 
their reproductive impulses by a modicum of practical reason, to protect 
their own “artificiel” standard of living from Asiatic competition, Muker- 
jee’s notion of the relief to Oriental overpopulation which would result 
from the Asiatic settlement of Australia, South Africa, and other regions 
from which they are now excluded, is highly inflated and erroneous. To 
take the Australian bocster’s estimate of 450 million as the potential 
population capacity. of Australia is to be merely gullible and to reveal 
complete ignorance of the literature of Australian climatology and resources. 
The same observation applies to his bland comparison of densities of 2,000 
or 2,500 in certain small areas of Bengal with the average densities of the 
United States and Canada. Here is either ignorance or ignoring of the fact 
that the part of the United States between the Rocky Mountains and the 
Sierra-Cascade range, and indeed the whole vast area between the one- 
hundredth meridian and the California valleys, must continue to have a 
low density of population whatever the standard of living; and that the 
major portion of Canada consists of arid, rocky, boreal wastes that no 
people on earth could bring under cultivation. l 

Mukerjee is on safer ground when he argues for the opening of the 
tropics and subtropics to Asiatic immigration. And certainly no decent 
person will differ with him in his criticisms of past labor policies in the 
white-controlled tropical plantation colonies. 

In his 40-page introduction Dr. Gini gives an admirable and not un- 
critical summary of Murkejee’s matter, contrasts Murkejee’s “thesis” with 
the Occidental, compares the idealistic with the realistic approach to the 
problem of international relations and concludes with a philosophy of 
international trade essentially mercantilist in principle. 

A. B. WOLFE 

Ohio State University 
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Pp. xiv, 101. $1.75.) i 

In a convenient compilation containing four chapters the writer summarizes 
and criticizes the data upon total colonial population available in censuses or 
estimates and upon classifications by race and by continent of birth. A final 
chapter describes the condition of birth and death registration in the several 
colonies, The text, fortified with numerous footnotes, fills about one-third; 
the notes to the three main tables in the appendix fill the other two-thirds of 
the small volume. Like all Dr. Kuczynski’s publications, this booklet is a 
thorough and competent piece of work, but is weakened by occasional cock- 
sureness on debatable points. He declares, for example, ‘The actual popula- 
tion of a country can be ascertained [by which he means, I suppose, the popu-, 
lation of a country can be ascertained exactly} only through an enumeration. 
... All figures obtained by other means ... are estimates or guesses” (p.vit), 
and passes on without another word. 

I would prefer to say: enumerations have been found to be the best prac- 
ticable method of estimating population, and if carefully taken in a well organ- 
ized country are behead within one per cent of the truth. The population 
can be ascertained exactly only by continuous registration of every birth and- 
death, every arrival and departure, throughout an entire generation; but this 
theoretically best method remains impracticable. And so, imitating Dr. Kuczyn- 
ski, I will pass on. 
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This book is primarily a sociological textbook on the so-called “problems” 
created by international migration and, being intended for American students, 
is concerned with problems precipitated by recent immigration into the United 
States. The author traces migration to the unequal distribution of economic, 
resources and opportunity relative to that of numbers in the various parts of the 
world. Migration is thus an economic equilibrating process subject, however, to 
the influence of non-economic factors. 

The author’s emphasis is best suggested by his chapter distribution. To the 
ethical and legal questions involved in migration he devotes one chapter; to 
the history of migration and the quantitative and qualitative aspects of 
population growth, four; to nationalism, one; to the economic, biological, and 
cultural effects of migration, four; to the general immigration and assimilative 
policies in effect in the United States, five; to oriental migration in general and 
to the United States and to Mexican immigration into the United States, three; 
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to the development of the principles of migration control now being applied in 
the international sphere, four. 

Although Professor Taft’s treatise serves the purpose intended as well as, 
if not better than, any other such work now available, his discussion is o to 
criticism upon several grounds. These criticisms, however, are equally ap- 
plicable to other treatises in the feld. The tone of this discussion becomes wish- 
tully pious at times. The legal and ethical principles underlying migration and 
the conditions that have given rise to these principles require more acute criti- 

` cal analysis than is here given. The treatment of problems associated with an 
“optimum” population is not adequately integrated with the evaluative dis- 
cussion of migration policies. The interrelationships between the patterns of 
international movements of goods, raw materials, and capital equipment, and 
the patterns of movements of men require much more careful treatment, par- 
ticularly in respect to their reciprocal effects. 

: JOSEPH J. SPENGLER 
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This volume presents a scholarly and interesting account of the problems of 
our contemporary public and private economies, Excess baggage, which gener- 
ally confuses the reader or student and obscures the fundamental framework 
of the problems, has been consciously omitted. At the end of each chapter is 
a list of questions, intended to conform to the best practice in educational pre- 
sentation and instruction. The authors appear to have succeeded admirably in 
the choice of their problems and the expositions and discussions of them, The 
historic approach is followed as a general rule. 
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Beginning with Julius Caesar and ending with the modern corporation, 
with due space given to the Fuggers, Wellington, the Rothschilds, the House 
of Morgan, and all other notebles who have known how to turn a war to their 
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individual advantage, the author has written a history of war profits, with 
figures cited. He is not concerned with the condemnation of war, or with 
putting men and companies in the pillory; the reader has no need to defend 
himself against pzopaganda on this emotionally overcharged subject of war, 
for the book is calm history and analysis. 

Who profits financially by war? Mr. Lewinsohn finds that the answer to 
this question changes with the passage of time. The schedule is approximately 
as follows: 


From earliest times te 1815—the generals 

From about 1400 to 1917—the bankers 

From about 1500 to the present—armament firms 
From about 1600 to the present—the “contractors” 
From about 1700 to the present—speculators 


This outline is not rigid. Hindenburg and certain British generals benefited 
from the World War, for example; and the Morgan firm certainly made its 
profits in the same war. In the main, however, the temper of the times now 
regards generals as specialists to be rewarded according to their skill. As for 
the bankers, the author thinks that the governments will continue to replace 
them in the financing of wars, as did the United States in 1917-18, and 
Italy in 1935. 

The other three groups, however, continue to grow wealthy in a civilization 
which permits war. Mr. Lewinsohn points out that they all benefit more by 
keeping alive the fear of war than by the actual state of warfare. The latter 
is likely—indeed, is almost certain—to limit their world-wide operations. So 
long, however, as the munition makers, contractors, and speculators can play 
one nation against another, they fatten on human fear. They are true inter- 
nationalists, for no puny patriotism prevents their turning a penny in supply- 
ing goods to the enemy. 

The historical research which has gone into the preparation of this study 
of war profits makes the book illuminating, if grim, reading. Mr. Sainsbury’s 
translation is excellent. 

JAMES G. LEYBURN 
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READ, L. E. The romance of reality. (New York: Dodd Mead. 1937. Pp. xiv, 
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Reiss, R. L. British and American housing. (New York: Nat. Public Housing 
Conference, 1937. Pp. 110. $1.09.) 

ROSENFIELD, I., and others. Housing and town planning in the Soviet Union. 
Res, bull. vol. 2, no. 5. (New York: Am. Russian Inst. 1937. Pp. 12. 10c.) 

SALOMON, A. E@ucation for social work: a sociological interpretation based on 
an international survey. (New York: Russell Sage Found. 1937. Pp. 271. $3.) 

SCHMIDT, E. P., editor. Man and society: a substantive introduction to the social 
sciences, (New York: Prentice-Hall. 1937. Pp. xv, 805. $5.) 


Eleven social scientists from the University of Minnesota, with the aid of 
two “outsiders,” present a “substantive introduction to the social sciences” in 
about 800 pages and 16 chapters. The book is designed for orientation courses 
and aims to “acquaint the reader with the core of knowledge in each of the 
social sciences.” 

The topics treated are: sociology and culture; social institutions; social 
anthropology; social psychology; psychology and some of its applications; 
modern criminology; history; human geography; elements of political science; 
popular participation in government; the machinery of government; the eco- 
nomics of price; the distribution of income; economic security; causal relation- 
ships and their measurement; and social valuation. 

The authors indulge in no noticeable writing down to the so-called college 
level. Pedantry is absent and an odd uniformity of humor enlivens the pages 
and should heighten the interest of the students. Such samples should lead to an 
increase in demand for further course work in these fields of knowledge. 

Nevertheless, there is no sustained effort to show the interrelations of the 
social sciences; there is little synthesizing of the various disciplines. A few 
footnotes of cross reference are undoubtedly supplied by the editor. Professors 
Monachesi, Kirkpatrick, and Hartshorne in their respective stints on sociology, 
political science and geography do address themselves to this matter of inter- 
relationships but otherwise synthesis is lacking. 

The economist editor permitted a preponderance of pages to sociology— 
approximately one-third of the book. History, sometimes called the “father of 
the social sciences,” uses the fewest pages (16). Political science, economics, 
psychology and geography follow in that order in terms of pages and emphasis. 
Only 150 pages are required to give the gist of economics which, in the larger 
universities at least, has more courses and more personnel devoted to it than any 
of the other disciplines. 

A case for the rearrangement of the chapters could be made. The last two 
ought to come at the beginning of the text following a general introduction to 
the scientific study of man in society. 
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The reviewer is still intrigued with the significance of the statement (p. 623) 
that “health, teeth, education, and comforts are sacrificed” as a result of the 
inequalities of income, Furthermore, it seems to be a value judgment when in a 
footnote (p. 628) the editor says of Chamberlin’s The Theory of Mono polistic 
Competition, “This is perhaps the most important book in economic theory 
since 1900.” 

Nevertheless, this text is well done; its typography is excellent; and it is well 
indexed. It is undoubtedly an improvement upon the syllabus method in orienta- 
tion courses. If the student who uses this text takes no further courses in the 
social sciences he ought to leave college with a better understanding of these 
studies than many graduates who have been exposed to only one—history, for 
example. On the many whose collegiate life is short it ought leave an imprint 
of all of the social sciences. 

ALBERT T. HELBING 


SEYMOUR, H. When clients organize. (Chicago: Am. Public Welfare Assoc. 
1937. Pp. 38. 50c.) 

“Unemployment relief, from its earliest days, has been paralleled by or- 
ganization among the needy unemployed population. Every large city, most 
small cities and towns, practically all states, even the national area, have wit- 
nessed the growth of relief pressure groups. More recently, pressure organiza- 
tions have spread to the social security categories. When the complete story 
of relief and assistance is written, such client organizations, known to adminis- 
trators through the grievance committee, the client delegation, the protest 
demonstration, hunger march, or work relief strike, will have a place in it. 

“The present study attempts three things: an account of organizational 
development; an analysis of organization relationships with public authorities ; 
an evaluation of client pressure groups as a factor in administrative and legis- 
Jative policy.” 

SHAFER, K. A basis for social planning in Coffee County, Alabama. Soc. res. 
rep. no. vi. (Washington: U. S. Dept. of Agric. 1937. Pp. 48.) 

SIGERIST, H. E. Socialized medicine in the Soviet Union. (New York: Norton. 
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TEAD, O. The case for democracy, and its meaning for modern life. (New York: 
Association Press, 1938. Pp. 130. $1.25.) 

VALK, W. L. De bebeersching der wereldeconomie: een onderzoek betreffende 
de voorwaarden van stabiele welvaart en wereldvrede. (The Hague: Uitgever- 
smaatschappij De Struisvogel. 1937. Pp. 170.) 

This study of a planned world economy aims at stabilized welfare and 
world peace based on a program of work for workers, security for investors, 
centralized control with a maximum of freedom, peace and good will among 
the nations and welfare for all. 

The author rejects the economic determinism of Marx as well as the self- 
operating economics of old, laissez-faire liberalism. He recognizes the im- 
portance of human inscitutions as both cause and effect of human behavior 
and believes that through changed institutions human relationships may be 
improved. New institutions that are adapted to new needs and new conditions 
must be developed to replace such older institutions as are impeding progress. 
Group consciousness and a feeling of social responsibility must be built up 


192 Reviews and New Books [March 


deliberately to create attitudes that make possible higher forms of collective 
life. 

Where government rests on force, dictators will assume control in these 
days when the need of control is so generally felt. But in free democratic 
communities a higher form of leadership is called for, one that is self-effacing, 
self-controlled, articulately idealistic but not blind to the limitations of reality. 
Democracy must strive for social regeneration on a high spiritual plane that 
the forces of prejudice, egotism, lust for power and revenge may be overcome 
and an exalted idealism may prevail. Since the causes of our economic and 
social ills are psychological as well as material and technical, those who would 
plan for a better world must not restrict themselves to a materialistic approach. 

The author does not minimize the difficulties of his task nor does he look 
for immediate spectacular results but he has faith in attacking the problems 
democratically. He recognizes the rights of the individual and believes that 
these rights should be interfered with only when clearly demanded by social 
interests. He believes it possible for men of good will to solve the problems 
along democratic lines; and without good will the problems are insoluble. 

In this spirit are discussed such questions and problems as the causes of 
the depression, technological unemployment, control of investments, national 
and international monetary policies, control of production and many inter- 
national factors involved. It is recognized that some factors can be controlled 
and that others cannot; but the uncontrollable factors may have their unfavor- 
able effects reduced to a minimum. The author does not hesitate in requiring 
political control over economic life, but control in a spirit of understanding, 
sympathy, patience and tolerance. 

R. S. SABY 
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Peaceful change: an international problem. A symposium. (New York: Mac- 
millan. 1937. Pp. 193. $2.50.) 

Contains two chapters on “The economics of territorial sovereignty” by 
L. C. Robbins and “The economic bases of revisionism” by T. E. Gregory. 

Proceedings of the national conference of social work. (Chicago: Univ. of 
Chicago Press. 1937. Pp. xi, 699. $3.) 

With the increasing insistence social work aims, objectives, and technique 
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relate themselves to the economic process. No longer a matter of “treatment 
routines,” social work is fully aware of the economic and political implica- 
tions of the times. Futuze trends can be adduced from a perusal of the dis- 
criminating collection of 60 papers culled from the 64th annual session held 
in Indianapolis. 

EDWIN S. BURDELL 
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Youth: a world problem, study in world perspective of youth conditions, move- 
ments, and programs, (Washington: Nat. Youth Admin, 1937. Pp. 138. 25c.) 


Insurance and Pensions 
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Mackay, G. R. and ACKERMAN, S. B., editors. Cyclopedia of insurance in the 
United States. 47th ed. (New York: Index Pub. Co. 1937. Pp. 840. $3.) 

MAYER, M. Workmen's compensation law in Louisiana: a case study. Stud. no. 
34, (Baton Rouge: Louisiana State Univ. Press. 1937. Pp. 253. $2.) 
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Pauperism, Charities, and Relief Measures 
The Abolition of Poverty. By JAMES FORD and KATHERINE Morrow 
Ford. (New York: Macmillan. 1937. Pp. viii, 300. $2.50.) 


The conclusions reached by Mr. and Mrs. Ford are similar to those 
reached by Professor Hollender in his book bearing the same title: if the 
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people of the United States desire it and are willing to bear the cost, poverty 
can be abolished. In spite of the vastly increased magnitude of the problem, 
the authors speak with greater assurance than Hollender did in 1914, not 
only of the possibility but of the “inevitability” of the desired outcome. Their 
assurance is based on the knowledge of the causes of poverty which lie back 
of the immediate occasion of distress and on observation of the restorative 
effects of skilled administration directed toward overcoming the causes, 
whether they lie in heredity, in specific handicaps, in personal incapacity, or 
in bad family or neighborhood conditions. ‘There seems to be little tendency 
to place blame upon the unfortunate for his shiftlessness, improvidence, or 
other defect of character. “Personal incapacity—so far as it is a product 
of curable disease, ignorance, miseducation or poor moral training—can 
be progressively overcome, case by case, through individualized treatment 
and provision for adult education. It can be prevented in future generations 
by appropriate training.” Hence the frequent insistence upon “research,” 
“individualized aid,” and the “advance of science” as applied to problems 
of poverty. 

In a chapter on the five major hazards of life, an account is given of 
the piecemeal legislation dealing with accidents, sickness, unemployment, 
old-age, and death of the bread-winner. While the progress made in recent, 
decades is commended, some impatience is expressed at the inadequacy of 
such legislation. The Social Security act of 1935 is given qualified approval. 
“The degree of security afforded by this Act is immeasurably greater than 
that obtainable by the worker prior to its passage.” Some concern is ex- 
pressed as to the policies which may be adopted under it that might affect 
adversely the national income by injuring “our financial and credit struc- 
ture, frighten the investor, cramp the taxpayer,” or discourage enterprise. 

Although the distinction is made on the first page between poverty and 
dependency, the reader cannot but feel that the distinction is lost sight of 
throughout the first half of the book where the theme is essentially that of 
dependency. It is the field in which the findings of the authors, because 
of their special studies, have greatest weight. But to abolish poverty, the 
old piecemeal plans must give way to a concerted attack on many fronts. 
The theme of the second half of the book is the need of national economic 
planning for the abolition’of poverty. The argument has been made familiar 
by repetition in high places and low: there is enough “wealth latent in 
America to eliminate poverty . . . if properly produced and distributed”; 
it is accumulated “at the expense of the consumer or of the worker or 
both”; if these and other evils are not remedied “within the present order,” 
radical change may be expected. The communistic method of controlling 
economic forces is discarded as entailing “a long period of suffering and 
at the expense of democracy and liberty”; these have a better chance under 
state socialism arrived at by gradual “socializing of refractory industries” 
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where there is exploitation of their workers or consumers, “or other mis- 
behavior. . . . Evolutionary state socialism is the only safe resort .. . in 
case poverty cannot be abolished under the existing social and industrial 
orders.” 

A thirteen-point program of primary importance for the end in view 
is proposed, Production must be increased by the elimination of waste and 
the better utilization of material and human resources, by the promotion 
of invention, and in many other ways. But there must be also a better 
distribution of income. Here some specific, though not novel procedures 
are suggested. The “recapture for the public treasury ... (of) the excess 
in large fortunes” on the one hand and, on the other, more adequate 
remuneration of those with small incomes. What is meant by “excess in 
fortunes” is not clear, but the progressive income tax is the way to reach 
it. There should also be provision for “the social appropriation of certain 
increments to land value.” For increasing the income of the underpaid, 
numerous devices are passed in review: the minimum wage, government 
subsidies to workers, the family allowance, rent subsidies, safeguards for 
workers as consumers, In the midst of these proposals to aid workers there 
is, almost incidentally, given a sketch of what laborers have done to help 
themselves through codperation, at home and abroad. 

Where there is so much interference with the market determination 
of income, some sort of formula seems to be required as to where the 
paring and piecing process is to come to rest. It is a weak spot in all 
collectivist philosophy and appears to be unsettled still in the Russian ex- 
periment. The Fords are not without a formula. They are not equalitarians. 
In discussing state socialism they say: “Ideally, each individual should re- 
ceive that income which would make it possible for him and all members 
of his family to live on their most creative level.” 

A chapter is given to each of the three most tragic aspects of modern 
life: (1) unemployment, (2) the major disasters such as pestilence, con- 
flagration, drouth, and the violent manifestations of the elements, and 
(3) war. All of these are prolific causes of poverty. When one contem- 
plates the conditions which, as set forth, must be met if poverty is to be 
abolished, he cannot but admire the courage of those who, like the authors, 
labor to work out the way to the good economic life and so valiantly set out 
to achieve that end. 

G. O. VIRTUE 

University of Nebraska 

NEW BOOKS 
GILLIN, J. G. Poverty and dependency: their relief and prevention. 3rd ed, (New 
York: Appleton-Century. 1937. Pp. viii, 755.) 


SCHNEIDER, M. G. More security for old age: a report and a program. (New 
York: Twentieth Century Fund. 1937. Pp. 204. $1.75.) 


196 Reviews and New Books [ March 


STEINBICKER, C. R. Poor-relief in the sixteenth century. (Washington: Catholic 
Univ. of America, 1937. Pp. 303. $2.) 

WATSON, J. P. Economic backgrounds of the relief problem. (Pittsburgh: Univ. 
of Pittsburgh. 1937. Pp. xiii, 144.) 


This volume presents data tending to show that even in years of normal 
business activity the loss of working time in the Pittsburgh district has 
amounted to about one-fourth of full time, and that in consequence the relief 
problem is always present. Estimates of the number of workers employed and 
of the extent of working time lost by employed workers are presented by 
months for the period 1929 to 1936. At the low point of the depression, 
estimated time worked was only 40 per cent of full time. These estimates are 
based primarily upon the April, 1930, census of unemployment, a special census 
of unemployment in Pennsylvania conducted as a relief project in 1934, and 
upon confidential reports of business activity in the Pittsburgh area made to 
the Bureau of Business Research, 

There is no mention of the actual extent of relief or of the characteristics 
of persons receiving relief and no discussion of the local problems of relief 
administration. No use whatever is made of the mass of data included in the 
relief census of 1933, in the survey of Urban Workers on Relief, May, 1934 
(WPA, Division of Social Research, research monograph iv, by G. L. Palmer 
and K, D. Wood), in the occupational inventory of workers on relief in 
March, 1935, or-of the material in the files of WPA and of the local relief 
agencies. Nor are the records of the United States Employment Service drawn 
upon. There is no analysis of the increase in employment or of the decline 
in the numbers receiving relief, The final chapter entitled “Social policy toward 
relief” nevertheless comes to specific conclusions regarding the need for relief 
and the agencies which should finance and administer it. On the basis of data 
not included in the book, it is stated that relief must be continued and that 
both the federal and state governments must continue to bear the brunt of a 
burden which is not analyzed. It is concluded categorically, for example, that 
“The federal function of ‘welfare’ is a fact” (p. 107). 

LINCOLN FARLEY 


Socialism and Codperative Enterprises 


The Decline and Rise of the Consumer: .A Philosophy of Consumer Co- 
operation. By Horace M. KALLEN. (New York: Appleton-Century. 
1936. Pp. xx, 484. $2.75.) 

This philosophical and historical treatise aims to present the consuming 
interests as unifying and primary, and producing interests as divisive and 
secondary. Consumption is unifying because it is that which all persons have 
in common, though they receive their incomes from different sources. It 
is primary because men work to live rather than live to work. The develop- 
ment of these concepts is traced with genuine brilliance and learning, and the 
conclusion is drawn that the consumers’ codperative movement is the ideal 
form of social organization. Following Beatrice Webb, Dr. Kallen contrasts 
this movement favorably in comparison with producers’ coöperation, which 
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generally does not succeed and when it does, commonly ceases to be co- 
operative. There can be little doubt that Charles Howarth’s invention of the 
dividend on purchases furnishes an expansive and equalizing force which the 
dividend on wages in producers’ codperation does not provide. There can 
also be little doubt that with proper management, consumers’ coöperation 
can effect real economies and permit democracy to be practised in economic 
affairs to a far greater degree than is now the case. 

For a pragmatist, and for one who is properly concerned with maintain- 
ing the roots of sound individualism in American life, Dr. Kallen tends, 
however, unduly to minimize production and to slight the agricultural 
marketing codperatives. The American farm bids fair to be conducted as an 
individual enterprise for many decades to come, and it is a worthy way of 
life to millions. Marketing codperatives can help the farmers both eco- 
nomically and spiritually, and they have done so in the case of fruit, dairy 
products, wheat, cotton, etc. These codperatives will probably increase in 
scope, and there is no need for them to be ironed out by a totalitarian 
philosophy of consumption such as that which Dr. Kallen comes close to 
expounding. 

Moreover, in view of the head start of accumulated private savings, the in- 
ability of consumers’ coöperation to enter the heavy goods industries, and the 
fact that even in the field of retail trade, the codperatives have not been 
able to handle specialized and stylized goods with much success, there seems 
little promise of consumers’ coöperation becoming by gradual evolution the 
one great economic institution which Dr. Kallen seems to desire. In an 
epilogue dated 2044, he prophesies that it will have come to its own through 
a world war in which other institutions break down. It is, of course, im- 
possible to predict what will happen if such a catastrophe falls upon us. In 
my own judgment, what is much more likely to occur in such an event is for 
the power of the state over economic life to increase still further. It is more 
than doubtful if the state would wither away in the manner indicated above. 

I would not regard it as proper to raise these issues in view of the present 
embryonic state of the consumers’ codperative movement in this country, 
did not Dr. Kallen in his philosophical discussion make them primary. But 
since he does, the interests of clear thinking and of the codperative move- 
ment itself demand that they be examined. An eclectic and varied economic 
system would seem to be both more efficient and more rooted in the realities 
of American life. The scholar as well as the man of affairs has, however, 
much to learn from Dr. Kallen’s insights and broad sweep of interests; and 
his style, though often unduly heavy and polyphonic, rises at times to genu- 
ine eloquence and true beauty. 

PAUL H. DOUGLAS 

University of Chicago 
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Statistics and Its Methods 


National Income and Outlay. By COLIN CLARK. (London: Macmillan. 
1937. Pp. xix, 304. $4.50.) 

This volume constitutes an important addition to the slowly growing list 
of scholarly studies of tke income of one or another of the nations of the 
world. In view of the fact that it presents the results of an investigation made 
by the author individually rather than by an organization, the work is de- 
cidedly comprehensive in scope. It covets for the United Kingdom a study 
of the numbers of emplcyees and entrepreneurs, and also of persons avail- 
able for employment but not at work; a classification of the unemployed 
by occupation; an estimate of “the whole national income”; an apportion- 
ment of the income total among wages, salaries, profits and interest, and 
rents; a Classification of individual incomes by size; an analysis of public 
receipts and expenditures; an estimate of the total volume of saving; a veri- 
fication’of the national income totals by comparing estimates made respec- 
tively on the basis of consumption and on the basis of production; a con- 
version of the national income from the number of pounds sterling current 
in the various years into pounds of constant purchasing power; a year to 
year comparison of “average real labor cost per unit of production” in min- 
ing and manufacturing; and a discussion of the rate of economic progress. 
Since, in Britain as in the United States, the data required as a basis for these 
estimates must be gleaned from a great variety of sources, and since few of 
the basic figures really conform to the needs of the student of income, it 
takes a vast amount of effort to derive from them the quantities required to 
make up the estimates of national income. 

With most of the author’s statements concerning income concepts the 
reviewer finds himself in hearty accord. To one, however, he must take 
exception. Mr. Clark includes in the national income all receipts by the na- 
tional or local governments from customs, excise duties, rates, and other 
indirect taxes. Mr. Clark recognizes the fact that such inclusion may seem 
absurd, but justifies it on the ground that “the effect of all indirect taxation 
is calculated to be a corresponding rise in the prices of the articles or services 
taxed. Real national income is calculated by dividing the money national 
income by an appropriate price index, and the price index is bound to in- 
corporate the effects of changes in national and local indirect taxation.” If 
Mr. Clark’s premises are granted, his conclusion is inevitable. However, is 
it really true that indirect taxes raise the average of all prices? Do they not 
in many cases depress the prices paid to producers for the taxed articles? 
Does not the payment of the indirect taxes reduce the ability of the taxpay- 
ing public to buy other goods, and does not this reduction weaken demand 
and thus tend to make prices in general lower? Is it, therefore, not probable 
that the net effect of indirect taxation upon the price level is nil? If such is 
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the case, the author appears to have overestimated the total national income 
by the amount of the indirect taxes. 

Mr. Clark’s style of exposition is extremely condensed and his references 
are relatively few, hence one must take largely on faith the figures presented. 
However, his discussion of the points considered, the obstacles to be over- 
come, and the reasons for differences between his estimates and those of 
other students of the subject give every indication that the author is a 
thorough scholar and has performed his task in a workmanlike manner. 

Some of Mr. Clark’s findings concerning the income of the people of 
the United Kingdom are worth noting. As in the United States, the per- 
centage of the total income going to wages and salaries remained remark- 
ably stable between 1924 and 1935, being affected but little by shifts from 
prosperity to depression or the reverse. The aging of the population is in- 
creasing the proportion of males gainfully occupied. In terms of 1913 
prices, per capita income in England rose from around £29 in 1688 to £51 
in 1913. The major part of this increase apparently occurred between 1866 
and 1913, improvements during this period raising by 68 per cent the 
income of the average person at work. Since 1913, real income per person 
at work has increased about 25 per cent, but because of the large number 
of potential workers idle and supported at public expense, the average 
real income of potential and actual workers combined has risen by little 
more than 10 per cent. In considering changes in per capita income, it is, of 
course, necessary to keep in mind the fact that adults now form a pro- 
portion of the population greater than in earlier years, and that average 
weekly working time is now probably not much more than half as great as it 
was a century or two ago. 

In chapter 12, Mr. Clark presents data which show that fluctuations in the 
volume of investment are closely correlated with the national income, and 
-that the volume of investment is determined by the following ratio 


Present rate of profit per unit of output 
Price of capital equipment X Rate of interest 


In the United Kingdom during the last few years, “impersonal saving 
through undistributed company profits and local-authority sinking funds 
[have] accounted for the greater part of the observed total of investment, 

. private savings by the rich [having] altogether disappeared or even 
become negative.” 

In view of the high quality of the work here reviewed, the author's 
promised comparisons of national incomes in various countries will be 
awaited with interest. 

WILLFORD I. KING 

New York University 
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NEW BOOKS 


DALMULDER, J. J. J. On econometrics: some suggestions concerning the method 
of econometrics and its application to studies regarding the influence of ra- 
tionalisation on employraent in the U.S.A. (Haarlem: Netherlands Econ. Inst. 
1937. Pp. 88. F. 2.50.) 


In this study, Dr. Dalmulder has erected a simplified dynamic model of 
economic activity and has “applied” it, by the customary technique of time- 
series analysis, correlaticn, lag coefficients, etc., to data drawn from the United 
States, 1921-1931. Excellent “fits” are obtained—for example, 18-month cycles 
are “discovered” in the Cowles Commission data and are “explained” by the 
model. Once again the 2conomist is confronted with a dynamic model which 
when draped with apprcpriate data is found to rationalize the data in the sense 
of being consistent to a very high degree. i 

Dr. Dalmulder has catried out the simple mathematical analysis in a careful 
manner and has handled the statistical work with competence. He deserves 
especial praise; for, cortrary to many model builders, he has devoted almost 
one-half of his study tə the problems of econometric methodology and has 
sought to discover, to limit and to classify sensibly those elements of our 
economic life which mast be considered in any satisfactory dynamic model. 
But despite this introduction, it is still difficult to appraise the position of 
these schema in the gemeral setting of business-cycle theory. Beginning long 
ago with crude sun-spot models we have advanced, particularly in recent years, - 
to reasonable and ingen.ous dynamic models, involving from a few to dozens 
of equations and unknowns, the common attribute of all these systems appar- 
ently being that they fit the relevant data. With this movement in mathematical- 
statistical economics, tke names of some of the world’s leading economic 
theorists are associated—Kalecki, Frisch, Tinbergen, Lundberg, Slutsky and 
now Dalmulder. There can be little question but that our best theorists are 
behind this method. But the bothersome matter is that it appears to be im- 
possible to refute by these methods the foundations on which any half- 
reasonable model rests; for with the current statistical apparatus, particularly 
with the use of lags and sequences, high correlations may be found for each 
of a number of systems even though the underpinnings of these systems are 
mutually conflicting. 

H. A. FREEMAN 


DAVENPORT, D. H. and Scorr, F. V. An index to business indices, (Chicago: 
Business Pubs. 1937. P>. viii, 187. $3.) 

Davies, G. R. and YopER D. Business statistics. (New York: Wiley. 1937. Pp. 
Vil, 548. $3.50.) 

This book is no mere revision of Davies and Crowder, Methods of Statistical 
Analysis (Wiley, 1933), although naturally there are some resemblances. The 
proportionate emphasis placed on presentation, on seasonal variation, on cor- 
relation, and on statistzcal reliability is substantially increased. The method 
of appending a discussion of more complicated statistical methods to each 
chapter is discarded. A valuable set of appendix notes at the end of the book 
is somewhat comparable to the “mathematical notes’ in the earlier book, al- 
though much of the marerial is new. The readability is improved, but at some 
sacrifice in direct preserctation of mathematically difficult techniques. Difficult 
problems, however, are never avoided; and frank statements regarding our 
ignorance are sometime: made. 
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The chapter on reliability and significance brings together statistical examples 
of techniques which have been available only in scattered sources. The discus- 
sion on curvilinear correlation, both for two and for a multiple number of 
variables, is more complete than that which is available in any other elementary 
text known to the reviewer, and it will be found surprisingly simple. The 
authors have done very well throughout in incorporating recently improved 
statistical techniques. 

The reader will not be misled by the authors’ statements in the preface that 
“primary emphasis is placed upon explanation and illustration of method,” and 
that “it is to be hoped that a comprehensive understanding of the limitations of 
statistical method will be provided by subsequent excursions into the field.” 
The teacher of statistical method may wonder whether several of the statistical 
examples will be readily understood by the beginning student, although the 
reviewer finds that the form of presentation is admirable from the reference 
point of view. 

ELMER C. BRATT 


MENDERSHAUSEN, H. Les variations du mouvement saisonnier dans Vindustrie 
de la construction: étude méthodologique et analyse des faits, (Geneva: Georg. 
1937. Pp. 209. 6 fr. suisses.) 

This book is an exposition of a new method of computing and eliminating 
seasonal variations, dealing particularly with the problem of their irregularity. 
The type of analysis used is first to-establish on general grounds what are the 
main causes of the irregularities, and then to measure the influence of each of 
the causes by the technique of multiple correlation. The regression coefficients 
which are obtained are then used to determine the normal seasonal movements 
which might be expected for each year, and these are then eliminated from the 
original series. 

By choosing the building industries of a number of European countries for 
analysis M. Mendershausen is able somewhat to reduce the dangers involved 
in applying correlation methods to economic time series, since one of his main 
variables is temperature. He further reduces the dangers by his extremely 
thorough economic analysis of all the possible causes of variation which pre- 
cedes his actual statistical work. As a study in methodology this book deserves 
the highest praise, and sets a standard which many economic statisticians would 
do well to follow. 

On matters of statistical technique doubts might be raised regarding the 
applicability of the usual significance tests to some of the time series, and also 
regarding the interdependence of some of the variables. M. Mendershausen 
is fully aware of these difficulties and is careful to emphasize the provisional 
character of his results. A more serious objection to his method of determining 
variable seasonal normals is the large amount of statistical calculation which 
the multiple correlation technique involves as compared with simpler methods. 
Nevertheless, M. Mendetshausen’s work is a notable advance in an important 
type of analysis which in course of time is likely to be extended to other 
problems in the field of applied economics. The book contains a useful 
bibliography of books and articles on the various problems which are raised. 

E. A. RADICE 


MOoDLEY, R. How to use pictorial statistics. (New York: Harper. 1937. Pp. xviii, 
170. $3.) 
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SLAUGHTER, J. A. Income received in the various states, 1929-1935. Stud. no. 
234, (New York: Nat. Industrial Conf. Board. 1937. Pp. xv, 167. $3.50.) 


This is one of a recent series of income studies made under the direction of 
the National Industrial Conference Board. The estimates are confined to 
realized income and have been broken down by states, by types of income and 
by origins, 

Since there is no comprehensive accounting of income in the United States, 
it was necessary to estimate the amount of the income by collecting and analyz- 
ing data from numerous sources. Practically every source of information reliable 
enough to increase the accuracy of the estimates in general was tapped. Differ- 
ences of opinion may develop regarding the desirability of including some of 
the items that have been used, but these differences of opinion will be con- 
cerned with items that are, in the main, relatively small. The individuals 
responsible for the compilation of the data were aware of the probable inac- 
curacies and have taken pains to post adequate warnings for the unwary. 

Anyone interested, either in the cross-currents in the streams of income 
appearing in a major business cycle or in the details of income origins and 

ows will find here a rich, source of information. E. B. DADE 


STAMP, J. The national capital and other statistical studies. (London: P. S. King. 
1937. Pp. vii, 299. 10s. 6d.) 

Vinci, F. Manuale di statistica: introduzione allo studio quantitativo det fatti 
sociali. 2nd ed. vol. ii. (Bologna: Zanichelli. 1937. Pp. 353. L. 40.) 

ZIZEK, F. Wie statistische Zahlen entstehen: die entschetdenden methodischen 
Vorgänge. (Leipzig: Buske. 1937. Pp. 151. RM. 4.50.) 


This pamphlet is not, as its title (How statistical numbers arise) might sug- 
gest, a description of the agencies and methods whereby statistics are gathered 
and compiled in Germany. It is, rather, an effort to analyze and state in sys- 
tematic form and in general terms the distinctive characteristics of the process. 
The author discusses the underlying nature of a statistical inquiry under its 
three aspects—the object (statistical masses or populations), the purpose, and 
the method. He devotes considerable space to a thorough analysis of the steps 
in an inquiry—defining the unit, determining the characteristics, classification, 
and summarizing by use of totals, ratios, or averages. Professor Zizek’s interest 
in “fundamental theoretical principles” involves establishing a dualism as be- 
tween, on the one hand, “external” processes and, on the other hand, the re- 
lated logical decisions (p. 93). The decisive rôle of the planning controlling 
statistician is emphasized. 3 

Much of the text strikes the reviewer as an unnecessary and unprofitable 
elaboration. However, we can never have too much emphasis on the point that 
sound statistics require intellectual effort in clarifying the purpose and fitting 
means to ends, or on the correlative point that data have meaning only in the 
light of the processes whereby they were obtained. The effect of the mono- 
graph in this dizection is probably its chief value to American readers. 

CLARA ELIOT 


Central Statistical Board: third annual report, July 1, 1936, to June 30, 1937. 
(Washington: Supt. Docs. 1937. Pp. 20. 5c.) 

Fundamental trends. (Boston: First Nat. Bank of Boston. 1937. Pp. 35.) 

Government statistics: a report of the Committee on Government Statistics and 
Information Services. Bull. 26. (New York: Soc. Science Res. Council. 1937. 
Pp, xiv, 174.) 
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surance acts, Jour. Bus. Univ. Chicago, Part 2, Oct., 1937. Pp. 73. j 
WUNDERLICH, F. Health insurance. Soc. Research, Nov., 1937. Pp. 6. 


Pauperism, Charities, and Relief Measures 


ANDERSON, H; D. and Davmson, P. E. County poor-farm inmates. Social Forces, Dec., 
1937. Pp. 7. 

Burns, A. E. and KERR, P. Survey of work-relief wage policies. Am. Econ, Rev., Dec. 
1937. Pp. 14. 

SMITH, M. Relief intensity gradients, Social Forces, Dec., 1937. Pp. 16. 
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Socialism and Codperative Enterprises 


DYASON, J. Rassia, 1900-1936: a statistical interpretation. Econ. Record, Dec., 1937. Pp. 8. 

Jones, D. D. U.S.S.R., 1936. Southwest Soc. Quart. Jour., Sept., 1937. 

VOLIN, L. Agrarian collectivism in the Soviet Union. 1, II. Jour. Pol. Econ., Oct., Dec., 
1937. Pp. 28; 30. 


Statistics and Its Methods 


BARTON, H. C., Jr. Adjusted for seasonal variation. Dun’s Rev., Nov., 1937. Pp, 4. 

Broster, E. J. A simple method of deriving demand curves. Jour. Royal Stat. Soc., Part 
IV, 1937. Pp. 17. 

Burcess, R. W. The whole duty of the statistical forecaster. Jour. Am. Stat. Assoc., Dec., 
1937. Pp. 7. 

Cutts, J. M. and Dennis, S. J. Revised method of calculation of the B.L.S. wholesale 
price index. Jour. Am. Stat. Soc., Dec., 1937. Pp. 12. 

Dwyer, P. S. and MEACHAM, A. D. The preparation of correlation tables on a tabulator 
with digit selection. Jour. Am. Stat. Assoc., Dec., 1937. Pp. 9. 

FRICKEY, E. The theory of index-number bias. Rev. Econ. Stat., Nov., 1937. Pp. 13. 

FRIEDMAN, M. The use of ranks to avoid the assumption of normality, Jour. Am. Stat. 
Assoc., Dec., 1937. Pp. 27. 

FRISCH, R. The double-expenditure method, Econometrica, Jan., 1938. Pp. 6. 

GINI, C. Die Messung der Ungleichheit zweier Verteilungen, angewendet auf die Unter- 
suchung von qualitativen Rassenmerkmalen. Archiv f. Math. Wirtsch. und Socialforschung, 
Band HI, Heft 3. Pp. 17. 

MALENBAUM, W. and BLACK, J. D. The short-cut graphic method: an illustration of 
“flexible” multiple correlation techniques. Quart. Jour. Econ., Nov., 1937. Pp. 47. 

PIETRA, G. Ancora sulle discordanze fra gli indici di variabilità e di concentrazione. Giorn. 
d. Econ., Sept., 1937. Pp. 8. 

REED, V. D. Comparability versus change. Jour. Am. Stat. Assoc., Dec., 1937. Pp. 11. 


DOCUMENTS, REPORTS, AND LEGISLATION 
Industries and Commerce 


The federal Department of Commerce has published in the Trade Information 
Series Bulletin No. 292 (revised), Sources f: Foreign Credit Information, sixth 
revision, 1937 (pp. 52, 10c.) ; No. 838, Advertising in Brazil, by J. W. Inves 
(pp. 32, 10c.). 


In the Trade Promotion Series of the federal Department of Commerce have 
appeared No. 172, Foreign Graphic Arts Industries: World Markets for Print- 
ing Machinery, Equipment and Supplies, prepared in the Specialties, Machinery, 
Chemical, and Forest Products Divisions (pp. 382, 35c.) ; No. 173, The Latin 
American Glass Industry and Trade, by E. J. Detgen (pp. 81, 10c.). 


In the Market Research Series of the federal Department of Commerce has 
appeared No. 6, Check Sheet: Introduction of New Industrial Products (te- 
vised) (pp. 53, 10c.). 


Labor 


The Bureau of Labor Statistics of the federal Department of Labor has issued 
Bulletin No. 630, Laws Relating to Employment Agencies in the United States 
as of July 1, 1937 (pp. 239, 25c.). 


The Review has received from A. W. von Struve, chief of the Periodicals Sec- 
tion of the Works Progress Administration (1734 New York Ave., N.W., Wash- 
ington, D.C.) a mimeographed document entitled A Survey of Relief and Se- 
curity Programs, prepared by Arthur E. Burns and Edward A. Williams, This 
material embodies a comprehensive review of relief activities since 1933. It 
outlines conditions which prevailed and methods which were poe prior to the 
inauguration of the Federal Relief Program which saw its beginning with the 
Federal Emergency Relief Administration and the Civil Works Administration. 


Public Finance 


The Province of Manitoba has published Manitoba's Case: A Submission 
Presented to the Royal Commission on Dominion-Provincial Relations by the 
Government of the Province of Manitoba, Parts I-IX. Part III deals with The 
Effects of Federal Monetary Policy on Western Canadian Economy; Patt IV, The 
Effects of Federal Tariff Policy on Western Canadian Economy; Patt V, The 
Effects of Declining Income; Patt VII, Analysis of Manitoba's Treasury Prob- 
lem. Professors Alvin H. Hansen and Jacob Viner served as consulting economists. 
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The Nominating Committee of the AMERICAN ECONOMIC ASSOCIATION has 
been appointed: Alvin Johnson, New School for Social Research, chairman; 
James W. Angell, Columbia University; Frank D. Graham, Princeton University ; 
Bernard F. Haley, Stanford University; Calvin B. Hoover, Duke University; 
Ray B. Westerfield, Yale University; Edwin E. Witte, University of Wisconsin. 
Members are invited to send to the committee the names of persons whom they 
would like to have considered for the elective offices—president, first vice- 
president, second vice-president and two members of the Executive Committee. 


Professors Arthur R. Burns of Columbia University and Bernard F. Haley of 
Stanford University have been appointed editors of the Review to succeed 
Professors Clarence E. Ayres and Morris A. Copeland, whose terms expired. 
Professor Fritz Machlup of the University of Buffalo has been appointed an editor 
in place of Professor Edward H. Chamberlin of Harvard University, who re- 
signed from the editorial board of the Review because of his appointment as 
a member of the committee to edit the Quarterly Journal of Economics, 


The following names have been added to the membership of the AMERICAN 
ECONOMIC ASSOCIATION since November 1: 


Abel-Musgrave, R., 117 Fresh Pond Parkway, Cambridge, Mass. 
Baer, W. N., 525 May St., De Land, Fla. 

Ballinger, W. J., 3133 Connecticut Ave., Washington, D.C, 
Beisel, A. R., Jr., 435 W. 119th St, New York City. 

Bender, W. C., University of Notre Dame, Notre Dame, Ind. 
Biscoe, A. B., 114 S. Fourth St., Lewisburg, Pa. 

Bock, B., 21 Clarendon PI., Buffalo, N.Y. 

Bothwell, W. C., Dept. of Econ., Washington University, St. Louis, Mo. 
Braden, S. E., Dept. of Econ., Indiana University, Bloomington, Ind. 
Burk, A., 2 Scott St., Cambridge, Mass. 

Burns, A. E., 6521 32nd St., N.W., Washington, D.C. 

Burnstan, R., Carleton College, Northfield, Minn. 

Cadman, J. W., Jr., 37 Palmer Sq., W., Princeton, N.J. 

Cale, E. G., 390 Audubon St., New Orleans, La. 

Campbell, F. N., 2953 McKinley St., Washington, D.C. 

Carney, J. J., Jr., 219 Commerce, University of Illinois, Urbana, III. 
Castro-Barberena, M. de, 1234 Broadway, New York City. 

Chrysler, R. L., 1340 12 Ave., N., Fargo, N.D. 

Compter, H. L., 1205 Post Rd., Scarsdale, N.Y. 

Conwell, R. E., Dept. of Econ. and Soc., University of Wyoming, Laramie, Wyo. 
Cronin, J. A., Spring Hill College, Mobile, Ala. 

Dauer, E., Div. of Res. Stat., Federal Deposit Insur. Corp., Washington, D.C. 
Davis, P., 24 Sacramento St., Cambridge, Mass. 

Doering, E. R., 1139 Arrott St., Frankford, Philadelphia, Pa. 
Douglas, G. A., 301 College PI., Frederick, Md. 

Ellis, P. W., 2535 E. Nob Hill St., Salem, Ore. 

Engstrom, B., 1212 Trevanion St., Pittsburgh (18), Pa. 

Fields, C. R., Georgetown College, Georgetown, Ky. 

Finney, H. A., 208 S. La Salle St., Chicago, Ill. 

Fisher, A. J., American University, Washington, D.C. 

Futrell, W. H., 201 Varick St., New York City. 

Gale, H. R., 1775 Hill Dr., Eagle Rock, Los Angeles, Calif. 

Gamm, S., 635 W. 115th St., New York City. 

Geeting, R. E., Bethel College, Bethel College, Kan. 

Gilboy, E. W., 40 Holyoke House, Cambridge, Mass. 

Ginzburg, B., 3500 14th St., N.W_, Washington, D.C. 

Glaser, E., 1102 16th St., N.W., Washington, D.C. 
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Goeltz, J. D., 333 Ayres Hall, University of Tennessee, Knoxville, Tenn. 

Gold, B., 1460 Vyse Ave., Bronx, New York City. 

Goldwasser, B. C., 1102 16th St., N.W., Washington, D.C, 

ey. J. E., Society for Stability in Money and Banking, Inc., 36 W. 44th St., New 
York City. 

Harriss, C. L., 5532 Kenwood, Chicago, IIl. 

Heidingsfield, M., 302 W. 79th St., New York City. 

Houchins, J. R., 618 R St., N.W., Washington, D.C, 

Irons, W. H., University of Texas, Austin, Tex. 

Jesse, H. C., 49 Wall St., New York City. 

Kalb, J., 111 Broadway, Room 1400, New York City. 

Kane, J. S., 4062 Gleane St., Elmhurst, L.I., N.Y. 

Kaufman, A., 810 Hunts Point Ave., New York City. 

Keener, J. W., 329 Crestwood Ave., Akron, Ohio, 

Knipe, J. L., 89 Killdeer Rd., Hamden, Conn. 

Kohlerman, J. H., 302 W. 12th St., New York City. 

Ledig, A. K., 6910 Heyward St., Philadelphia, Pa. 

Leffler, G. L., Pennsylvania State College, State College, Pa. 

Lemon, T. A., Dept. of Econ., State Teachers College, Cheyney, Pa. 

Leontief, W. W., 16 Kirkland Rd., Cambridge, Mass. 

McGregor, H. E., University of North Dakota, Grand Forks, N.D. 

Martin, M. E., 53 W. St., Northampton, Mass. 

Mayer, L. K., 215 Middle Neck Rd., Great Neck, L.I., N.Y. 

Mooney, J. D., 1775 Broadway, New York City. 

Moore, H. B., College of Commerce, University of Kentucky, Lexington, Ky. 

Morson, W. T., Box 13, Atlantic Beach, N.Y. 

Nordstrom, O. L., Augustana College, Rock Island, Ill. 

Olson, A. L., 252314 Collis Ave., 1, Huntington, W.Va. 

Phelps, V. L., 1725 New Hampshire Ave., N.W., Washington, D.C. 

Poole, K. E., F 25 Winthrop House, Cambridge, Mass. 

Potter, H., Dept. of Econ., Wells College, Aurora, N.Y. 

Randall, E. F., 1028 Connecticut Ave., Washington, D.C. 

Read, L. E., 433 California St., San Francisco, Calif, 

Redden, E., Goucher College, Baltimore, Md. 

Reece, B. C., House of Representatives, Washington, D.C. 

Reynolds, L. G., 41 Wendell St., Cambridge, Mass. 

Robb, W. C., College of Commerce, University of Ilinois, Urbana, Ill. 

Roberts, W., Cleveland College, Western Reserve University, Cleveland, Ohio. 

Rogoff, E., 106 Keap St., Brooklyn, N.Y. 

Ross, S. B., Carnegie Institute of Technology, Schenley Park, Pittsburgh, Pa. 

Ruhmer, O. E. M., 39 Lenox Rd., Brooklyn, N.Y. 

Saks, J. I., 445 W. Gilman St., Madison, Wis. 

Selbert, Mrs. F, F., 10525 Carnegie Ave., Cleveland, Ohio. 

Shields, H. G., School of Business and Secretarial Studies, Simmons College, Boston, Mass. 

Shih, C. T., 214 S. 37th St., Philadelphia, Pa. 

Shlakman, V., Sweet Briar College, Sweet Briar, Va. 

Short, O. C., Room 5802, Dept. of Commerce, Washington, D.C. 

Silverstrand, C. F., Hastings College, Hastings, Neb. 

Slesinger, R. E., 5419 North Umberland St., Pittsburgh, Pa. 

Snyder, E. M., 154 Calhoun Ave., New Rochelle, N.Y. 

Snyder, I. V., 611 N. Sluss Aves., Bloomington, Ind. 

Sogge, T. M., 3322 Dupont Ave., S., Minneapolis, Minn. 

Sollohub, W. A., 12 Boulevard de la Madeleine, Paris 9, France. 

Stewart, E. R., West Virginia University, Morgantown, W.Va. 

Tarshis, L., 65 Langdon St., Cambridge, Mass. 

Terpenning, W. A., Albion College, Albion, Mich, 

Thorne, Mrs. A. C., College Station, Tex. 

Tollefson, R., Ashby, Minn. 

Van Kirk, J. C., College of Commerce, Tulane University, New Orleans, La. 

Victory, J. E., 2680 Yale Station, New Haven, Conn. 

Vining, R., Westminster College, Fulton, Mo. 

Vom Saal, R. E., The Travelers, 100 E. 42nd St., New York City. 

Walsh, C. J., Fordham University, New York City. 

Weller, O. A., Public Service Co. of Colorado, Denver, Colo. 
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Wheeler, B. O., Dept. of Econ., Oregon State College, Corvallis, Ore. 
Willett, E. F., 14 Murray PI., Princeton, N.J. 

‘Williams, K. B., 2145 C St, N.W., Washington, D.C. 

Woerner, K., Rose Tree Rd., R.F.D. 1, Media, Pa. 

Wollman, N., 21 Marlborough Ed., Upper Darby, Pa. 
Wunderlich, F., 66 W, 12th, New York City. 


The fourth annual conference on business and government in New Mexico 
was held at the University of New Mexico, December 3-4, 1937. Among the 
aa given were “Fair Trade Practices,” by Karl E. Ashburn, “Regulation of 

ransportation,” by E. R. Collins, “Regulation in the Livestock Industry,” by 
A. D. Brownfield, “Some of the Problems and Effects on Business of the Undis- 
tributed Profits Tax,” by J. B. Stephenson, These papers were published in the 
January issue of the New Mexico Business Review. 


The sixteenth annual conference of the Pacific Coast Economic Association 
was held at Pomona College, December 28-30, 1937. Among the papers presented 
were “Competitive Rate Probiems in California,” by Ford K. Edwards, “Migra- 
tion into the Pacific Northwest and Social Planning,” by Vernon Mund, “Recent 
i I the Savings-Investment Approach to Business Cycle Analysis,” by 
Karl Bode. 


At the meetings of the Louisiana Bankers’ Association, held at the College of 
Commerce, Louisiana State University, January 26-28, papers were presented 
on “Trends in Louisiana Banking for Past Ten Years,” by M. H. Hornbeak, 
Louisiana State University, “State and Municipal Bonds,” by Lawrence R. Lunden, 
University of Minnesota, “Economic Laws and Statute Laws,” by H. L. Mc- 
Cracken, Louisiana State University. 


The annual meeting of the Mid-West Economics Association will be held at 
Davenport, Iowa, April 14-16. Officers of the Association are president, J. A. 
Estey, Purdue University, vice-president, John Ise, University of Kansas, secretary- 
treasurer, T. W. Schultz, Iowa State College. 


The Summer Institute for Social Progress will be held at Wellesley College, 
July 9-23. The head of the faculty is to be Dr. John Stewart Burgess of the De- 
partment of Sociology at Temple University. 


The fifth annual conference on business education will be held at the School 
of Business of the University of Chicago, June 30-July 1. The general theme 
will be “Business as a Social Institution.” 


The Simon J. Lubin Society of California is publishing a bulletin entitled 
Rural Observer. Copies may be obtained by addressing Room 317, 83 McAllis- 
ter St., San Francisco, 


The Bibliographical Society of America contemplates expanding the “Notes 
and Queries” section of its News Sheet to include as far as possible notices of 
all bibliographies planned or in process of compilation by members of the con- 
stituent societies of the American Council of Learned Societies and of other 
American scholars. Notes for publication in the News Sheet may be addressed 
to Henry B. Van Hoesen, secretary, Brown University Library. 


The Colonial Institute of Amsterdam in collaboration with the Netherlands 
Pacific Institute began the publication of a Bulletin under date of November, 
1937. The first number included an article on “The Budget of the Netherlands 
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Indies” by J. Hardeman. Correspondence should be directed to the editor of the 
Bulletin, Koloniaal Instituut, 63 Mauritskade, Amsterdam, O. Holland. 


The Cowles Commission for Research in Economics has published the report 
of the third annual research conference on economics and statistics, held June 
28-July 23, 1937 (Colorado Springs, Colorado). 


The proceedings of the nineteenth annual meeting of the American Association 
of Collegiate Schools of Business, held at Louisiana State University, March 22- 
24, 1937, have been printed, and copies may be obtained from Charles C. Ficht- 
ner, secretary, University of Arkansas, Fayetteville, Arkansas, at a price of $1.25. 


The Department of Ecanomics of Massachusetts State College, Amherst, Massa- 
chusetts, has published a Directory of Governmental Officials’ Associations and 
Research Organizations in New England, compiled by Charles J. Rohr (mimeo- 


graphed, pp. 11). 


Professor Braesch of the University of Nancy is seeking further subscriptions 
for Finances et Monnaie Révolutionnaires. Three separate installments have thus 
far come out; but more copies must be sold in order to cover the cost of further 
printing. The aim of this work is to relate the history of the monetary crisis which 
was the outcome of the French Revolution. Thus far the publication covers the 
years 1788-1791, making use of Treasury accounts, balance sheets of the Caisse 
de l’Extraordinaire, reports and official statements of the Ministers of Finance. 
Information can be had from Dr. F. Braesch, Librairie du Recueil Sirey, 22 rue 
Soufflot, Paris. 


The Division of Historical Research of the Carnegie Institution of Washing- 
ton has published the List of Doctoral Dissertations in History now in Progress 
at American Universities, December, 1937, compiled and edited by Margaret 
Willgoose Harrison. The pamphlet is available to educational institutions, libraries 
and periodicals in the field of history. 


The Permanent Committee of the International Institute of Agriculture (Rome) 
will appoint an economist as assistant to the Secretary-General, for the purpose 
of aiding in the publications of an economic character. The languages of the 
Institute publications are French and English. Applications for the position should 
be addressed to the Secretary-General, Villa Umberto I, Rome and should be 
received before April 15, 1938. 


Brookings Institution: The following persons have recently been added to the 
staff: Harry Conover, formerly instructor at the University of California and 
more recently associated with the National Survey Project; Paul Homan, on leave 
of absence from Cornell University; John McClelland, for the past year asso- 
ciated with the National Survey Project; and Victor Perlo, formerly associated 
with the Federal Home Loan Bank Board. 


Emilie J. Hutchinson, head of the department of economics and social science 
at Barnard College, died January 12, 1938. 


Harry Edward Miller, professor of political economy at Brown University, 
died November 14, 1937. 


Appointments and Resignations 


An error was made in the December issue (page 880) in stating that James 
A. Ross is assistant professor and head of the department of economics at 


220 Notes [ March 


Syracuse University. Mr. Ross is not the head of the department; and Professor 
T. W. B. Crafer continues his service in that capacity. 


O. Robert Anderson of the University of Washington is an instructor in ac- 
counting at the University of Oregon. - 


Elizabeth F. Baker is acting chairman of the department of economics and 
sociology at Barnard College, following the death of Professor Emilie J. Hutch- - 
inson. 


Herbert von Beckerath, who has been giving courses in the department of eco- 
nomics at Duke University during the first semester of the academic year, teaches 
during the remainder of the year in the department of economics at the Univer- 
sity of North Carolina. 


T. C. Bigham of the University of Florida was elected president of the South- 
ern Economic Association at the annual meeting held in Knoxville in Novem- 
ber, 1937. 


Henry J. Bittermann has been promoted to the rank of associate professor of 
economics at Ohio State University. 


J. Russell Boner (and not J. R. Bowen as printed in the December issue, p. 
871) is instructor in economics at the University of Alabama. 


J. Douglas Brown, professor of economics at Princeton University, was elected 
chairman of the Advisory Council on Social Security at the first meeting of the 
Council in November, 1937. 


William Adams Brown, Jr., associate professor of economics at Brown Uni- 
versity, is on sabbatical leave during the second semester of the present academic 
year. 


` Alfred G. Buehler of the University of Vermont is a visiting professor at the 
University of Pennsylvania during the second semester of the present academic 
year. He is offering courses in public finance. 


John R. Commons of the University of Wisconsin will give a course at that 
university during the summer session in which he will lecture on value with ref- 
erence to institutional economics and with special application to present unsettled 
economic problems. 


C. A of Stanford University is teaching courses in economics and 
business administration at the University of New Mexico during the second 
semester of the present academic year, taking the place of Walter B. McFarland. 


Carl F. Distelhorst has resigned as instructor in accounting at the University 
of Pittsburgh to accept a position with the Federal Home Loan Bank of Pitts- 


burgh. 


Paul T. Ellsworth of the University of Cincinnati will serve as a member of the 
summer session faculty at the University of California at Berkeley. 


Donald M. Erb of the department of economics at Stanford University has 
been appointed president of the University of Oregon, to take up his new duties 
in March, 1938. 
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Martin G. Glaeser, who has been on leave of absence for a year and a half 
from the University of Wisconsin in order to act as chief planning engineer for 
the Tennessee Valley Authority, returns to Wisconsin for the second semester. 


Eneas B. Goodwin, head of the department of economics at Loyola University, 
Chicago, has been promoted from associate professor to professor of ecnomics. 


- E. T. Grether is on sabbatical leave from the University of California at Berkeley 
to complete his study of fair trade legislation. 


William Haber, professor of economics in the Institute of Public and Social 
Administration and in the department of economics at the University of Michigan, 
has been attached to the special Commission on Taxation and Public Expendi- 
tures in Massachusetts as technical consultant on the administration of public 
welfare and unemployment insurance, 


Oscar E. Heskin, formerly of the University of Minnesota, is assistant profes- 
sor of economics and marketing at the University of Florida. 


Stanley E. Howard, chairman of the department of economics and social in- 
stitutions at Princeton University, has geen granted leave of absence for the 
first term of the next academic year. 


Richard B. Johnson is instructor of economics in the College of Business 
Administration of the University of Arkansas. 


Harold J. King has been appointed instructor in accounting in the School of 
Business Administration at the University of Pittsburgh. 


Neil R. Knight, formerly of the University of Washington, is now chief of 
the Research and Statistical Department of the Unemployment Compensation 
Division of the State of Washington at Olympia, Washington. 


Oskar Lange is a lecturer in economics at the University of California, Berkeley, 
for the year 1937-38. 


A. P. Lerner is a lecturer in economics at the University of California, Berkeley, 
for the spring semester. 


Edward Stephan Lynch, instructor in economics at Princeton University, is 
conducting a course in labor problems at the University College of Rutgers Uni- 
versity. 


Walter B. McFarland is on leave of absence from the University of New 
Mexico. É 


H. H. Maynard of Ohio State University will offer courses in marketing at 
the University of Pennsylvania during the summer session of 1938. 


George M. Modlin, assistant professor in economics at Princeton University, 
is conducting a course in economic principles at the University College of Rut- 
gers University. 


Grover A. J. Noetzel, formerly instructor in economics at the University of 
Wisconsin and Social Science Research Council fellow in Europe during 1936- 
37, has been appointed assistant professor in economics at Temple University. 


Richards C. Osborn of the University of Illinois has been appointed instructor 
in economics at Beloit College. 
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Lester Virgil Plum, instructor in economics at Princeton University, is con- 
ducting courses in money and banking and in investment analysis at the Uni- 
versity College of Rutgers University. 


Alan Pope of Columbia University will fill the temporary one-semester ap- 
pointment as instructor in the department of economics at the University of 
Vermont. 


T. Bruce Robb, chairman of the department of business research at the Uni- 
versity of Nebraska, who has been on leave of absence for a year, has resigned 
his post in the University in order to become head of the Division of Statistics 
of the Federal Reserve Bank of Kansas City. 


Leo Rogin is on leave from the University of California, Berkeley, for the year 
1937-38, and is on the research staff of the WPA. 


Frank A. Ross has transferred to Syracuse University from Columbia Uni- 
versity., 


Kenneth W. Rowe, formerly director of the Bureau of Public Welfare of 
Denver, Colorado, is now state director of the Colorado National Youth Admin- 
istration. 


R. Henry Rowntree of Ohio State University is in the Division of Economic 
Research of the Bureau of Foreign and Domestic Commerce for the winter and 
spring quarters of 1938. 


Fayette Shaw, instructor in economics in Beloit College, has resigned to accept 
a position in the University of Toledo. 


H, G. Shields, professor of business economics and director of business educa- 
tion at Simmons College, Boston, has resigned to accept an appointment as as- 
sociate professor of business education in the School of Business at the Univer- 
sity of Chicago. 


W. A. Spurr will carry on the work of Dr. T. Bruce Robb at the University 
of Nebraska. 


Robert Steiner, formerly of the University of Washington, is an instructor in 
accounting at Oregon State College. 


J. Wilner Sundelson of the department of economics at Rutgers University 
has been appointed to the Division of the Budget, Executive Department, New 
York State, to study tax revenues. 


B. E. L. Timmons, instructor in economics at the University of Georgia, has 
been elected a Rhodes Scholar for the coming year. 


Vaso Trivanovitch, chief of the Department of International Affairs with 
the National Industrial Conference Board, has returned from Europe, where - 
he was engaged in a study of collectivist government with special relation to its 
economic aspects in Russia and Italy. 


F, W. Tuttle of the University of Florida will teach economics at West Vir- 
ginia University during the second summer term of 1938. 


Edward Francis Willett is an instructor in the department of economics and 
social institutions at Princeton University. 
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PROGRAM OF THE FIFTIETH ANNUAL MEETING 


With the exception of the first session, which is devoted to Marxian economics, the 
program, joint with the American Statistical Association, is centered on the general topic 
of the influence of various factors upon fluctuations of investment or the means by which 
the rate of investment may be rendered more stable. The presidential addresses of Pro- 
fessor Sprague, on “The Recovery Problem in the United States,” and Dr. Burgess, on “The 
Statistical Equivalent of Gold,” serve to introduce the subject in its broader aspects. The six 
main papers following these addresses deal more particularly with special factors; namely, 
rate of interest, the security market, price policies, fiscal policies, consumption and wage 
policies, Following the main papers arë found summaries of a series of round-table discus- 
sions treating special aspects of the main topics presented in the papers. 

It was thought that the plan to concentrate the entire session upon one single topic 
ramifying into many special fields would give a unity to the program and provide an 
opportunity for developing intensively an important and practical economic problem. 

THE PROGRAM COMMITTEE 
TUESDAY, December 28, 1937 


2:00 P.M. 
1. Significance of Marxian Economics 
Chairman: Emil Lederer, New Schoo! for Social Research 
Papers: Wassily Leontief, Harvard University; Leo Rogin, University of 
California 
Discussion: John Ise, University of Kansas; Joseph J. Spengler, Duke Uni- 
versity 
:00 P.M. Meeting of the Executive Committee 
:00 P.M. see Addresses (joint meeting with the American Statistical As- 
sociation 
Chairman: Davis R. Dewey, Massachusetts Institute of Technology 
Papers: Oliver M. W. Sprague, American Economic Association; W. Ran- 
dolph Burgess,” American Statistical Association 


WEDNESDAY, December 29, 1937 


9:00 A.M. Business Meeting (Reports of Officers and Committees, etc.) 
10:00 A.M. 
1. The Influence of Various Factors upon Fluctuations of Investment (joint 
meeting with the American Statistical Association) 
Chairman: Sumner H. Slichter, Harvard University 
Papers: Richard M. Bissell, Jr., Yale University; Kemper Simpson, formerly 
with the Securities and Exchange Commission; Corwin D. Edwards, Fed- 
eral Trade Commission 
2:30 P.M. 
1. General Interest Theory (joint round table with the American Statistical 
Association ) 
Chairman: Bernard F. Haley, Stanford University 
Discussion: Paul T. Ellsworth, University of Cincinnati; Arthur W. Marget, 
University of Minnesota; Max F. Millikan,? Yale University; Walter A. 
Morton, University of Wisconsin 
2. Rate 4 Interest (joint round table with the American Statistical Associa- 
tion x 
Chairman: Winiteld W. Riefler, Princeton University 
Discussion: John B. Canning, Stanford University; J. Franklin Ebersole, 
Harvard University; Harry White, United States Treasury Department; 
Fred R. Macaulay, National Bureau of Economic Research 
3, pee Regulation (joint round table with the American Statistical Associa- 
tion 
Chairman: Ray B. Westerfield, Yale University 
Discussion: Karl R. Bopp, University of Missouri; Fritz Machlup, University 
of Buffalo; Raymond W. Goldschmidt, Securities and Exchange Commis- 
sion; Carl E. Parry, Board of Governors of the Federal Reserve System; 
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*To be published in the March, 1938, issue of the American Economic Review, 

? To be published by the American Statistical Association. 

* To be published, in revised form, in the June, 1938, issue of the American Economic 
Review. 


Alexander Sachs, Lehman Brothers; John E. McDonough, Securities and 
Exchange Commission; Fritz Lehmann, New School for Social Research; 


James C. Dolley, University of Texas ° 
4, Corporate ~ Policies (joint round table with the American Statistical As- 
sociation 


Chairman: Frederic B. Garver, University of Minnesota 
Discussion: Gustav Seidler, National Resources Committee; Lloyd G. Rey- 
nolds, Harvard University; Frank M. Boddy, University of Minnesota; 
Rufus S. Tucker,’ General Motors Corporation 
5. Capital Gains and Losses: Their Treatment in Income Measurement and 
in a Taxation* (joint round table with the American Statistical Associ- 
ation 
Chairman: George O. May, Price, Waterhouse and Company 
Discussion: Roy Blough, University of Cincinnati; William W. Hewett, 
University of Cincinnati; Robert M. Haig, Columbia University; Harold 
M. Groves, University of Wisconsin; Henry C. Simons, University of 
Chicago 
9:00 P.M. SMOKER 
Chairman: Frank A. Fetter, Princeton University 


THURSDAY, December 30, 1937 


9:00 A.M. Business Meeting (Election of Officers, etc.) 
10:00 A.M, 
1. The Influence of Various Factors upon Fluctuations of Investment (joint 
meeting with the American Statistical Association) 
Chairman: Joseph S. Davis, Stanford University 
Papers: Arthur D. Gayer, Columbia University; Albert G. Hart, University 
of Chicago; Leo Wolman, Columbia University 
» 12:00 M. Meeting of the Executive Committee 
2:30 P.M. 
1. Fiscal Policies (joint round table with the American Statistical Asociation) 
Chairman: Robert M. Haig, Columbia University 
Discussion: Alfred G. Buehler, University of Vermont; Arthur R. Upgren, 
University of Minnesota; Carl Shoup, Columbia University; Melchior 
Palyi, University of Chicago 
2. Social Security Program (joint round table with the American Statistical 
Association and the American Association for Labor Legislation) 
Chairman: William A. Berridge, Metropolitan Life Insurance Company 
Discussion: Edison L. Bowers, Ohio State University; Harold V. Roelse, 
New York Federal Reserve Bank; Otto Nathan, New York University; 
Eleanor L. Dulles, Social Security Board 
3. Rate s Consumption (joint round table with the American Statistical Associa- 
tion a 
Chairman: Simon Kuznets, University of Pennsylvania 
Discussion: Herbert D. Simpson, Northwestern University; George Halm, 
Tufts College; Walter Egle, Ohio State University; H. L. McCracken, 
Louisiana State University 
å. Durable Consumers Goods (joint round table with the American Statistical 
Association and the American Marketing Association) 
Chairman: Calvin Hcover, Duke University 
Discussion: Albert Haring, Lehigh University; Norman J. Silberling, Stan- . 
ford University; F. Leslie Hayford, General Motors Corporation 
5. Wage Policies (joint round table with the American Statistical Association) 
Chairman: Frank D. Graham, Princeton University 
Discussion: Paul Sweezy, Harvard University; Carroll R. Daugherty, Uni- 
versity of Pittsburgh; Lorie Tarshis, Tufts College 
6. Price Changes and National Income (joint round table with the American 
Statistical Association ) l 
Chairman: Morris A. Copeland, Central Statistical Board 
Discussion: Gottfried Haberler, Harvard University; Hans Neisser, University 
of Pennsylvania; Lauchlin B. Currie, Board of Governors of the Federal 
Reserve System; Charles O. Hardy, Brookings Institution 


*To be published by the Conference in Research in National Income and Wealth. 


TZ purpose of the American Economic Associ- 
ation, according to its charter, is the encourage- 
ment of economic research, the issue of publications 
on economic subjects, and the encouragement of perfect 
freedom of economic discussion. The Association as 
such takes no partisan attitude, nor does it commit its 
members to any position on practical economic ques- 
tions. It is the organ of no party, sect, or institution. 
Persons of all shades of economic opinion are found 
among its members, and widely different issues are 
given a hearing in its annual meetings and through its 
publications. The Association, therefore, assumes no 
responsibility for the opinions expressed by those who 
participate in its meetings. | 
JAMES WASHINGTON BELL 


Secretary 
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By WASSILY LEONTIEF a D aoe 
Harvard University ea 


The subject of this discussion can be conveniently approached under 
three separate headings. First, I will say a few words about the significance 
of Marxian economics for the modern theory of value. Next, I propose to 
to advance toward the frontier line of contemporary theoretical discussion— 
the problems of business cycles and of progressive economy in general. I 
shall conclude this survey by raising certain issues connected with the 
methodological aspect of Marxian economics. 

The modern theory of prices does not owe anything to the Marxian 
version of the classical labor theory of value nor can it in my opinion profit 
from any attempts towards reconciliation or mediation between the two 
types of approach. A number of economists who consider themselves as 
belonging to the Marxist school of thought have taken a similar stand, so 
that in stressing this point further I could be rightfully accused of trying 
to break into an open door. 

There exists, however, in the value controversy one point which ap- 
parently did not attract sufficient attention. In the- ‘very first pages of the 
first volume of Capital, Marx raised against the “vulgar” (I guess he 
would call them today 4 ‘orthodox” or “neo-classical”) economists the ac- 
cusation of “fetishism.” {Instead of looking for the ultimate deep-lying price- 
determinants, they operate, according to Marx, with superficial, imaginary 
concepts of supply and demand, money costs, etc., all of which refer to 
purely fictitious relations. Although these subjective concepts acquire in the 
mind of acting economic individuals the quality of independent, tyrannically 
dominating forces, actually they are nothing but the products of deliberate 
achions of the same individuals 

This typically Hegelian observation is strikingly correct. Is, however, 
the theoretical conclusion which Marx seems to draw from it actually 
justified? If it were, his criticism would indict modern price theory even 
in a greater degree than any of the theories of his contemporaries, John 
Stuart Mill, Senior, or Malthus. 

Is not it a pure end simple fetishism to construct a theory of duopoly in 
terms of evaluation by Mr. Jones of Mr. Smith’s expectations concerning 
Mr. Robinson’s probable actions? 

he procedure of the modern value theory comprises two clearly sepa- 
rable and fundamentally different types of analysis. First, it considers the 
behavior of individual entrepreneurs and householders in terms of their 
own economic motivations and explains this behavior in terms of their 
own notions—in terms of individual demand schedules as they appear to 
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them, of the monetary cost curves as they appear to them, and so on. Next, 
the modern theory shows how the actions of these individuals determine 
independently of their rational will and, using the famous Marxian ex- 
pression, “behind their consciousness,” the-shape and position of the very 
same imaginary demand and cost curve, 

‘In the first stage of his analysis, the modern theorist simply reproduces 
the rational‘ considerations of entrepreneurs engaged in the business of 
maximizing their profits, and describes the reactions of consumers seeking 
the best possible satisfactions of their wants. In principle, at least, each 
individual knows this part of economic theory and acts accordingly. For 
the theorist, it would be inadmissible to introduce at this stage of his 
analysis any other concepts but those which dominate the mind of actual 
producers and consumers. He explains their actions in terms of their own 
beliefs and fetishes. 

The opposite is true of the second part of economic theory, which could 
be called the theory of external interdependence. Here we analyze certain 
objective repercussions of individual economic activities entirely independ- 
ently of the subjective attitude of the individual actors. As a matter of fact, 
and this has been repeatedly pointed out, a large part of theoretical analysis 
at this stage of argument is based on the assumption that the economic 
individuals concerned are ignorant of any such objective repercussions of 
their own activities) If they were to taste the apple of knowledge their 
behavior would become fundamentally different and our theoretical system 
would turn false the very moment it became the property of manufacturers, 
workers, or consumers. 

At this level of the argument, the theorist actually removes the veil of 
subjective appearances anc, instead of interpreting actions of economic 
individuals in terms of subjective motivations and beliefs, he explains these 
very beliefs and motivations in terms of objective actions and reactions. 

What did Marx mean exactly in accusing the bourgeois economist of 
fetishism? If he simply wanted to intimate that the second stage of theoret- 
ical explanation constituted a necessary complement to the first, the modern 
theorist will heartily agree with him and point to the Walrasian theory 
of general equilibrium or the recently developed theory of monopolistic 
competition as two outstanding examples of this type of analysis) It must 
have been the guardian angel of Marx, the prophet, who made some of 
the modern theorists introduce expectations, anticipations, and various other 
ex ante concepts, thus justifying ex post some of the most vitriolic pages 
of the first volume of Capital. But I prefer to let these modern theorists 
settle their own account with Marx. 

hould, however, the Marxian theory of fetishism be understood as a 
forthright condemnation of the first stage of our theoretical analysis—the 
stage which deals with conscious reactions of individual entrepreneurs 
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and householders—his objection must simply be turned down as funda- 
mentally a) UD | 

Unlike the modefn theory of prices the present-day business cycle analysis 
is Clearly indebted to Marxian economics) Without raising the question of 
priority it would hardly be an exaggeration to say that the three volumes of 
Capital helped more than any other single work to bring the whole problem 
into the forefront of economic discussion. 

It is rather difficult to say how much Marx actually contributed to the 
solution of the problem) After years of intensive controversy, there is still 
no solution. I expect that this statement will not elicit any open contradiction, 
although I do not remember having read or heard a business cycle theorist 
admit that he was unable to solve this or that problem; the nearest he comes 
to such an admission is when he declares that the particular problem is 
insolvable, which implies that not only he but that also no one else will 
be able to solve it. 

The two principal variants of the Nandan explanation of business cycles, 
or rather “economic crises,” are well known. One is the theory of under- 
investment based on the famous law of the falling rate of profits, the 
other is the theory of underconsumption. Both might contain some grain 
of truth. Which business cycle theory does noth 

Scanning the pages of Marxian writings it is easy to find numerous 
hints and suggestions which can be interpreted as anticipating any and 
every of the modern theoretical constructions. Here is a curious example 
of this kind—an excerpt from a letter to Friedrich Engels, dated a SE 
1875: 

I communicated to Moor a story (Geschichte) with which I wrangled privately for a 
long time. He thinks, kowever, that the problem is insolvable or at least insolvable at the 
present time because it involves many factors which must be yet determined. The issue 
is the following one: You know the tables repzesenting prices, discount rates, etc., in the 
form of zigzags fluctuating up and down. I have tried repeatedly to compute these ` ‘ups 
and downs” [the English expression is used by Marx}—for the purpose of business cycle 
analysis—as irregular curves and thus to calculate the principal laws of economic crises 
mathematically. I still believe that the task can be accomplished on the basis of a critically 
sifted statistical material. 

Thus it appears that toward the end of his life Marx actually anticipated 
the statistical, mathematical approach to the business cycle analysis. An 
approach which, incidentally, only recently was declared by an authoritative 
Soviet Russian textbook on mathematical statistics to be nothing else but 
an insidious invention of the Intelligence Division of the French General 
Staff. 

The significance of Marxian economics for the modern business cycle 
theory lies, however, not in such indecisive direct attempts toward the final” 


solution of the problem but rather in the preparatory work contained mainly 
in the seco yin_the third volume of Capital. I have in mind 


the famous Marxian schemes of capital reproduction. 
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Whatever the ultimate clue to the final theoretical solution might be, an 
intelligent discussion, not to say explanation, of economic fluctuations must 
be based on some kind of a theoretical model revealing the fundamental 
structural characteristic of the existing economic system. In this field the 
original contributions of post-Marxian economics are rather uncertain. On 
the one hand, we have the Walrasian scheme of # householders and z 
individuals, each one buying from and selling to the other. It is pretty 
certain that in terms of a schematic picture of such extreme generality it 
would be hardly possible to give an adequate realistic description of the 
process of economic fluctuations. 

On the other hand, there is the well-known Bohm-Bawerkian model of 
a simple linear flow of commodities and services, originating in some distant 
point where only land and labor are being applied and emptying itself, 
after a greater or smaller number of intermediate stages, into the final 
reservoir of finished consumers goods. The picture certainly does not lack 
concreteness. Unfortunately its concreteness is utterly misplaced. 

he actual structure of the present-day economic system is anything but 
linear. The mutual interrelation of industries is anything but that of simple 
vertical succession and—what is particularly important-that initial stage 
characterized by exclusive application of the “original factors of produc- 
tion” is nonexistent) If Böhm-Bawerk did actually set out in search of this 
hypothetical first stage, he would find himself now still on the road. 

The controversial issue is not of mean importance. It affects even such 
relatively simple problems as, for example, the question of substitution 
of machinery for labor. If approached without preconceived notions, the 
matter is a rather simple one. Should, let us say, the price of “horse labor” 
increase in relation to the costs connected with the operation of a tractor, 
the farmer would substitute tractors for horses. The demand for horses 
would decrease. If horses were able and willing to exist on smaller hay 
rations the postulated price discrepancy would disappear and they would 
find complete employment at a lower level of “forage rates.” Otherwise 
serious unemployment appears to be inevitable. Put the word “workers” 
instead of “horses,” “wage rates” instead of “forage rates,” and “entre- 
preneur” instead of “farmer” and you have a fairly accurate statement of 
the problem and its solution. 

Now comes the compensation theorist and objects. According to him, 
the price of tractors could not fall in relation to the price of horses in the ` 
first place. Referring to the vertical structure of the B6hm-Bawerkian scheme 
he substantiates his objection but points out that “in the last instance’’—in 
the famous first stage—all mechanical instruments are produced by labor 
and land alone and concludes that an increase in the price of labor.would 
necessarily cause an equivalent rise in the tractor price. | 

If a faulty structural picture of our economic system can produce con- 
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fusion even in the discussion of a relatively simple theoretical problem, it 
is bound to raise havoc with the incomparably more complicated analysis 
of-cyclical business fluctuations. 

(Marx successfully combated the BOhm-Bawerkian point of view in at- 
tacking the contemporary théorie des débouches of Jean Baptiste Say. He 
also developed the fundamental scheme describing the interrelation between 
consumer and capital goods industries. Far from being the a/timo ratio of 
this line of analysis, the Marxian scheme still constitutes one of the few 
propositions concerning which there seems to exist a tolerable agreement 
among the majority of business cycle theories. It is interesting to note in 
this connection that even Professor Hayek, as can be seen from his recent 
articles, is busy reconstructing his own triangular investment diagram. One 
does not need to be a prophet to predict that sooner or later he will present 
to ys a circular arrangement of the orthodox Marxian type. 

The controversy which thus seems to be drawing toward a happy ending 
has incidentally put both disputing parties into a rather paradoxical situa- 
tion. The dean of the bourgeois economists insisted on theoretical reduction 
of all capital goods to pure labor; he was opposed by the formidable pro- 
ponent of the labor theory of value in the rôle of a defender of the inde- 
pendent, primary function of fixed capital. 

owever important these technical contributions to the progress of 
economic theory, in the present-day appraisal of Marxian achievements they 
are overshadowed by his brilliant analysis of the long-run tendencies of 
the capitalistic system-}The record is indeed impressive: increasing con- 
centration of wealth, rapid elimination of small and medium sized enter- 
prise, progressive limitation of competition, incessant technological prog- 
ress accompanied by the ever growing importance of fixed capital, and, 
last but not least, the undiminishing amplitude of recurrent business 
cycles—an unsurpassed series of prognostications fulfilled, against which 
modern economic theory with all its refinements has little to show indeed 

What significance has this list of successful anticipations for modern 
economic theory? Those who believe that Marx has said the last word 
on the subject invite us to quit. The attitude of other somewhat less opti- 
mistic—or should I say pessimistic—critics is well expressed by Professor 
Heimann: ‘“Marx’s work remains by far the most comprehensive and im- 
pressive model of what we have to do.” The whole issue of the significance 
of Marxian economics for modern theory is thus transformed into a 


' methodological question) n) 


I enter this higher plane of discussion with feelings of considerable 


E reluctance and serious apprehension. Not that Marx and his followers 


were sparse in their. contributions to controversial methodological ques- 


_ tions; on the contrary, it is rather the overabundance of contradictory and, 
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at-thẹ same time, rot very specific advice that makes it so difficult to find 
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our way through the maze of divergent interpretations and explanations. 
It was in the same spirit of despair that Marx himself, in one of his lighter 
moods, exclaimed, “I am not a Marxist.” 

oughly all these methodological prescriptions can be divided into two 
groups. On the one side are the general considerations, which, although 
highly interesting from the point of view of philosophy and the sociology 
of knowledge, are entirely nonoperational from the point of view of 
practical scientific work.JIt might be true, for example, that a bourgeois 
economist, by the very virtue of his social and economic position, is essen- 
tially unable to recognize the driving forces and to discern the fundamental 
relations which govern the rise and fall of capitalist society. But what can 
he do about it? Give up teaching and investigating and join the proletarian 
ranks? This might render him a more useful member of society, but will 
anybody seriously maintain that such a change could improve his economic 
theory? 

Into the same group of essentially nonoperational prescriptions I would 
also place all references to the efficiency of the dialectical method. It might 
be true that the concept of unity of opposites inspired Newton in his 
invention of infinitesimal calculus and helped Marx in his analysis of 
capital accumulation—at least it would be rather difficult to disprove such 
contentions—but it is very doubtful whether even a most careful reading 
of Engel’s exposition of this principle could help Mr. Keynes, for ex- 
ample, with his solution of the unemployment problem. 

(On the other hand, Marxian methodology seems to contain some more 
concrete principles and concepts which deserve serious and detailed con- 
sideration. It is this aspect of the problem which was so ably brought to 
light by Dr. Lange in his brilliant article on “Marxian Economics and 
Modern Economic Theory.”? Translating the Marxian slang into the ver- 
nacular of modern economics, he defines the issue at stake as the problem of 
data and variables in economic theory. ) 

‘Admitting the superiority of the modern equilibrium theory, Dr. Lange 
tries to explain the marked success of Marxian prognostications by the par- 
ticular attention which the author of Capstal gave to the treatment of his data. 
It js an interesting thesis and it deserves a closer, critical scrutiny 

Data comprise all those elements of a theory which are used in the 
explanation of the variables but are not explained themselves within the 
system of the same theory, i.e., they are simply considered as being “given.’ 

Among these there are first of all those general propositions which in- 
dicate whether we are going to talk about cabbages or kings and thus 
describe the general “universe of discourse,” as fhe logician calls it.\Thes 
data are predominately qualitative in character.\The so-called institutional 
assumptions of economic theory belong to this first category.) 





1 Review of Economic Studies, June; 1935. 
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(Marx persistently derided contemporary classical economists for their 
failure to specify explicicly the institutional background of their theories. 
He was doubtless right and the same criticism applies equally well to some 
of the modern theorists. Fortunately enough in the process of their actual 
work the bourgeois economists implicitly and maybe even unconsciously 
framed their theories in complete accordance with the fundamental, relevant 
facts of the institutional kackground of capitalist society. Thus the subjective 
methodological shortcomings did not impair the objective validity of their 
theoretical deductions. 

The second type of data comprise statements of basic interrelations which 
constitute the immediate point of departure for derivation and formulation 
of specific propositions of our theoretical system. Technical production func- 
tions, shapes of the demand curves describing the consumers choice, sched- 
ules of liquidity preferences—all these are examples of this second type of 
data. They are predominately quantative in character.) 

Ci is this category of data which was meant by Clapham in his famous 
reference to the “empty boxes of economic theory.” The boxes are not 
much fuller now than they were twenty years ago, but the Marxian theory , 


hardly contains the stuff which could be used to fill the vacuum. 
r. Lange seems to be of a different opinion. He points out in this con- 
nection the concept of technological progress as the mainstay of the Marxian 


theory of economic evolution of the capitalist society. This progress is 
being made responsible for the formation of a permanent army of un- 
employed which in its turn is supposed to prevent the otherwise unavoidable 
absorption of all profit by an ever increasing national wage bill. Dr, Lange’s 
statement of the problem suffers, however, from serious ambiguity. 

As indicated before,(sabstitution of machinery for labor can edsily take 
place without new inventions, simply through movement from one point 
of a given production function to another. Reduced interest rate due to 
ever increasing supply of accumulated capital might easily lead to such a 
result. The technical datum—the technical horizon of the entrepreneur— 
will remain in this case as stable as for example the cost curve of a monopo- 
list might remain stable while he is changing his position by sliding along 
his curve in response to some demand variations. 

Quit different phenomenon takes place whén an entrepreneur reduces 
his‘demand for labor nct in response to changing interest or wage rates 
but because a previously unknown new invention makes it profitable to 
use less labor and more machinery, even if interest as well as wage rates 
were to remain the same as before. Here we are facing a genuine change 
in primary technological data 

(Both types of adjustment mark the evolution of capitalist economics. Dr. 
Lange does not seem to make a clear-cut distinction between the two, but 
the general drift of his argument points toward the second rather than first 
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type of labor displacement. Neither is the position of Marx himself par- 
ticularly clear. The great stress put upon the process of progressive accumu- 
lation, which the author of Capital considers to be a necessary condition of 
the very existence of the present economic system, indicates that it is rather 
the first type of substitution which he has in nid) : 

Anyway, the fact that the Marxian theory lends itself on this point to 
so many different interpretations, shows thatfin so far as the careful speci- 
fications and analysis of basic data is concerned, it is rather the Marxist who 
can learn from modern economists than vice versa) 

Finally we come to the third and last aspect of this methodological con- 
flict/ Modern economic theory limits itself to a much narrower set of prob- 
lems than that which is included in the scope of Marxian economics) Many 
items treated as data in the first system are considered to be in the group 
of dependent variables in the second. In so far as the general methodological 
principle is concerned any effective extension of a theoretical system beyond 
its old frontier represents a real scientific progress. 

To avoid a misunderstanding it must be kept in mind that such extension 
cannot possibly result in a complete liquidation of independent data. It 
simply replaces one set of data by another. So, for example, if we were 
to include governmental action as a dependent variable within the system 
of economic theory, the amount of public expenditure of the height of 
import tariffs had to be considered as a function of some other economic 
variables in the same way as the output of a firm in competition is con- 
sidered to be a function of the prevailing market price. It is perfectly 
obvious, however, that the first type of relationship is much less definite 
in its character than the second. This, I think, is the reason why the modern 
economist is reluctant to discuss both types of interrelations on the same 
plane. And he is right because neither part can profit from such artificial 
connection, which does not mean that the result of the two types of in- 
vestigation could not and should not be fruitfully combined in attempts 
toward some kind of a wider synthesis. Occasional alliances and frequent 
co-operation are, however, something quite different than radical unifica- 
tion accompanied by complete obliteration of existing border lines. 


Neither his analytical accomplishments nor the purported methodological 
superiority can explain the Marxian record of correct prognostications. His 
strength lies in realistic, empirical knowledge of the capitalist system. 

Repeated experiments have shown that in their attempts to prognosticate 
individual behavior, professional psychologists systematically fall behind 
experienced laymen with a knack for “character reading.” Marx was the 
great character reader of the capitalist system. As many individuals of this 
type, Marx had also his rational theories, but these theories in general do 
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not hold water. Their inherent weakness shows up as soon as other econ- 
omists not endowed with the exceptionally realistic sense of the master try 
to proceed on the basis of his blueprints. 

The significance of Marx for modern economic theory is that of an 
inexhaustible source. of direct observation. Much of the present-day theoriz- 
ing is purely derivative, secondhand theorizing. We often theorize not 
about business enterprises, wages, or business cycles but about other people’s 

theories of profits, other people’s theories of wages, and other people’s 
theories of business cycles. If before attempting any explanation one wants 
to learn what profits and wages and capitalist enterprises actually are, he 
can obtain in the three vclumes of Capital more realistic and relevant first- 
hand information than he could possibly hope to find in ten successive 
issues of the United States Census, a dozen textbooks on contemporary eco- 
nomic institutions, and even, may I dare to say, the collected essays of 
Thorstein Veblen. 


THE SIGNIFICANCE OF MARXIAN ECONOMICS FOR CURRENT 
TRENDS OF GOVERNMENT POLICY 


By LEO ROGIN 
University of California 


It would be a narrow interpretation of Marxian economics which would 
limit that interpretation strictly to the writings of Karl Marx. But it would 
be absurd, on the other hand, to conceive of a policy as constituting an 
expression of Marxism unless that policy were in some proximate sense 
based on a careful study of these writings. In that sense, then, one can 
safely say that there has been very little intimate knowledge and even less 
conscious application of Marxian economics in the conception and the 
administration of the New Deal. 

I base that assertion on my first or secondhand knowledge, as the case 
may be, of the personnel of the New Deal. For its justification, however, it 
will be more seemly and enlightening to survey, of necessity briefly, the 
career of the New Deal in the light of Marxian economics. Before we pro- 
ceed to our task let us glance at that more recondite relation—its alleged in- 
fluence upon the New Deal. 

One of my colleagues at Berkeley, an economic historian, has a fondness 
for the idea that no historical event is a matter of indifference to the sub- 
sequent course of history. Few historians would be disposed to assert that 
the context of events represented by the emergence of the Marxian system 
of thought has been without important influence on what followed. To 
try to identify, or segregate, that influence, however, would be a dubious 
adventure, likely to lead one into loose historical generalization. We are 
dealing here, among other things, with a system of theory which invoives 
prognosis. How are we to distinguish between the vindication of the theory 
and its causal incidence? If Marxian economics constitutes a realistic and 
acute analysis of the capitalistic process, and if President Roosevelt has 
been dealing in a realistic fashion with the problems thrown up by that 
process in this country, the small measure of collectivism associated with 
the New Deal need not have its inception in Marxian economics. It may 
be considered, rather, a vindication of the significance of that analysis. 

The New Deal has involved, to be sure, a tremendous amount of govern- 
ment interference with business enterprise. But is that synonymous with 
Marxism, with collectivism? It is not necessary to point to fascism in order 
to demonstrate the lack of identity between collectivism and government 
interference. Let us rather consider for a moment the most vital school of 
economic liberalism in this country. I refer to the University of Chicago 
economists who, I believe, have endorsed unanimously Professor Frank 
Simons’ program of back-to-competition. That program not only involves 
a tremendous amount of government interference with business in order 
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to invoke the lost Utopia of competition, but it also looks to the permanent 
establishment of an all-pervasive government bureaucracy as the guardian 
_of that competition. And over it all is to preside, in a political vacuum, 
a very monster of bureaucracy—a monetary authority, implemented by the 
mechanism of the 100 per cent legal reserve. 

I am not concerned with an evaluation of this program. I merely wish 
to indicate that as soon as present-day economic liberals leave the convenient 
abstractions of pure theory, they find it necessary to bow to the exigencies 
of modern technology and modern business organization. They find it 
necessary to invoke bureaucracy in their polemic against New Deal and 
collectivist bureaucracy. Unlike that of their classical progenitors, their 
program is merely a denial of planning; it is not an affirmation of laissez 
faire. 

Here again it is possible that while they have learned little from Marx, 
modern economic liberals, like their contemporaries, the New Dealers, are 
by the concessions of their program—concessions born of desperation— 
furnishing a partial vindication of Marxian economics. 

It is time we recurred to our main theme, the career of the New Deal 
in the light of Marxian economics. American business enterprise, big and 
little, was prostrate in the spring of 1933. The introduction of a socialist 
régime may not have been feasible at the time. It may nevertheless be urged 
that an administration bent on collectivism would hardly have thawed out, 
bailed out, cleaned out, and resuscitated the banks -for the sole purpose 
of returning them to private hands. Such an administration would hardly 
have continued Mr. Hoover’s policy of bailing out other financial enter- 
prises, the railroads, and large corporate enterprise in general. I am not 
contending that any of these things should not have been done, but am 
merely calling attention to the circumstance that this allegedly socialistic 
administration proceeded, in the day of its collectivist opportunity, to the 
task of restoring a shattered capitalism to health and, it fondly dreamed, 
to a newly-won respectability. 

Of much greater significance was the New Deal’s repudiation of a 
forthright program of production for use in so far as unemployed men, 
materials, factories, and equipment were concerned. These resources might 
conceivably have been employed, outside the realm of private enterprise, 
in the production of goods urgently needed by the unemployed. Here also 
was a great opportunity to get rid of the agricultural surplus. The pressing 
character of the latter problem is indicated by the desperate methods em- 
ployed to resolve it. The policy of the Administration on production for 
use was amply demonstrated in the promptness with which the compre- 
hensive production-for-use program in Ohio was ordered to be liquidated 
when the Washington office assumed direct charge of the administration of 
relief in Ohio in May, 1935. 
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The New Deal has received scant thanks for its tenderness toward 
“legitimate” business enterprise. On the one hand, its efforts to make 
capitalism respectable and tenable through such measures as the Securities 
and Exchange Act were castigated as violations of the necessary premises 
of a profit economy. On the other hand, its efforts to make the agricultural 
sector of private enterprise profitable without encroaching on the acquisitive 
. expectations of industry and commerce, were condemned as violations of 
the elementary ethics of mankind and the plain injunctions of both the 
Old and the New Testaments. Not in a position to produce freely for use, 
Mr. Hopkins’ relief organization was inevitably driven to a certain amount 
of “boondoggling.” 

The NRA has been viewed as representing the high level of collectivism 
in the career of the New Deal. None but the naive and ill informed would 
be disposed to deny that the fair trade practices section of the NIRA was 
an answer to the prayers of the trade associations. Section 7A of that Act 
served in part as a compensation to labor for the boon granted to the trade 
associations. It is primarily, however, an important episode in the Adminis- 
tration’s encouragement of collective bargaining. Such encouragement is 
in no specific sense Marxian either in its intent or in its theoretical premises. 
Collective bargaining has received theoretical justification from no less 
respectable a source than Alfred Marshall. No fair, no equilibrium, wages, 
he argued, could be expected to issue from individual bargaining between 
employers and their workers. 

The NRA wages and hours provisions ate of immediate interest because 
of the Wages and Hours bill which is an essential part of President Roose- 
velt’s present program. Marx’s Capztal might have furnished an extraordi- 
nary measure of prevision of the speed-up, the stretch-out, the wielding 
of the club of potential mechanization, and the firing of the weaker and 
older workers, all of which accompanied the application of the wages and 
hours provisions of the NRA. But there was little prevision of these de- 
velopments on the part of those who formulated and administered the 
NIRA, and there is apparently little effort to anticipate these eventualities 
at the present time in connection with the Wages and Hours bill. 

The labor policy of the New Deal coincides in the main with the practical 
demands of labor and with the humanitarian premises which the New 
Deal and Marxism have in common. In consequence even trained Marx- 
ians are apt to extend glib acquiescence to the New Deal’s espousal of the 
Hobsonian underconsumption theory of economic fluctuations. The fact 
remains that the recovery was checked at the very time when wages and 
pay rolls first gave promise of catching up with profits and production. One 
should not jump at the conclusion that we necessarily have here a relation 
of cause and effect, that it was the rise in wages and pay rolls that checked 
the recovery. But the hypothesis is provoked, nevertheless, that a rapid 
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increase in wages does not asure the process of recovery. It may even be 
possible that after a lag of income to the workers, because of lagging wage 
rates and increased productivity of labor, a rapid rise in wages may be 
prejudicial to recovery. Such a rise may contribute to the recognition of 
the untenability of inflated security and commodity prices which were in 
themselves largely premised on the lagging pay rolls. 

It may at this point be said that I have admitted inadequate consumer 
purchasing power to be involved in the difficulty. Precisely. Lagging wages 
may lay the ground for economic instability, and rising wages may in 
turn contribute to the crisis of recession. The influence of any factor cannot 
be posited dogmatically in the abstract. Its character and extent depend on 
the nature of the economic configuration which happens to prevail. 

| Marx himself was rot guilty of a simple underconsumption theory. To 
be sure, he stated that the inadequate distribution of income to the masses 
and the consequent underconsumption relative to productive capacity were 
the ultimate causes of crises and depressions. That, however, is a broad 
generalization which furnishes the theoretical premise for his condemnation 
of private capitalism. It should not be construed as an adequate guide to 
practice within the confines of private capitalism. 

The Marxian business cycle analysis in Volume II of Capztal contains an 
elaborate anticipation cf that part of social credit theory which Mr. Keynes 
considers a novel contribution to economic science. I refer to that part of 
Major Douglas’ analysis which traces the consequences of allowance for 
depreciation. It has been developed in possibly an oversubtle fashion in 
Mr. Keynes’s doctrine of user cost. Marx’s monumental work in general and 
Volume III in particular anticipate by more than half a century Mr. Keynes’s 
and Mr. Hayek’s allegedly novel integration of the theories of value, of 
money, and of economic fluctuations. In its emphasis on successful accumu- 
lation as the prerequisite of a rapid tempo of economic activity, the Marxian 
analysis is definitely more closely akin to that of Spiethoff, Cassel, D. H. 
Robertson, and Hayek than to that of Hobson and of Foster and Catchings. 
Marx differs from the zormer group of theorists, particularly from Hayek, 
in that he follows Sismondi in the recognition that all business enterprise 
is speculation. In consequence, there is no place in his theory of economic 
fluctuations for nice calculations of maxima together with the refined tech- 
nique by which that spurious calculation is implemented. Mr. Hawtrey 
shows a strange kinship to Marx in this regard. 

The Marxian cyclical analysis, moreover, has its setting in a theory of 
capitalist development which is absent in the work of the others. The 
capitalist development is, in fact, conceived to be mediated by the cyclical 
movement. Among the writings of non-socialist theorists, Professor Schum- 
peter’s Theory of Economic Development comes closest to Marx in the latter 
respect. Professor Schumpeter has the rare good grace to acknowledge his 
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model. He recognizes, moreover, the decidedly more limited scope of his 
own analysis. 

In his otherwise essentially static formulation, Mr. Keynes's General 
Theory approximates the Marxian position when he postulates that the diff- 
culty of maintaining economic adjustment increases with the wealth of 
a country. Mr. Harrod, in his Trade Cycles, comes even closer to the Marx- 
ian doctrine that the process of accumulation which is necessary to pros- 
perity tends to create a plethora of accumulation which chokes that 
prosperity.}{ 

Of late, the New Deal has been more Keynesian than Hobsonian in its 
theoretic orientation, particularly in the premises which underlie its public 
works program. Marx never envisaged state action on a large scale in 
the interest of the masses, of recovery, and of economic stabilization. In 
fact, the main task of those who wish to employ the Marxian theory in 
concrete economic analysis is to adapt it to the requirements of an economic 
process which involves a vast amount of government regulation and par- 
ticipation. Had he been able to envisage a large program of public works in 
a setting of entrepreneurial “rugged individualism,” I suspect Marx would 
have been inclined to remark that these entrepreneurs would in the first 
place sabotage the priming of the pump and then proceed to take the 
pump away. 
| Mr. Keynes, it may be said in passing, is hardly Marxian, particularly in 
the social premises of his economic analysis. These are of great importance, 
both in the emphasis of a theory and in its application. In his attack on the 
rentier he is a Ricardian. In his attack on financial capital Mr. Keynes is a 
follower of Proudhon. Hence his admiration for the non-Marxian socialism 
of Sylvio Gesell, who acknowledges himself a devout disciple of Proudhon!l 

The remoteness from Marxism is greatest in that aspect of the New 
Deal which relates to its agricultural policy. It is not merely that in this 
connection we do not have an instructed Marxism. Nor would it be tenable 
to explain the gap between Marxism and the New Deal in terms of the 
impossibility of translating doctrine into practice. We are dealing here 
with a policy which is, in its spirit, in its method of analyzing the problem, 
and in its application, fundamentally hostile to Marxism. 

The spirit in which the agricultural policy was conceived is indicated 
by the circumstance that agricultural labor was (with very minor reserva- 
tions) considered to be outside the scope of the agricultural interest. It 
cannot be urged in defense of this omission that the number of farm 
laborers in negligible. If we include sharecroppers with agricultural workers, 
the most authoritative estimate yields a figure of about 3,500,000. That is 
to be compared with about 6,000,000 for agricultural entrepreneurs. The 
large number of the latter, coupled with the circumstances that the bulk 
of them are working farmers, does provide a democratic social premise 
for the agricultural policy. The exclusion of hired labor from the benevo- 
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lent intents of that policy should, nevertheless, mark it as completely devoid 
of contamination by any theory dedicated to the proletarian cause. It should 
be noted in connection with the foregoing that a Department of Agri- 
culture survey discovers the wages and working conditions of farm labor 
_ to be far worse than those of any other important group of workers in 
this country. 

Despite the fact that the New Deal is supposed to be very specially 
devoted to the submerged third of the population, the most submerged 
section of this one-third has fallen outside the scope of the whole range 
of New Deal legislation. Agricultural workers were, in the first place, not 
included under the labor provisions of the NIRA. Their legal status in 
that connection was never made clear, but for all practical purposes such 
was the case. The ‘Agricultural Adjustment Administration, moreover, made 
every effort to widen the scope of the category of agricultural labor, so 
that the labor provisions might not imperil, or complicate, its program. 
The National Labor Relations Act has continued the discrimination against 
agricultural workers. They are also excluded from the insurance features 
of the social security legislation and are outside the scope of the work- 
men’s compensation laws. While the latter are strictly within the scope of 
state legislation, the circumstance does serve to accentuate the farm laborer’s 
insecurity and economic degradation. 

The large bulk of agricultural laborers are employed by a relatively small 
number of capitalistic producers with whom agriculture is to a large extent 
either an avocation or secondary to their economic interests as bankers or 
distributors. The concentration of large-scale farming in a relatively small 
number of regions in the United States, and its predominance in California 
and Florida, raise the farm labor issue to the level of a struggle between 
capital and labor as distinguished from the bargaining between a working 
farmer and one or two hired men. 

I have referred to the decidedly non-Marxian method of economic 
analysis associated with the agricultural policy of the New Deal. The 
following may serve by way of illustration. I have it on very good authority 
that when the loss of livelihood to thousands of sharecroppers incident to 
the contraction of cotton acreage was brought to the attention of an official 
very high up in the Agricultural Adjustment Administration, he replied, in 
effect, “That is a social problem. I am concerned with the problem of 
price.” I cannot vouch absolutely for the correctness of the story. It is in 
any event true in the symbolic sense. The agricultural problem has been 
conceived too exclusively as a problem of price, with insufficient regard, 
not only to the relation between employee and employer, but also to the 
relations between tenant and landlord, debtor and creditor, producer and 
distributor—the latter masquerading all too often in the guise of an agri- 
cultural co-operative. 

(The conception of the economic process as a circus of commodities and 
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prices divorced from class relations is neither Marxian nor even classical. 
It is most strictly in consonance with the types of theory which have tended 
to prevail in our classrooms since the nineties of the last century—types 
of theory which Mr. Keynes has mistakenly included under the category 
of classical. 

While the New Deal has on occasion explicitly repudiated this type of 
economics, it has nevertheless done much of its thinking within the con- 
fines of the orthodox principles. And the choice of principles is a matter 
of much practical consequence. The conception of the economic equilibrium 
as pre-eminently an equilibrium of prices leads to the diagnosis that eco- 
nomic maladjustment represents a deviation from some normal context 
of prices. The diagnosis is correct, but it is tautological, being merely an 
easy inference from the definition of the norm. It is extremely inadequate 
to the requirements of constructive practice. It serves very well, however, 
to distract attention from deep-seated institutional maladjustments. 

In terms of this traditional definition of the norm, free competition is 
the institutional guaranty of a normal price relationship. There follows 
the diagnosis that all our economic ills are to be attributed to restraints 
imposed upon free competition. Thus the definition of the norm deter- 
mines the cause of the malady. The cause is found to be regimentation, 
private and public. The government is then blamed for the existence of 
private monopoly, and the way is free for a concentrated attack upon 
political regimentation. 

The New Deal has at various times tried to defend itself against this 
attack by threatening a counter attack on private monopoly. Its failure 
to recognize the inevitability of monopoly under private capitalism is hardly 
Marxian. Neither is it consistent with the New Deal’s effort to implement 
monopoly under the NRA. 

Consistency, it may be urged, is a political impossibility. We may even 
admire the opportunistic tactics of the quarterback on the New Deal team. 
I merely urge the difficulty of inferring from his behavior that he has been 
coached in the system of Karl Marx. 


DISCUSSION 


JoHN Ise: The significance to be accorded Marxian economics seems to me 
to depend largely on one’s conception of the method and scope of economics. 
If economics is to be regarded zs economic physiology—the study of the way 
the capitalistic system would work if it worked that way, if it were in a perfectly 
healthy condition—Marx has little to offer. If economics is to be regarded as 
the study of economic pathology as well as physiology, he will contribute a heavy 
gtist; and if our conception of economics be expanded to include the study of 
capitalism in its historic setting, and in its relation to other economic systems, 
the study of the great German socialist seems to me indispensable. His usefulness 
appears to lie, not in his theories as to the functioning of a capitalist society, 
but in his savage and often penetrating criticism of its failures, and in the 
historical perspective from which he views the problems of economic society. 
Few of his contemporaries wrote so much that is faulty or wrong, but that few 
wrote so much significant truth is attested by the fact that of these contemporaries, 
only John Stuart Mill has left so deep an “imprint on the development of 
economic and historical thought, if indeed Mill can be said to have done that. 

As an economic theorist, Marx seems generally faulty, or entirely wrong, or 
occasionally right for the wrong reason. His notion of value as something sub-~ 
stantial is quite unusable; his theory of surplus value, with all his pretense of 
mathematical precision, is largely a weird fabric of assumptions; although he 
followed the Ricardian theory of rent, he saw little of the significance of rent; 
he had no clear notion of the relation of the function of saving to interest; 
he had little or no conception of the productive significance of the enterpreneur; 
and in much of his analysis he draws no clear line between monoply and 
competitive conditions. Sometimes he arrives at conclusions at least partly correct, 
by lines of fallacious reasoning, as for instance in his theory of surplus value 
and the inability of the laborers to buy back their products. Using generally false 
reasoning and analysis, he comes to conclusions prophetic of those in Professor 
Moulton’s recent studies. I confess my inability to resolve the issue between Pro- 
fessor Moulton and his critics, but am convinced that the concentration of too 
much of the total purchasing power in the hands of the rich and the lack of 
purchasing power in the hands of the masses is an important cause of the break- 
down of capitalism; and for this reason I believe that Professor Leontief, in 
stating that Marx’s theories on this point “might contain some grain of truth,” 
is excessively judicious. 

In his messianic zeal for the new order Marx built up a system of economics 
to support his preconceptions, and of course in such a process every error calls 
for other errors to fit the general scheme. Aside from the fallacies involved in 
much of his economics, however, his labored exposition and the attachment of 
strange meanings to familiar terms make his economics almost unusable for 
ordinary college work, even if college trustees are inclined to look with favor 
on such use. 

It is as an economic historian—or shall I say as a philosopher of history— 
that Marx seems to me to have made his greatest contributions. His theory of 
historical materialism, although perhaps not to be rated with Darwin's theory 
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of evolution, as a few enthusiasts have suggested, was certainly epoch-making in 
its significance. As the cue followed more or less by such historians as Turner and 
Beard—whether knowingly or not, I cannot say—it has brought rich fruit of 
historical research. The institutional economists have qualified and expanded it. 
The theory of the war of the classes seems more realistic today than ever before; 
and it suggests a useful and significant point of view for those who believe that 
the social sciences should point the way to social amelioration. With this goes of 
course the concept of a “ruling class,” a concept which Harold Laski and many 
other political scientists find indispensable in the interpretation of present-day 
problems. Naturally this concept has been slow to win recognition in America, 
where the notion of the happy family, democratically self-governed, has tenacious 
roots. In his assumption of the growth of large-scale industry and monopoly, 
and parallel increase in the numbers and in the radicalism of the laboring class, 
Marx saw the drift of economic history correctly, and his analysis of the sig- 
nificance of corporations is clearly prophetic of the recent study of Professors 
Berle and Means. Some of the passages in Marx would be sagacious, even if 
they were written in the light of present conditions; written more than a half- 
century ago, they seem amazingly penetrating. 

Professor Leontief has summarized Marx’s impressive record in analyzing the 
long-run tendencies of capitalism, and he seems a bit puzzled as to the reasons 
for his sagacity. I wonder if this particular prophetic faculty is not rather 
common in socialists and other radicals. Plato showed similar uncanny vision 
of developments more than two thousand years ahead; and many of the socialists 
of the past hundred years seem surprisingly modern in the perspective of later 
years. Not long ago I happened to read a speech of Senator Peffer, of Kansas, 
one of the early wild men for whom Kansas was famous before the days of 
budget-balancing and respectability; and the speech was so intelligent and so 
modern that I could not help wondering how he escaped recognition as one of 
the great men of his time. Perhaps all this should not be surprising, however. 
Men naturally do their best thinking in connection with the problems that 
interest them; and the socialists are much interested in historical tendencies and 
in the future. They face forward. Most of them are economic evolutionists. Con- 
servatives, on the other hand, thinking in terms of the present, or even of the 
past, naturally fail to sense some of the most important drifts. Those who believe 
they have already arrived at the final destination are little concerned with the 
road ahead, For them there are no “drifts,” but only sporadic outbursts of crazy 
radicalism on the part of those who do not appreciate the beauties of our 
capitalism. Disraeli exaggerated when he said that the conservatives are always 
wrong; but certainly the socialists have often seemed right in the light of later 
developments. Marx, although he was the greatest, was not the only wise 
ptophet. Perhaps it should be added, parenthetically, that the value of much of 
Marx’s work is probably higher than it would have been if his mind—according 
to the American tradition—had been fixed more on the question of royalties from 
his books. 

On the other hand, some of Marx’s historical analyses and predictions reveal 
surprising lapses of judgment. As often pointed out, he exaggerated the decline 
of the middle class; in fact, his analysis of the different classes of society was 
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quite too simple; and he apparently did not realize how tough the old capitalist 
society was, how tenacious was the control of the ruling class. Perhaps this was 
the reason he did not foresee the development of fascism. He showed little 
appreciation of the evils that existed before the advent of capitalism; in fact, 
his discussion of the beauties of the medieval religion, family, and chivalry 
verges on utopian sentimentalism. In the Manifesto, for instance, we are told that: 

The bourgeoisie, whenever it has got the upper hand, has put an end to all feudal, 
patriarchal, idyllic relations. It has pitilessly torn asunder the motley feudal ties that 
bound man to his “natural superiors,” and has left remaining no other nexus between man 
and man than naked self-interest, than callous “cash payment.” It has drowned the most 
heavenly ecstacies of religious fervor, of chivalrous enthusiasm, of philistine sentimentalism, 
in the icy water of egotistical calculation. . . . The bourgeoisie has stripped of its halo 
every occupation hitherto honored and looked up to with reverent awe. It has converted 
the physician, the lawyer, the priest, the poet, the man of science, into its paid wage- 
laborers. The bourgeoisie has torn away from the family its sentimental veil, and has 
reduced the family relation to a mere money relation. 

Perhaps because of the messianic color of his mind, perhaps because he wrote 

of capitalism in what he considered its age of decadence, Marx did not appreciate 
the relationship between capitalism and the growth of democracy. More difficult 
to understand, however, is the almost complete lack of realism in his prediction 
of the final classless society. Seeing as he did that there had always been exploiters 
and exploited, and holding generally to the classicists’ theory of human selfishness, 
how could he assume that the revolution, or any change in human relationships, 
would bring the happy Elysium that he pictured ? He had not the institutionalists’ 
theory of changing human nature. His general philosophy should have led him 
directly to the conclusion that under the dictatorship there would merely be a 
new ruling class, perhaps quite as selfish and brutal as the capitalists they had 
displaced. He assumed that the dictator would be a good dictator, who would 
really want a classless society—-a man somewhat different from the Stalin of 
recent purges. 
M Whatever our conclusion as to the significance of the Marxian doctrines to 
present-day economists and political scientists, who can presumably study them 
dispassionately, we cannot escape the conclusion that, for better or worse, those 
doctrines have vastly influenced masses of men and human destinies. For better 
or worse, the world will never be the same as it would have been had not 
Marx raised the flag of bloody revolution." 

The fruit of his teaching seems to me to be found, however, not mainly in 
any legislative program, such as the New Deal, but in the sharpening of the class 
conflict, in the rebellious determination with which a faction of labor presses 
its claims, in the hysterical fear and often ferocious brutality with which the 
ruling class resists those claims. The sweet reasonableness of the Fabians was 
no very serious threat. As Marxians have often pointed out, the banner of sweet- 
ness and light could never go very far; but when Marx raised the red flag of 
revolution, the seeds of a real class war were in the soil—a war which is even 
now carried on in many countries with medieval brutality. It would of course 
be unfair to hold Marx altogether or mainly responsible for this war, or for 
the ferocity with which it is carried on. In a crumbling capitalism, it was inevitable 
that the issue should arise, in something like its present sinister form; but Marx 
and his disciples are doubtless responsible for some of the ugliness of the conflict. 
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I confess that I have never thought of the New Deal as a child, step-child, or 
even an illigitimate child of Das Kapital, in spite of the assiduousness with which 
certain interests point out the lineage, and it is therefore difficult for me to take 
this question as seriously as Professor Rogin does; but I find myself in sub- 
stantial agreement with the conclusions to which his analysis leads him. The 
New Deal seems to me to be generally an attempt to patch up the capitalist 
system so it will work to the satisfaction of a larger proportion of the people. 
In interpreting Marx, I should stress the theory of the revolution more than 
Professor Rogin does, but this makes the New Deal seem even less a result of 
Marxian influence. 

JOSEPH J. SPENGLER: No extended comment is possible within the time at 
my disposal. Given his interpretation of the term “fetish,” I admit the validity 
of Professor Leontief’s rejection of Marx’s accusation. Given a different intet- 
pretation, Marx’s accusation remains valid in so far as modern value (i.e., price 
and distributive) theory is shot through with folklore, with beliefs and supposi- 
tions that are either unsubstantiated or false. For when Marx condemned 
bourgeois society as a ‘fetishism of commodities” in which all objects, events, 
and relations were deemed “natural”? and unavoidable, and when he described 
the orthodox political economy of that society as theology, he apparently meant 
that orthodox political economy, a necessary epiphenomenon of the then existing 
set of economic relationships, was a kind of class apologia, or (in Paretian . 
nomenclature) a class “derivation.” 

If one ignores for the moment the continued tendency of economic orthodoxy 
to slight social change and the hypotheses adequate to explain social change, 
one cannot quarrel with the methodological procedure per se of contemporary 
economic orthodoxy, with its postulation of certain intervariable functional rela- 
tionships, of certain conditions of factor-mobility and competition, of certain 
physio-psychological attributes on part of consumers, workers, and entrepreneurs. 
But one must quarrel with economic orthodoxy’s frequent preference of the 
fact-free air of post-decimal point stratospheres to the fact-thick mugginess of 
terrestrial realities; with orthodoxy’s failure to check the factual validity of 
many of its assumptions and to recognize that the factual and logical validity 
of each postulated functional relationship is contingent upon the presence or 
absence of other variables and upon the nature of the socio-political milieu 
within which the variables exist.1 When economic orthodoxy (or Marxian 
orthodoxy for that matter) uncritically absorbs that which has not been sub- 
stantiated, it runs the danger of viewing the unsubstantiated as proven, of 
transforming it into folklore. This folklore will then have one or both of two 
effects: (1) it may blind the theorist and his disciples to the nature of socio- 
economic adjustment, adaptation, and change, as the theorist’s sorry record of 
prognostications fulfilled well attests; (2) it may lead the theorist gua policy- 


formulator to advocate courses of action that are at variance with the needs of the 
‘times and impossible of successful effectuation, to assume the futile and unscien- 


- *It is of more than passing curiosity that economic orthodoxy devoted little attention 


to deviations from perfect competition until Sraffa, Chamberlin, Robinson, and others 
began to enshroud the obvious in new sets of geometrical curves, Marx was aware of the 
limitations to competition. 
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tific rôle of die-hard. In the second instance, at least, economic folklore has become 
theology in the Marxian sense. While it is obvious that these observations 
constitute no contribution to value theory as such, it is equally obvious that 
economic folklore smothers analytical and intuitive powers. 

Neither speaker has referred to the problem of allocating resources correctly 
in a collective economy, presumably because this problm has been extensively 
treated in the past decade. While Marx recognized the problem, it was not 
squarely faced until the present century when Mises and Pierson suggested the 
insolubility of this problem under socialism, The resolution of the problem, 
moreover, has run in terms of marginalism, the Marxian apparatus of thought 
offering little if any direct aid. Unfortunately those who have sought solutions 
to the problem have somewhat incorrectly assumed with orthodox theorists that _ 
the consumer is and must be autonomous, a caster of dollar votes to which the 
configuration of the productive mechanism and the distribution of resources must 
conform. A strong case may be made, however, for the view that increased 
centralized control over consumption will reduce uncertainty, increase stability, 
and augment the sum-total of human happiness, whether the economy be col- 
lectivistic or shaped in accordance with the Chicago liberal plan. Liberal- 
Marxist controversy may yet inspire interest in this virtually ignored problem. 

Marx’s greatest contribution, as each speaker has indicated, lay in the field 
of social change, a field ignored in large part by economists and historians. He 
was not interested in the movement of factors and prices toward equilibrium in 
the Walrasian sense and did not therefore specifically raise the question whether 
or not equilibrium is possible, given productive factors whose very nature may 
be changed in the course of and in consequence of this search for equilibrium. 
Instead Marx concerned himself primarily with the long-run drift of interclass 
and interindividual relationships and with the shorter-run cyclical movements 
and power shifts which give direction to the long-run drift. He saw in class 
conflict, the dynamic source of change. At the present moment two marked 
changes in thought are discernible: (1) the increasing use by historians of a 
kind of Marxian approach; (2) attacks on the historical understructure of 
Marxism by theorists such as Spengler who believed any culture inevitably con- 
demned to decay and Sorokin who believes that all trends, however long, are 
certain to be reversed. 

I infer from the remarks of the two leading speakers that neither has much 
use for dialectical materialism in the Marxian sense. Yet, as a reading of the 
neo-Austrians strikingly reveals, economic analysis divorced from the socio- 
political milieu in which economic relationships establish themselves is barren 
of practicality and insight. Is it not evident, therefore, that even though we reject 
dialectical materialism in the Marxian sense we must avoid the “ostrichism” of 
defining away problems by simply assuming to be constant, factors subject to 
imminent change. In other words, is it not necessary for us to ascertain: (1) 
the laws of change in the socio-political milieu; (2) the laws of change in 
economic realms such as innovation and its introduction, as the relative powers 
of classes, as the conditions that determine labor and capital supplies, and 
so on; (3) the relationships between (1) and (2) and the extent to which, if 
at all, these relationships emerge in nature. 


22 American Economic Assoctation 

Professor Rogin has shown ‘the New Deal as a totality to have been both 
muddelheaded and anti-Marxian. Might he not have employed the Marxian 
mode of approach to demonstrate why the New Deal was and is so? J. B. 
Clark observed many years ago that an economy cannot survive half-competitive, 
half-monopolistic. Would not Marxian analysis applied to New Deal policies 
have supported Professor Clark’s view ? | 

It is regrettable that neither speaker has examined Marx’s theory of social 
selection, or contrasted Marx’s theory of the class struggle with Pareto’s theory 
of the circulation of the élite. Can an élite ascend into power except through 
force? Is an élite a class phenomenon? To what extent will force preserve a 
minority in power in the face of mass opposition? In what respects are the 
marked changes in the nature of military equipment affecting class struggle 
theory? As posed, most of these questions may be meaningless from the point 
of view of operation. Nevertheless, they are of importance provided that one 
may assume the survival of even a modified private enterprise economy to be 
contingent upon the alteration of the present democratic selective process in 
ways designed to exclude the technically incompetent from positions of economic 
and political power. 


THE RATE OF INTEREST 


By RicHARD M. BIssELL, JR. 
Yale University 


The influence of the rate of interest upon investment is not a subject 
that calls for a venture into new and unexplored territory. Economists have 
been aware for a long time that a high rate of interest dampens investment 
and a low rate stimulates it. Any first-year book on the principles of eco- 
nomics explains why this is true and it can scarcely be necessary or interesting 
to go through the familiar proof of such a long accepted generalization 
again. Nevertheless, the subject of interest and investment is not only im- 
portant but it is one on which there is much more disagreement at the 
present time than its secure position in the textbooks might seem to in- 
dicate. l 

Its importance is obvious. Practically all theories of foreign trade and 
most analyses of the trade cycle make use of the above proposition. For 
instance, an inflow of gold, if allowed to work itself out, is supposed to 
raise prices through its influence upon interest rates. But this, of course, 
implies that lower interest rates will stimulate investment and thus the 
general level of activity in a country and that this will in turn produce a 
rise of prices and costs. Trade cycle theories as diverse as those of Wicksell, 
Von Hayek, and Keynes consider a low rate a necessary condition for the 
high rate of investment which constitutes a boom, and without exception 
they treat the rate of interest as the obvious and most important instrument 
of control over the trade cycle. 

Most writers are interested in the relationship of interest and invest- 
ment because of the part that it plays in the trade cycle; in other words, 
because the effectiveness of any monetary policy depends upon the truth of 
the traditional generalization to which I have referred. Whether the objec- 
tive of a central bank is to stabilize prices, exchange rates, or employment, 
the instruments of control with which it has to work can take effect on 
economic activity only via the money market and the capital market. Disa- 
greement centers, therefore, on the issue of whether monetary policy can 
determine the rate of investment. In analytic terms the question is whether _ 
the traditional theory of interest and investment may appropriately be used 
in an analysis of the fluctuations which occur in the trade cycle. It is gener- 
ally conceded that a low rate will have a stimulating effect on investment, 
in so far as it has any at all, but many economists criticize the tradition] view 
because it leads us to expect too much of monetary policy. More precisely, 
they suggest that the elasticity of the rate of investment with respect to 
the rate of interest is very low, so that a drop in the rate of interest will 
not have a substantial influence on the rate of investment. Those who ad- 
vance this point of view will usually go further and add that the total 
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real income of the community and its rate of change are, in fact, the im-. 
portant determinants of the volume of investment, at least in the short run. 
At this point there is a certain possibility of confusion, for there are 
two quite distinct relations between net investment and the total income 
of a community, only one of which is relevant to the present discussion. Mr. 
Keynes, and indeed most students of the trade cycle, emphasize the 
dependence of income upon investment through the action of the so-called 
multiplier principle. They contend that given the propensity to save, the 
rate of investment actually determines aggregate money income, so that 
any change in investment will induce a much larger but determinate change 
in income. This relationship, of course, plays a large part in any trade cycle 
theory and its nature is fairly well understood. But I am here concerned 
with the dependence of investment upon income which is a wholly different 
thing. Income, in Keynesian terms, is the same thing as aggregate demand, 
the sum of investment and consumption. It is obvious that investment 
depends, at least in part, upon the demand for finished goods. Therefore 
theories of investment which minimize its dependence upon interest usually 
emphasize the importance of aggregate demand, i.e., of income. The ac- 
celeration principle, for instance, is sometimes so stated that it is an extreme 
form of this view, which, in one shape or another, is held by most under- 
consumptionists such as Hobson, also by Harrod, Clark, and others. There 
is, of course, no question here of two positions clearly defined and com- 
pletely incompatible with one another; but there is substantial disagreement 
on matters of emphasis and of degree. What is the relative importance 
of interest as compared with other variables as a determinant of invest- 
ment? How great is the elasticity of investment with respect to the rate of 
interest? These questions seem to state the issue. 

In this paper I wish first to discuss the nature and relationship of the 
several determinants of the rate of investment; then the concept of the 
rate of interest itself. My purpose in these sections will be to suggest that 
both the concept of interest and the theory of its influence upon investment 
must be modified before they are applicable under dynamic conditions. 
Next I shall consider the relationships between income and investment, 
particularly that one which is embodied in the acceleration principle. Lastly 
I shall venture several comments on the actual issue of the elasticity of 
investment with respect to interest. 


I. The Traditional Theory of Investment 


It is the great strength of economic theory that the response of the system 
as a whole to any change in price or quantity is always traced ultimately 
to the individual firm. In order, therefore, to discover what is actually in- 
volved in the traditional account of the relation between interest and invest- 
ment it is necessary to go back and examine the reaction of an individual 
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firm to changes in the rate of interest. There are at least two theories of 
capital which may be employed for this purpose, but before plunging into 
the analysis it is worth noting that both are static equilibrium theories. 
Each develops and states the necessary and sufficient conditions for the 
equilibrium of an individual firm; in other words, each studies a firm 
in a static world in which the prices or conditions of supply of the factors 
of production and the price or demand curve for the product of the firm 
are given, and each theory shows how these independent variables determine 
the output of the firm and the amounts of the factors it will employ. It is 
convenient to distinguish two kinds of investment which a firm may under- 
take—intensive and extensive. When the method of production which it 
employs is altered in such a way that more capital is used in co-operation 
with smaller amounts of other factors to produce the same output, the 
investment which is undertaken is intensive. This includes cost reducing 
investment, and is, incidentally, the sort that is alleged to give rise to 
technological employment. In Mr. Hawtrey’s terms it consists of “deepen- 
ing” the capital structure. If, however, a firm merely expands (i.e., increases 
its scale of operations with a view to turning out a larger output in the. 
future, but continues to employ the same method of production as before), 
then the capital structure has been “widened”? and extensive investment 
has occurred. 

The basic proposition of traditional theory is that both kinds will be 
stimulated by a fall in the rate of interest. In Marshallian terms, a firm 
is in equilibrium only when long-period marginal cost, as well as intensive 
marginal cost, is equal to price, and when the factors are employed in such 
proportions that the ratio of their marginal productivities is equal to the 
ratio of their prices. (Long-period marginal cost is, of course, the cost of 
increasing output by means of a balanced increase in both fixed and variable 
factors, whereas intensive marginal cost is the cost of increasing output 
without any change of plant.) A drop in the rate of interest unaccompanied 
by changes in any of the other variables will not affect intensive marginal 
cost appreciably and therefore will not lead directly to any change in the 
short-run adjustment. But it will lower long-period marginal cost and thus 
make an expansion of the plant profitable or more nearly profitable. Also 
it will induce a change in the proportion in which capital is combined with 
other factors. : 

It is slightly more difficult to go through the reasoning in terms of the 
Austrian theory of capital, because the Austrians themselves have never 
deigned to apply their theory to the individual firm or to any unit smaller 
than an entire system. But since this gap has been filled by the work of 
English and American writers in the Austrian tradition, such as Gifford, 
Hicks, Boulding, and Hart, the line of reasoning is clear. In a vertically 
integrated firm, which is the most appropriate unit to pick, the roundabout- 
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ness of production, i.e., the average period between the input of factors 
and the appearance of the product which may be imputed to them, depends 
solely upon the rate of interest. A drop in the rate, other things remaining 
the same, will induce the adoption of a more roundabout method of pro- 
duction by raising the discounted marginal productivity of resources invested 
for a long period more than that of those invested for a short period. It 
will also induce a general expansion of output because it raises the dis- 
counted marginal productivity of all resources invested for any considerable 
period of time. The total change in adjustment is, therefore, certain to 
involve a mixture of intensive and extensive investment. 

What the static theory of capital in either form says then, in effect, is 
that if both the conditions of supply of the factors of production and the 
demand for the product of a firm are expected to remain constant, a fall 
in the rate of interest will induce an act of investment. 

Even this conclusion is only the foundation for a theory of investment, 
not its substance, because what we are interested in under dynamic con- 
ditions is the rate of investment. However, it is not difficult to derive a sort 
of dynamic theory from the static theory of a single firm, for it tells us that 
not only a fall in the rate of interest but a drop in the prices of other factors 
or the appearance of a new invention will lower a firm’s long-period mar- 
ginal costs and thus induce investment, and that extenstve investment is even 
more certain to follow an upward shift of the demand for the final product. 
It is, therefore, perfectly easy on the basis of static equilibrium theory to ex- 
plain continuing investment by a firm without assuming a steadily falling 
rate of interest. But, in order to do so, it is necessary to make certain 
assumptions (as all dynamic theories do, tacitly or explicitly) about the 
demand for its product and the supply of factors of production. 

This is an appropriate place to shift the attack and find out what these 
conclusions mean for the system as a whole. They imply that if a rate 
of investment is to be maintained, income and thus aggregate demand (both 
measured in terms of wage units) must be increasing, so that individual 
firms are faced with expanding markets and will have an incentive to 
increase the scale of their operations, or there must be a rate of invention 
and a stable aggregate demand so that businesses will be induced con- 
tinuously to change their methods of production without contracting their 
output, or both. This proposition follows as a necessary consequence of 
static theory. Of course it does not deny the influence of the rate of interest, 
but the important point is that even in this highly abstract treatment, which 
pretends to be merely an extension of static equilibrium theory to cover 
the dynamic case, it has appeared that interest is merely one of several 
independent variables, and that the rate of change of income and the rate 
of invention have at least as much to do with investment as has the rate 
of interest, 
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It has already been suggested that the critics of a static theory of invest- 
ment attach much more importance to the rate of change of income as a 
determinant of the rate of investment than to the rate of interest, and the 
above conclusion constitutes a partial justification of their view. As yet, 
however, we have not considered the most important element which has 
to be introduced into any static theory before it can be used in the analysis 
of dynamic phenomena; namely, the element of uncertainty. When un- 
certainty is present, I assume not only that businessmen are uncertain about 
the actual future course of events but that they are certain most of the 
variables which enter their calculations, notably costs and demand, will 
vary over a wide range. There are several ways in which this state of mind 
is bound to modify the nature of investment decisions. 

In a world in which aggregate income is expected to increase in a steady 
and regular manner so that the demand curves of individual firms may 
be counted on to move smoothly to the right, it is legitimate to carry over 
from static equilibrium theory the notion that each firm will be able to 
calculate its costs for various scales of operation with considerable accuracy 
and that it will steadily expand its plant as demand grows. In this case, 
the real question is not whether expansion shall take place but when. It 
concerns the timing of necessarily discontinuous increases in plant and 
equipment. Obviously a change in the rate of interest which changes all 
cost curves may have a decisive influence on the investment the firm will 
undertake. A lowering of costs will make more rapid expansion profitable 
because it will permit lower prices or higher selling costs and thus a more 
rapid growth of output. 

If, on the contrary, this firm is uncertain about the future, and can be 
sure only that the market for its product will neither remain unchanged nor 
expand steadily, its calculations are far less determinate. The businessman 
may still know exactly what scale of plant is best suited to any given output, 
but not knowing what ouput he is going to be able to maintain in the 
future, he can only base his plans on an estimate of average conditions. 
Under these conditions, the certainty with which any investment decision 
can be made is greatly diminished; so the effect of a given change in cost 
conditions becomes indeterminate. 

Uncertainty has an even more specific effect upon a firm’s decisions 
regarding intensive or cost reducing investment. Since such investment 
involves merely a change in the proportions in which the factors are em- 
ployed it must necessarily, in the absence of uncertainty, be stimulated by 
a fall in the rate of interest and vice versa, because a change in the rate 
of interest merely amounts to a change in the ratios of the prices of the 
factors. But under dynamic conditions a wholly new element enters the 
problem. As a rule, an act of intensive investment, because it consists of 
the displacement of other factors by capital, will lower total cost of produc- 
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tion only by reducing variable costs more than it increases fixed costs; that 
is to say, it will make the cost structure of an individual firm much more 
rigid than it was before. 

This characteristic of intensive investment 1s comparatively unimportant 
when the future is known and stable, because flexibility of cost does not 
then yield any great advantage. A firm will be interested only in finding 
the cheapest method of producing the known future output. But, obviously, 
when future output is highly uncertain, and when fixed costs will certainly 
prove to be a heavy burden in periods of low output, flexibility of cost 
is highly desirable and the sacrifice of flexibility involved is probably one 
of the main deterrents to intensive investment. In this way, then, the rate 
of intensive investment comes to depend upon expectations which from 
their very nature are uncertain and introduce indeterminacy into the decision. 
Income need not be expected to increase steadily, but if it is not expected 
to remain at least fairly stable, only those changes in methods of produc- 
tion that are certain to reduce costs very heavily will be adopted. Thus, 
under realistic dynamic conditions, there will not be an accurate division 
between improvements which are just inside the margin of profitability and 
those just outside and, therefore, there is no reason to believe that a lower- 
ing of the rate of interest will, by itself, induce businessmen to undertake 
a certain determinate amount of intensive investment which they would 
not otherwise have been willing to undertake. 

The change in the nature of these decisions has serious implications for 
the elasticity of investment with respect to interest. For one thing sheer 
indeterminacy is bound to make investment less responsive to small changes 
in the cost of capital. When no one can determine within a wide range 
which of two or more possible courses of action will turn out to be the more 
profitable, it will take a larger change in their relative attractiveness to 
sway the decision than if all the factors were accurately known. But there 
is an even more important consideration. If market conditions and prices 
of factors and raw materials are apt to fluctuate widely, they will in fact 
have much more to do with the success of any given investment than the rate 
of interest. Consequently firms will not, as in static or stable conditions, 
take the market environment as given, initiate improvements as soon as 
they become profitable, and therefore change both the amount and the 
timing of their investment in response to changes in interest. Instead they 
will in many situations take interest, quantitatively the less important vari- 
able, as given, decide upon only those projects which are profitable at 
some conventional rate of interest, say 5 or 6 per cent, and adjust their 
timing with reference to short-run expectations purely. In so far as this 
is true at any particular time, the short-period elasticity of investment will 
be much lower even than its long-period elasticity. In other words the im- 
mediate response to changes in interest rates will be smaller even than the 
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ultimate one. In the-short-run changes in expectations, based in part upon 
the level of income and its rate of change, are likely to overshadow changes 
in the rate of interest in their influence upon investment. 

This whole discussion has led to two conclusions. First, even a theory 
of investment based on static equilibrium analysis must concede that the 
tate of investment depends explicitly upon the rate of invention and the 
rate of change of income in terms of wage units (i.e., the rate of change 
of the ratio of money income to money prices of factors), as well as on 
the rate of interest. Second, under dynamic conditions the short-period 
elasticity of investment is usually less than in a stable or static economy. 
These two conclusions lie at the bottom of most objections to the traditional 
view that the rate of interest is an adequate control of the rate of investment 
and thus of the general level of economic activity in a developing com- 
munity. 

Il. The Concept of the Rate of Interest- 


The foregoing examination of what I have called the traditional theory 
of investment shows that it requires modification before it is used to analyze 
dynamic situations. The same remark may be made about one of the concepts 
upon which any such theory depends. 

Monetary theory as well as equilibrium theory is full of references to a 
quantity called “the” rate of interest. Of course everyone realizes that there 
are, actually, as many rates as there are forms of borrowing and that it is 
by no means always legitimate to group them together. Nevertheless, it 
is often convenient to speak of “the” market rate, and the term has an 
honorable history. To my knowledge no one has troubled to define it 
precisely, but its accepted meaning is reasonably clear. It is not supposed 
to be one particular rate (such as the return on government bonds) more 
significant than any other, but rather a composite or average of all the 
various rates ruling at any time. In static equilibrium theory, where un- 
certainty does not play a large rôle, interest is treated as the market price of 
capital, of which a firm may borrow as much as it wishes simply by under- 
taking to pay this price. For this purpose it is not important to emphasize 
the dependence of the cost of capital upon its source and upon the position 
of the firm for which it is raised. For instance, equilibrium theory usually 
takes it for granted that the interest foregone on capital saved out of profits 
will be equal to that which would have to be paid on funds raised in the 
open market, so that the same rate applies to both. Again, quite properly 
any long-period equilibrium theory pays little attention to the credit posi- 
tions of individual firms, because if we wait long enough and if there is no 
uncertainty, any profitable investment will be undertaken. The cost of 
capital to a well-placed borrower and the expected return on the investment 
are the only significant quantities. 

Under static assumptions, therefore, an average of various ruling interest 
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rates is a suitable index of the availability of capital throughout the eco- 
nomic system, and this, surely, is precisely what the composite “market rate” 
of monetary theory is supposed to be. 

However, when we are interested in the short run and the rate of in- 
vestment, not merely in static equilibrium conditions, it is doubtful whether 
any such average is a suitable index. Actual interest rates may be extremely 
low at a time when capital is not, in any sense of the word that is relevant 
to the decisions of businessmen, readily and cheaply available throughout 
the community. The cost of capital, especially to small businesses, depends 
obviously upon the willingness of lenders to assume risk and thus upon 
both the kind of borrowing that is in prospect and the borrower. There 
have been occasions, for instance, when the yield on gilt-edge securities as 
well as on short-term paper was low but when it was almost impossible 
for small firms or corporations not already in possession of large reserves to 
obtain funds. It could scarcely be said that under these conditions capital 
is easy to obtain merely because the pure rate of interest is low. 

Not only does uncertainty have this very well-known effect upon the 
cost of capital by making lenders less willing to lend, it also enters in a 
slightly different and more subtle manner into the calculations of the 
potential borrower. One of the main deterrents to investment in a dynamic 
system, as I have indicated above, is that it diminishes the flexibility of costs. 
Therefore, if investment can be financed in such a way that no new fixed 
costs are incurred, say by the sale of equities or by the reinvestment of 
profits, it is in a real sense cheaper than it would otherwise be. 

It may be sufficient for long-period equilibrium theory that we know 
the cost of capital to a well-placed borrower, i.e., the pure rate of interest. 
But for both the above reasons this figure has limited relevance to a short- 
period theory of investment. In certain phases of the trade cycle very few 
potential borrowers are well placed. We may have known in the early part 
of 1932 that, given the existing pure rate of interest, many firms could 
profitably have replaced obsolete or worn-out equipment, and that sooner 
or later they or their receivers in bankruptcy would find it desirable to 
undertake investment. But this bit of information was rather cold comfort. 
In so far as the state of the supply of capital had anything to do with the 
rate of investment at that moment, its influence could only have been calcu- 
lated if all its components had been taken into account. 

Since economists do make use of the abstract concept, “the rate of 
interest,” and since it has only a limited relevance to investment decisions 
unless it really measures the availability of capital, I suggest that it might 
well be given a broader definition. This is hardly the place to attempt to 
do so but at least it is clear that the rate of interest should be regarded 
frankly as an index of the supply of capital. It ought to move not only with 
the rate of interest on bonds but the return on equities. When, at the end 
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of a depression, capital cannot be obtained for many admittedly profitable 
uses because the credit of potential borrowers has been impaired, an index 
which vaties inversely with the availability of capital should be high. Sim- 
ilarly, it might reflect certain institutional changes which affect the nature 
of the supply of capital. For instance, since the undistributed profits tax 
has doubtlessly had the effect of making capital less available to small firms 
which do not have access to the organized capital markets (many of which 
do not have the option open to large corporations of financing investment by 
marketing their own securities instead, perhaps, of selling securities from 
their own reserves), the index should register a change showing higher cost 
of capital. 

Perhaps these examples give a sufficiently clear impression of the redefi- 
nition I propose. There are obvious objections to the procedure, and nothing 
is further from my mind than to suggest, in the manner of Mr. Keynes, 
that it is easier to rewrite economics so that it will fit a new definition than 
to select a definition which will fit into the existing language of the subject. 
In this case, I feel that the broader definition is already implied and is neces- 
sary in present monetary theoretical discussion. If it is adopted, then the 
influence of interest must be admitted to be greater than it is sometimes 
said to be. We would have to say, for instance, that the rate is high, not low, 
in a depression when lenders are fearful of anything more dangerous than 
government bonds, and that this is part of the explanation of the low rate 
of investment. If it is not adopted, the subject of this paper will have to 
be divided in two. We would have to ask, first, what effect interest has 
on the actual availability of capital and, second, what influence the avail- 
ability of capital has on investment. In what follows I will be concerned 
only with the second question. 

Two conclusions have emerged from this examination of traditional 
theory. The static theory of investment (this phrase may involve a contra- 
diction in terms but I hope its meaning is clear) must be modified to fit 
dynamic conditions, and there is reason to believe that under these condi- 
tions the elasticity of investment is lower than it might suggest. The con- 
cept of the rate of interest also requires redefinition in order to make it 
a serviceable concept in a dynamic theory of investment. In the remaining 
sections of this paper I wish first to examine the relation between income 
and investment as it is described in the so-called acceleration principle (and, 
incidentally, to dispose of the view that the rate of investment is dependent 
solely on the level of consumption); then to attack more directly the ques- 
tion of the elasticity of investment with respect to interest. 


Ill. Investment and Income 


The acceleration principle, which is such a useful instrument of analysis 
when carefully used, becomes when it is stated in a naive and oversimplified 
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form an embodiment of the opinion that interest has nothing to do with 
investment. Properly set up, it only establishes and emphasizes the exist- 
ence of a relationship between investment and the rate of change of income. 
But occasionally the proposition is advanced that investment (a term which 
I use in Mr. Keynes’s sense to refer to net additions to capital) is a constant 
multiple of the rate of growth of consumption; so that, in Mr. Harrod’s 
words, “if consumption were advancing at the rate of 2 per cent per annum 
only half as much net investment would be necessary:as would be required 
to sustain an advance of 4 per cent.” 

When the principle is stated in this form, and without many of the 
reservations and conditions which, it is only fair to say, Mr. Harrod would 
attach to it, the critic must be embarrassed by the wealth of error it contains. 
To begin with, there can be no conceivable reason for taking as the in- 
dependent variable to be emphasized the growth of consumption instead 
of the growth of aggregate income. Surely there is no need to labor the 
point that investment is possible in the capital goods as well as in the 
consumers goods industries. If for any reason whatever the rate of invest- 
ment is itself changing continuously or if it has recently undergone a 
discontinuous change (and it is in one of these positions at all times during 
the trade cycle), then net investment in the capital goods trades themselves 
will not be zero, and investment in the community as a whole will not be 
a multiple simply of the growth of consumption. Another way of stating 
the point is that a certain percentage change in the growth of consumption, 
say a rise from an increase of 2 per cent to one of 4 per cent per annum, 
will at first produce a more than proportional change in investment. In 
this case, for instance, investment will, initially, be more than doubled after 
the rise because investment in consumer goods industries will be doubled 
(according to the reasoning of this theory) and some investment will occur 
in the capital goods industries where there has been none before. Once the 
new rate of advance has been established, it could be sustained by just 
double the previous amount of investment, but this does not conceal the 
error in the theory as stated. 

The most this theory can prove is that a constant volume of investment 
will be associated with any given stable rate of growth of consumption 
once it has become established. But, for an analysis of the trade cycle this 
statement would not be sufficient even if it were true. Both of the quan- 
tities mentioned fluctuate violently in the course of a cycle. What we re- 
quire is a more nearly instantaneous relationship that will show what 
determines the rate of investment at a moment of time, when the growth of 
consumption is itself varying. For this purpose the growth not of consump- 
tion but of aggregate income is obviously the appropriate independent 
variable. 

With this difficulty ironed out, the way is open to a mention of several 
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reservations which have to be attached to the naive form of the acceleration 
principle if it is to be a valid description even of the relationship its authors 
have in mind. Of these, the most important is that a positive rate of change 
of income will not induce a particular rate of investment unless industry 
is Operating near capacity. The point is familiar enough, but its importance 
for the acceleration principle is by no means always realized. In the early 
stages of recovery there is bound to be extensive excess capacity. Under 
such circumstances the expectation that investment will become profitable 
sometime in the near future may be enough to halt disinvestment and to 
exercise a vaguely stimulating effect. But when output could be increased 
by 50 or 100 per cent in most parts of the industrial system without any 
expansion of plant, there is, surely, no simple arithmetic relationship be- 
tween the rate of increase of income and the rate of investment; increasing 
income does not yet apply any pressure that will induce firms to increase 
capacity. Here again the general idea that the authors of the acceleration 
principle had in mind is quite clear, as it is that they are again confusing 
short- and long-term considerations. If the rate of increase of income which 
has started in a recovery period continues long enough and is to be sustained 
indefinitely, then of course there will have to be a steady rate of investment 
sooner or later. But if this is all the principle means, then its application 
- is at once limited to analysis of only the very late stages of a period of 
prosperity. | 

In other and more analytic terms, for many values of the variable “ag- 
gtegate income,” investment is not determined uniquely by the derivative 
of income alone, and probably not even by income together with its deriva- 
tive. The significance of this conclusion for the theory of investment is 
obvious. Even accepting at its face value the validity of the relationship 
which the acceleration principle is supposed to express, it turns out to be 
a long-period theory of investment. It says that if the secular trend of 
income is upward at a fairly constant rate, then, on the average, a certain 
rate of investment must be maintained. It may be useful in short-period 
analysis of the crest of the trade cycle when equipment is fully employed. 
But it does not tell us much about those variations of investment around 
the trend which constitute the trade cycle, and it certainly does not explain 
these short-period movements so well as to leave no place for the rate of 
interest as an independent variable. 

Only rarely is any attempt made to employ the same principle to analyze 
disinvestment. Formally it should be true that a determinate rate of dis- 
investment will be associated with any given rate of decrease of income. 
The limitations on this proposition are rather similar. Just as a rate of 
growth necessitates a rate of investment, assuming full capacity, so a rate 
of decline determines the rate of disinvestment which will prevent the 
appearance of excess capacity. In fact, of course, the rate of disinvestment 
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never is fast enough to accomplish this purpose or to prevent firms from 
making losses even in those cases where production is not cut down. When 
income has declined ‘quickly enough to bring losses and idle plant, the in- 
centive to disinvest is just as loosely dependent on the rate of change of in- 
come as it is when recovery has not yet turned losses into profits or brought 
idle plant back into use. The rate of disinvestment is determined in such a 
situation partly by expectations of the more distant future when the move 
may have reversed itself and partly by the technical possibility of using up 
capital goods, which is the only way disinvestment can take place. 

So far I have called attention merely to the independence of output 
variations and the rate of change in the amount of fixed capital when income 
is low, but it cannot be emphasized too often that quite aside from changes 
in the method of production the whole connection between the demand 
for finished output (Mr. Harrod’s “consumption” } and the derived demand 
for capital goods is a complex one. Even in a boom period when excess 
capacity has been absorbed, a rate of expansion of aggregate demand does not 
have a determinate effect upon certain kinds of investment. Firms usually 
have several options operi to them other than that of expanding plant when 
increasing demand brings pressure on their facilities. They can often in- 
crease output well beyond the designed or normal capacity of their plants 
by using them more intensively or by using marginal equipment which 
is kept to meet peak demands. This procedure is apt to involve an increase 
in costs which could be avoided by the purchase of more equipment, but 
if there is any real deterrent to investment, an increase of output may well 
be provided in this way. If output cannot be expanded, if, in other words, 
short-period marginal cost curves are very inelastic, there is always the op- 
tion of meeting increasing demand with proportionately rising prices. 

A moment’s reflection will suggest that there are at least two deterrents 
which could effectively halt investment and produce one of these results 
The first is uncertainty. If the expansion of the market is expected to be 
only temporary and if businessmen are afraid of future fluctuations in 
demand, firms may not undertake investment in response to expanding 
demand, even when on the basis of existing conditions it would be profit- 
able. The fact that investment decisions are undertaken on the basis of 
estimates of a long period in the future is enough by itself to dispose of 
__ the naive acceleration principle. No one has yet solved the problem of re- 

lating businessmen’s expectations of the future to present prices and quan- 
tities and their history, but it is doubtful if they depend on anything so 
simple as the derivative of income or consumption. In a sense the accelera- 
tion principle is a disguished theory of expectations, and only when we 
have a workable one will we know exactly how radically it will have to be . 
modified on this particular ground. The other possible deterrent is, of 
course, a high rate of interest. If capital is sufficiently difficult to obtain, 
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or if alternative opportunities for using it are sufficiently attractive, even 
improvements that could earn a high rate of return will be left unmade. 
This does not mean that a high pure rate of interest will always be enough 
to restrict investment. If capital can still be raised cheaply through the sale 
of equities or if poorly secured long-term bonds and mortgages can be 
sold easily even if at rather high rates, then the restrictive effect may be 
negligible. This is a place where the modified concept of interest is the 
only serviceable one. 

So far in this discussion of the acceleration principle I have endeavored 
to accept what I conceive to be its underlying reasoning. Its authors begin 
by presupposing a close correspondence between the rate of change of 
output and that of demand. They then find a connection between invest- 
ment and the growth of output, i.e., of capacity. Thus the principle itself 
breaks down into two propositions: first, that the growth of demand and 
of capacity are equal (it is to this one that my previous criticisms apply), 
and, second, that the rate of investment is a constant multiple of the rate 
of change of capacity. This second is what I shall refer to as the underlying 
proposition of the acceleration principle. Stated in the above form both the 
reasoning that lies back of it and the objections to it are reasonably clear. 

First and most important, it disregards the possibility of intensive invest- 
ment entirely; in fact, it amounts to the assumption that there is no such 
thing. Intensive or cost reducing investment is defined as that which is 
not undertaken to increase output. As I have shown above, its volume is 
not independent of income, by any means, but there could perfectly well 
be a rate of intensive investment with a constant or even with a slowly 
declining aggregate income. It must be expected that income will in the 
future be fairly constant or that it will change smoothly. Although this 
condition implies a dependence upon the derivative of income, it has no 
similarity whatever with the relationship expressed in the acceleration prin- 
ciple. Intensive or cost-reducing investment is undertaken to reduce cost. 
It will be undertaken so long as conditions are such that the sacrifice of 
cost flexibility will not be too serious. It does not require an expanding, 
but merely a predictable, market. 

It is, however, rather too academic for this purpose to separate intensive 
and extensive investment rigorously, because an act of investment usually 
alters both output and method of production. Frequently a firm, when it 
requires greater capacity, will have the option of expanding its plant in 
several different ways. Some of the possible changes will be more costly 
than others but will permit operating costs to be lower or will have other 
compensating advantages. When the method of production is a variable 
in the problem, the amount that will be invested in providing any given 
- increase in capacity is obviously not fixed. Therefore, a given rate of change 
of capacity does not determine uniquely a rate of investment. The kind 
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of new equipment a firm will buy depends in major part on the probable 
stability of output and on the rate of interest, in the broad sense. Both of 
these quantities, therefore, are among the determinants of what would 
usually be regarded as extensive investment. 

There is another kind of investment which is of great importance in 
the trade cycle and to which the proposition underlying the acceleration 
principle clearly does not apply. That is the reinvestment undertaken during 
a recovery to offset disinvestment which has occurred during the preceding 
depression. The disinvestment I refer to usually comes about because 
equipment is undermaintained and replacement is put off. ‘The reinvestment, 
which, when it takes place, is net investment on Mr. Keynes’s definition 
because it is increasing the capital equipment of the community (not merely 
covering current supplementary costs), does not involve a rate of change of 
capacity. It is, of course, undertaken partly in response to an expectation 
about income, e.g., that income is going to return to some previous level. 
But this relationship has little to do with the connection between investment 
and capacity which is at the bottom of the acceleration principle. And here, 
again, the availability of capital is an important determinant. If, after a 
period in which capital has been consumed, a firm finds itself, say, in 
possession of idle balances on which it can earn only a very low return, and 
if aggregate demand is not expected to decline further, it is quite likely 
to catch up on arrears of depreciation and to undertake minor improvements 
simply because the opportunity cost of capital is so low. This point is of 
considerable significance for the theory of investment, because it suggests 
that in a period of stagnation at the bottom of a depression, the availability - 
of capital may exercise a decisive influence on the rate of investment. 

I conclude that what I have called the underlying proposition, which 
asserts that investment depends exclusively on the rate of change of capacity, 
is false. It should be clear enough that -this still further invalidates the 
naive form of the acceleration principle. What has been the bearing of this 
discussion on the theory of interest? The following conclusions emerge 
from it: The reasoning of the acceleration principle cannot be used to prove 
the exclusive dependence of investment upon the first derivative of income 
(still less upon that of consumption). All that it can do is to establish 
the existence, importance, and general character of the relationship between 
them (which I have been at pains to emphasize throughout this paper). 
Of course it is safe to infer from what is known about this relationship that 
the output of capital goods is likely to fluctuate more widely and sharply 
than that of consumers goods, which is all that responsible writers have 
tried to prove. For the derivative of income is an independent variable; so 
changes in the rate of growth or decline of income will tend to affect the 
absolute volume of investment. However, it has also appeared that this — 
relationship suffers from all the indeterminacy of that between investment 
and interest. Practically all that can be proved in general terms is that 
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investment varies directly with income and its first derivative as it does 
inversely with the rate of interest. 


IV. Investment and Interest 


In the previous sections I have discussed the traditional theory of invest- 
ment, the concept of the rate of interest, and the relationship of income 
and investment. In one sense the results have been purely negative. The 
only positive conclusions it has been possible to reach are those same 
generalizations which, as I said at the opening of this paper, are to be 
found in any elementary textbook. There is not the faintest trace of novelty 
about them. The one other point that stands out clearly from all the analysis 
is that under dynamic conditions there is a considerable indeterminacy 
in the relationship of investment to existing prices and quantities because 
it is their probable future values that dominate businessmen’s decisions. 
What this implies is that there is no real meaning to the question: how 
elastic is investment with respect to the rate of interest? This elasticity will 
vaty so much from one phase of the trade cycle to another, and perhaps 
secularly as ‘well, that the interesting problem is how and at what times it 
will be high. Therefore, ‘such positive observations as I propose to make 
on the relationship of interest and investment can only be comments on 
the particular situations and ways in which interest, in other words, the 
availability of funds, may still be an effective regulator. 

To begin with, it would probably be agreed that when aggregate income 
in terms of wage units is dropping, especially if it has been doing. so for 
some time, the rate of interest can have little or no stimulating influence on 
the’ rate of investment. Such investment as does occur under these circum- 
stances is almost entirely of two-kinds. In part it is that which is involved 
in the completion of projects already started or at least previously decided 
upon. For instance, much of the construction undertaken after a decline has 
set in (such as that which occurred in New York City during 1920) is of 
this character. There is bound to be a certain number of large projects in 
process at the beginning of a depression which require a long time for 
their completion and which it is more profitable to carry through even 
on a falling market than to abandon half finished. Since this kind of in- 
vestment is being carried on only because of previous errors of judgment, 
it is clear that no practicable lowering of the rate of interest will increase 
its volume. The reverse, however, is not true. These unfinished projects may 
be quite sensitive to’ any sharp rise in the rate, especially if it means that 
funds have become almost unobtainable because of general lack of con- 
fidence. Mr. D.:H. Robertson is fond of quoting as an example of the kind 
of investment which is prevented by high rates the case of the unfinished 
Cunarder Queen Mary, upon which work was stopped for two years be- 
cause the nearly bankrupt steamship company could not finance it. 

The other place where investment may continue during the decline is in in- 
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dustries which are undergoing so rapid a development relative to others that 
their absolute expansion continues even when aggtegate income is falling. 
Certain branches of the chemical industry in this country, for instance, 
were in this position during the great depression. Here, again, the guess 
may be hazarded that the elasticity of the rate of investment is very low 
indeed. Expansions or improvements of plant will not be undertaken in the 
face of declining activity unless they are virtually certain to prove profitable. 
In other words, the prospective rate of return on new equipment must be 
well above the conventional scale of interest rates anyway, if it is to be con- 
structed at such a time, and nothing short of a restrictive policy which 
makes capital highly unavailable is likely to affect investment decisions. 

The implications of this conclusion for monetary policy during a decline 
are fairly obvious. If interest rates continue punitively high and funds are 
allowed to become virtually unobtainable for some time after a decline 
“has set in, the decline will almost certainly be made more precipitous. On the 
other hand, the most that an easy money policy can hope to accomplish 
is to strengthen the cushioning effect of the kind of investment described 
above. It is almost inconceivable that a decline, once well started, could 
be reversed merely by making capital cheap and available to potential 
borrowers. 

When aggregate income is rising, no such general conclusion can be 
stated, because, I submit, there will be so much difference between the 
elasticity of investment when income is still low, i.e., during a recovery, 
and when it is high enough so that industry is operating at nearly full 
capacity. Again, it is necessary to consider the types of investment which 
are likely to dominate in the two situations. In the former, if the recovery 
is well started, it seems reasonable to assume that businessmen will ex- 
pect a considerable period of steadily expanding or at least stable markets. 
At the same time there is bound to be a considerable amount of excess 
capacity throughout the system; so that, as we have seen above, expanding 
income is far from making extensive investment imperative. These circum- 
stances are highly favorable to intensive investment, to purchases which are 
required to make up arrears of depreciation, to housing (which falls largely 
in the latter category), and to extensive investment which looks to the fairly 
remote future. All of these activities, I suggest, are, relatively, very sensitive 
to changes in the availability of capital. This is so, partly because, given 
a reasonable expectation of stability, the cost of capital can have a decisive 
effect on their profitability (particularly so far as cost-reducing investment 
and housing are concerned), mainly, perhaps, because the principal deci- 
sion which has to be made about all these activities concerns their timing. 
A low rate, especially if it is expected to rise as recovery proceeds, may lead 
many firms to undertake these types of investment sooner than they other- 
wise would, even if it does not open up hitherto nonexistent opportunities. 
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The Pennsylvania Railroad electrification is the sort of project that would 
be affected, and the British housing boom certainly depended in part on 
easy money. Thus I would expect the rate of investment to be quite highly 
elastic in both directions with respect to the rate of interest in the early 
stages of recovety, probably more so than in any other phase of the trade 
cycle. 

Turning to the case in which excess capacity has been absorbed and 
income is still rising, a very different picture must be recorded. For one 
thing, it is probable that here the upper limit to the rate of investment will 
be set by rising costs and limitations of physical capacity in the capital 
goods industries. Thus investment defined in real terms cannot respond 
to a lower rate of interest, and investment in money terms, say in terms 
of wage units, will be extremely inelastic to a drop in the rate of interest. 
Any increase in the demand for capital goods will call forth a sharp rise 
in their prices or a refusal to supply them, which will immediately reduce 
the marginal efficiency of capital. The contrast with the other cases is worth 
noting. When income is either declining or still low in a recovery, there 
is apt to be excess capacity in the capital goods industries. 

For somewhat different reasons a rise in the rate is also likely to be 
ineffectual. When income is high and still rising, the relationship expressed 
in the acceleration principle comes into its own; expanding markets do 
make extensive investment profitable and necessary. There is no doubt that 
if capital can be made costly and difficult enough to obtain, even in this 
type of boom the rate of investment can be controlled but it is apt to be 
highly inelastic, and discontinuously so. A small rise in the cost of capital 
is likely to have no effect upon it whatever. Yet a rise sufficient to exercise 
teal influence may break the capital market entirely and start a decline that 
cannot be controlled, It may be said, then, in general, that under boom con- 
ditions the rate of interest is an unsatisfactory regulator, although it will 
serve to restrict the volume of investment if used sufficiently drastically. 
Perhaps the major difficulty here lies in making funds really costly no matter 
from what source they are secured. A buoyant stock market can offset high, 
long-term rates very completely. 

There is one type of situation which remains to be considered. Most of 
of the foregoing remarks apply to periods in which the direction and rate 
of change of aggregate income is well established; that is, to a decline once 
started or to a recovery and boom. But often just after the summit of a 
period of prosperity has been passed and usually in the trough of a de- 
pression there is what Mr. Harrod has called a breathing space in which 
the rate of investment is fairly constant and the influence upon it of income 
and the derivative of income is not clear. At such times as these, I suggest, 
the rate of interest may be able to accomplish a good deal. 

The arguments which apply to the period of stagnation at the bottom 
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of a depression. need-not be rehearsed here. Once the decline in income. 
has been definitely halted, a phase sets in which cannot be distinguished ac- 
curately from the early stages of recovery. Investment is likely to be elastic 
for exactly the same reasons as in the latter case. However, the period of 
hesitation "just before a decline sets in is quite different. Investment will 
have ceased to grow or will perhaps have fallen off a little, especially if one 
or more new industries whose rapid development has led the preceding 
advance have reached their full size. (For example, the drop in automobile 
sales in the summer of 1929 was probably symptomatic of such a situation. ) 
On the other hand, there will still be a large cushion of uncompleted projects 
and unfilled orders, and consumers’ incomes will not have started to decline. 
Thus aggregate income will not be exerting the decisive influence upon 
investment that it does when decreasing rapidly, and there is a real chance 
that a sharp lowering of the rate of interest will take effect. It is not likely 
to stimulate further expansion of the industries whose relative development 
is slowing down, but it may open up other opportunities and direct invest- 
ment into new channels. If this reasoning is correct, then this is another 
point in the trade cycle where the elasticity of investment may be consider- 
able. 

Nothing could be more ident than the hazardous nature of these specu- 
lations about the effectiveness of the rate of interest, especially of the last 
one. Yet, from the very nature of the subject, no more definite and substan- 
tial observations could be expected. The results of the earlier sections of 
this paper can be summed up in three conclusions. First, that the short- 
period elasticity of investment will be lower and more variable under dy- 
namic than under static or stable conditions. Second, that the concept of 
the rate of interest should be broadly defined, because it is of relevance to 
the theory of investment mainly as an index of the availability of capital. 
Third, that the relationship between investment, income, and the growth of 
income is affected with the same sort of indeterminacy as that between 
interest and investment. To these it may now be possible to add the two 
positive generalizations from this last section: that the rate of interest is 
likely to be a useful stimulant only in two phases of the trade cycle, and 
that at all times it will be more effective in loweting than in raising the rate 
of investment. 
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Many popular economic simplicities are as dangerous as they. are engag- 
ing. Without necessarily denying the essential truth in these widély-held 


postulates, the economist can both enrich and give practical significance to ` 
his science by exploring and evaluating the important qualifications, imposed | 


by the ever changing processes of a real world. Thus, economics becomes 
a science of qualifications. For example, it has usually been assumed that 
when industry needs outside capital for an indefinite or long period it 
goes into the securities markets, and for a definite and short period it goes 
into the commercial banks. The distinction here indicated may” be conven- 
ient and serviceable as a preliminary postulate, but the exceptions or quali- 
ficdtions thereto furnish indispensable clues for comprehending the methods 
by which industrial investment is really effected. Moreover, these qualifica- 
tions suggest what seem to me some of the significant reasons why the 


. economic system has not always worked of late years in accordance with 


textbook routines. : 

Unfortunately the means of expression available to the economist are 
as much common property as the overworked pencil in a post office. And 
so each one of us generally insists on doing a little sharpening of his own. 
But the term “investment’’ does need sharpening. By it, the layman means 
an investor's use of capital to obtain property from which he expects to 


derive an income. But the economist has come to mean by “investment”. 
industry’ s use of capital to expand productive equipment The following” 


questions suggest some of the principles which might be followed in nar- 
rowing the.term, as the economist employs it. Should an undesigned increase 
in the economy's inventories of finished goods, caused by a sudden slump 
in business, be considered evidence of investment? Can inventories, which 
are in volume approximately equal at the beginning and end of a period 
of rising prices, be used to indicate increased investment? When a corpora- 
tion borrows in a commercial bank or in the securities markets and keeps 
the bulk of the funds acquired in idle bank balances—even though these 
funds be designated “working capital’’—has the corporation “invested” the 
borrowed capital? Keynes’s definition of investment seems to imply a posi- 
tive answer to at least two of these questions, all of which I rather think 
should be answered in the negative. 

At the outset we promised that we would furnish significant corollaries 
to the generally accepted proposition that industry obtains in. the security 
markets the outside capital it needs for the expansion of its permanent 
productive equipment and from the commercial banks manufactured .capi- 
tal for the financing of pay rolls, inventories, and-for other temporary uses. 
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We shall find that industry has been allowed to use bank-created capital 
for permanent improvements, which perhaps should have been financed out 
of prior savings, and to employ the proceeds of security issues for working 
capital, which commercial banks could have furnished. 
In order to explore these miscarriages of capital disposal, we must first ` 
inquire into what happens to the proceeds of new issues, which are popu- 
larly believed to flow through the securities markets directly into industry. 
Since only ’a small part-of the proceeds of new issues eventuates directly 
in investment, we must examine, and consider the effects of, some of the . 
" many unsuspected emergences of the capital flow when it fails to directly 
affect investment. Next we shall turn to the various channels through which . 
bank-created capital reaches industry. Extension of such capital to industry 
directly through ordinary commiercial loans is one thing; induction of such 
capital into industry through the securities markets, via the margin trader, 
or through loans to businessmen who use’ securities as collateral may’ be 
something very different. We shall learn that the margin Speculation of 
nearly a half-million Americans has significantly affected the method by 
which Ametican industry has been financed. This will prepare us for con- 
sideration of the extent to which the federal government controls, or should “ 
control, the flow of capital into ‘industry and the investment process. 


o Proceeds of Security Issues 


The postulate that industry obtains in the securities markets funds for, , 
use in expanding productive equipment is sometimes assumed to imply 
that all the proceeds of new issues go directly to the issuing corporations.. 
Analysis of the proceeds of new issues during the last decade will show 
that a relatively small part of the funds = from secutity flotations 
have evenuated directly in “investment” or “‘capital-goods formation.” My 
curiosity with respect to the specific use of such proceeds led me, while I 
was economic adviser to the Securities and Exchange Commission, to have 
a detailed examination made of the purposes stated in the prospectuses 
of all issues of any size during 1927, 1928, and 1929. The figures, which 
I hope to publish in the near future, ‘show that only from 7 to 12 per cent 
of the total proceeds of new issues were used during those years for expan- 
sion of the issuing corporations’ plant and equipment, although another 
8 per cent was used by them for the outright purchase of existing plants ` 
from others. In 1929 over 38 per cent went to investment trusts, holding 
companies, and financial companies, and nearly 16 per cent was for re- 
funding. Even larger percentages, 30 per cent and 26 per cent, were for 
refunding in 1927 and 1928. In short, when one hears of the ten and eleven 
billion dollars of new issues for 1928 or 1929, that does not mean that 
issuing corporations received directly or used any such sums for expansion 
of productive equipment. Nevertheless, even if we make deductions for 
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foreign, investment-trust, and refunding issues, we find that ‘the funds 
acquired by industry during those years were in excess of what: it used for 


plant extension. 


The more accurate analyses 6 the uses of procedis of new issues during 
1934, 1935, and 1936, made possible by registration requirements under 
the Securities Act of 1933, give much the same conclusions. About two- 
thirds of the total proceeds of the new issues of 1934, 1935, and 1936 


-were used to refund existing issues; and only a small part of the other issues 


- eventuated in new investment. 


yi 


When thé proceeds of ‘new issues do not immediately eventuate in ex- 
pansion of productive-equipment for the issuing corporations, the devious 
passages ‘through which the capital flows may be hard to trace: And it is’ 


_ even more difficult to -attempt to measure the extent or volume of flow 


through various channels, 
It should be borne in mind that often the chief motive of a security 


‘issue is not capital- -induction into, but in a sense capital-withdrawal from, 


the issuing corporation. In.a Johns Hopkins study published in 1921 I 
found that many industrial issues, especially during the first two decades 


of the century, were really sold for the account of successful businessmen . 


who wanted to dispose of their security holdings in the businesses they had 
built up. Moreover, some so-called secondary distributions have at times 
been classified as new issues. They represent sale to the public of a large. 
block of securities held by some large holder, anxious to get out his capital 
and diversify his investments. 

Some of the important industrial flotations of: the first decade of. the 


century wëre motivated by a desire of corporate enterprise to free itself 


from the control of the commercial banker. During the twenties the great 
corporations never forgot the difficulties they had had with the commercial 
bankers at the beginning of that decade. And as late as 1927, an estimated 
9 per cent of the total proceeds of new issues was used to pay off corporate 
indebtedness to commercial banks. We shall later show that the great 
corporate surpluses built out of the large earnings of the twenties and the 
unused proceeds of new issues floated during the New Era have of late 
years made Big Business much less dependent on ‘commercial bank loans. 
Even as late as December, 1936, Sidney Weinberg stated that our large 
corporations were “well fortified with cash even after the depression.” 

We should stop to realize that whenever proceeds of new issues, or 
parts thereof, are used to pay off a bank loan, the issuing corporation is 
using capital to settle for ‘such investment as it previously made when the 


` bank loan was incurred. Likewise, when new issues are for refunding, they 


do not directly eventuate in any new investment. The refunding issues of 
late years have merely helped to make effective in industry the low interest 
rates needed by the federal government for its extensive deficit financing. 
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And the reduced interest yields on bonds together with other factors served 
to inflate stock prices during 1935 and 1936. 

Investment-trust issues of the last ten years represent another factor that 
has served to inflate stock prices. Some few of these companies may have 
employed the proceeds of new issues for investment in new enterprises, 
but the bulk of the capital obtained has been used to buy stocks, particularly 
market leaders. Thus, proceeds of investment-trust issues may serve to 
bring about maladjustments in the market values of various classes of securi- 
ties rather than further directly the investment process. 

The captains of industry who withdraw capital from their enterprises 
by sale of securities and the large stockholders for whom secondary distri- 
butions are effected use the funds they receive to buy a diversified list of 
seasoned issues. Some of these elderly gentlemen of the pre-War decades 
went in for municipal bonds, but the New Era generated a stock-minded- 
ness which but few have since resisted. 

When these beneficiaries of new issues and when investment trusts buy 
stocks, the sellers receive funds which they may use for a variety of purposes. 
They may keep them as idle balances in commercial banks or as time or - 
savings deposits; they may put them back in the stock market; or they may 
increase their purchases of consumers good and luxuries. To the extent 
that the luxury-goods industries are thus enabled to build up their corporate 
surpluses, they are encouraged to make later investment; that is, to expand 
their productive equipment. But this indirect and devious movement of 
capital into industry creates certain definite problems which will receive later 
treatment. 

We have now reached a point where we must expand one of the midst 
important qualifications to the generally accepted thesis that industry obtains 
in the securities markets funds for expansion of productive equipment and 
for permanent improvements, whereas its demands for temporary financing 
and for working capital are met by commercial banks. It has already been 
suggested that during the New Era, Big Business was able to increase its 
corporate surpluses and to obtain considerable funds in the securities mar- 
kets. Indeed, the corporate profits of the twenties and the new issues of 
those years were much in excess of industry's requirements for plant ex- 
tension. When the large corporations found the market values of their 
securities far above their book values, they were naturally tempted to get 
the public’s money while the getting was good. But after the money was 
received, they were not always prepared to spend it immediately for pro- 
ductive equipment. 

Between 1927 and 1929, 450 of the more important industrials, railroads, 
and utilities increased their investments (for the most part in securities) by 
over 1 billion dollars, and their cash and receivables by another billion. 
During the 1929 speculative orgy they had so much idle cash that they threw 
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large funds in the call-money market. As a result, when the depression 
came, Big Business had much of its large corporate surpluses in cash. The 
450 corporations referred to were able to maintain their cash at about 4 
billions during the depression, and even in 1932 the total declined less 
than 5 per cent. 

These statistics for the 450 corporations were gathered by the Standard 
Statistics Company. From balance sheets for some 270,000 corporations 
(all financial corporations excluded), reported in the Statistics of Income, 
it appears that the medium sized and small corporations did not have such 
success in maintaining their cash during the depression. In 1931 the decline 
seems to have been greater than 20 per cent. But medium sized and small 
corporations had not had such easy access to the securities markets, and had 
not been able to build up their cash reserves during the boom. 

Sale of securities, large profits, and conservative dividend policies during 
the late twenties enabled Big Business to carry such large cash reserves 
through the depression that its dependence on commercial banks was largely 
obviated. But the rest of business did not have that advantage. And naturally 
those small and medium sized firms with dwindling cash reserves found 
the commercial bankers less interested in extending credit. These facts 
explain the statement before the Investment Bankers Association at the 
end of 1936 that underwriters’ attempts to sell issues of $1,000,000 and 
less were prompted by the lack of demand for security flotations from 
large corporations, “well fortified with cash even after the depression.” 
Moreover, the large depreciation reserves accumulated by the great corpo- 
rations all during the last decade have apparently not been fully reinvested 
in plant and equipment and considerable portions of these reserves were 
kept in liquid form. Indeed, the percentage of cash to volume of sales, 
or any other index of business volume, rose so during the depression that 
business, especially Big Business, was often accused of hoarding. 

The freedom of Big Business from banking control is in a sense com- 
parable to the independence achieved by the German commercial banks 
during the twenties. It should be remembered that Schacht warned that. 
American investors and banks, by pouring funds into Germany, were 
making it impossible for the Reichsbank to exert its proper control over the 
banking system. Perhaps American investors and banks ought to be warned 
not always to be so ready to advance to business large funds which do not 
have to be paid back or accounted for regularly, as do ordinary commercial 
borrowings. 

The easy access of business to the securities markets during. the twenties 
not only removed it from the control of the Federal Reserve system but 
also tended to vitiate some of the most important banking reforms which 
the institution of the system had been calculated to effect. Those who 
framed the Federal Reserve Act deplored the concentration of funds in 
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the speculative vortex, of which New York City may be the center but whose 
periphery takes in a much greater area. They saw the danger in allowing 
the banks to keep so large a part of their funds in loans on securities. The 
Reserve banks, therefore, were set up to decentralize reserves and provisions 
were inserted, and other provisions later added, which were designed to` 
increase the use of acceptances and commercial paper. But in 1928 and 
1929 there was a concentration of funds in the speculative vortex to an 
extent that had never been previously witnessed. Moreover, bank loans 
on securities have continued, whereas the use of acceptances and com- 
mercial paper has not been increased. 

The failure to extend the use of acceptances and commercial paper in 
this country was one of the subjects of inquiry by the Senate Committee 
on Banking and Currency in 1931. Both the Federal Reserve Bank of New 
York and the Federal Reserve Bank of Boston stated in their answers to 
the Senate Committee’s questionnaire that capital issues had supplanted 
ordinary commercial bank loans as well as commercial paper and accept- 
ances. 

II. Industry’s Use of Bank Credit 


Having shown that business has been allowed to use the securities markets 
to obtain liquid capital, we shall now inquire into what extent it has 
directly or indirectly obtained from commercial banks the means of financ- 
ing fixed and permanent improvements. 

Little did the goldsmiths and the bankers of Amsterdam dream what 
they were starting when they began their manufacture of paper money! 
And little did those who set up our commercial banking system foresee to 
what uses its credit was to be put. Once upon a time we could have told 
the elementary student of banking that bank deposits were largely created 
by loans to merchants and industrials in need of funds to finance pay rolls 
and inventories prior to payment for goods in process or for goods sold but 
not paid for. But that time has passed. 

When present commercial bank deposits are compared with those before 
the War, the increase appears staggering. But the increase cannot be ex- 
plained by any significant growth in commercial loans of the type com- 
mercial banks were created to extend. An unhealthy percentage of the 
world’s gold stock, a political silver policy, government deficit financing, 
and increased loans on securities explain in large measure the growth of 
bank deposits. The government, forced to spend during the depression, was 
given blank checks by the banks, and the created deposits were checked 
out to, and retained by, business and those individuals who are not forced 
to spend all they receive for daily necessities. In passing it might be men- 
tioned that this manufactured money is the kind of cash my friend, Mr. 
Charles R. Gay, and others talk about when they say that the bull market of 
1935-36 was a cash market. 
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Now it is true that the loans of the commercial banks have increased 
somewhat, but most of that increase is explained by the increased loans 
on securities and real estate. Since large corporations can get all the capital 
they need in the securities markets, and since small corporations especially 
_ of late years have not seemed such good risks, the commercial banker has 
come to favor loans on marketable securities. They require only the services 
of a margin clerk who can accurately check daily quotations. But these 
pawnbroker loans differ materially, both as to nature and purpose, from 
the kind of loans a real commercial bank might be expected to make. 

On June 30 of this year member banks had 114 billion dollars of loans 
- to brokers and dealers and about 24% billions of loans on securities to bank 
customers other than brokers and dealers against 624 billions of loans 
otherwise secured and unsecured. The 1]4 billions of loans to brokers and 
dealers were intended for their own, or their margin customers’, purchases 
of securities. Moreover, at least 35 per cent of the 24% billions of loans to 
bank customers was for use of those who trade on margin but who like 
to think they are not margin traders because they operate in a bank. Of the 
2%, billions of loans to customers other than brokers and dealers at least 
28 per cent was granted business men who were borrowing for commercial 
purposes on security collateral. 

Commercial bank credit, then, may be directed into industry for per- 
manent investment (1) via the commercial borrower who uses securities 
as collateral; and (2) via the margin trader who may enable the securities 
markets to absorb a larger volume of new issues than could be absorbed 
were margin trading prohibited. These two channels through which bank- 
created capital may flow into industry will be considered in the order indi- 
cated. 

Those who wrote the margin provisions of the Securities Exchange Act 
of 1934 and those who have formulated the margin regulations for the 
Board of Governors of the Federal Reserve system have never seemed to 
doubt the wisdom of allowing the banker to extend as much credit on 
security collateral as he deems wise, provided the credit is to be used for 
commercial, and not for speculative, purposes. But many intelligent laymen 
today, who do not pretend to understand but who nevertheless sense a 
danger in the ever increasing manufacture of bank money, are beginning 
to ask what restrictions ought to be put on the ease with which such money 
is being created. Formerly we were able to say that bank deposits were 
expanded through the necessities of business, as indicated by a larger volume 
of temporary loans for certain well-approved purposes. Moreover, such 
bank money naturally contracted during business recessions. But although 
the bankers can and do call demand loans on security collateral, such loans 


1 This 35 per cent is a minimum, derived from Federal Reserve Bulletin, Aug., 1937, 
p. 746. 
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are usually left untouched so long as the value of the collateral is adequate. 
Security loans, as Professor Sprague pointed out so many years ago, are 
more rigid in the banking structure than ordinary commercial loans, com- 
mercial paper, or acceptances because there is usually no provision for their 
regular liquidation. During the depression real estate loans remained prac- — 
tically unchanged and loans on security collateral to bank customers other 
than brokers or dealers were much less reduced than ordinary commercial 
loans. 

Loans on security collateral to commercial borrowers are not necessarily 
granted to meet specific and temporary financial needs. The banker does 
not have to bother whether the borrower even sells the goods the loan might 
have been intended to finance. Indeed, the borrower may have originally 
intended to use the bank credit obtained for permanent investment in 
plant or machinery. The effect of the 1937 stock market crash on those 
commercial borrowers who used security collateral is a subject of inquiry 
which the Board of Governors of the Federal Reserve system should not 
neglect. It is often said that a severe stock market crash has a bad psycho- 
logical effect on industry. But the effect may be more than psychological, 
especially if businessmen who borrow on securities are forced to find more 
collateral or to meet loans which they had made no plans to liquidate. 

We now turn to examine the extent to which bank credit has been 
inducted during different periods into industry via the margin speculator. 
Perhaps the most significant justification for margin speculation is an eco- 
nomic one. Ít is reasoned that when businessmen are optimistic and want 
to sell new issues, stock prices are usually rising on the exchanges. At such 
times margin traders come in and bring in bank funds, which may help to 
absorb the new issues. True, Section 11(d) of the Securities Exchange 
Act makes it illegal for a commission house underwriter or a commission 
house distributor to finance his matgin customers in the purchase of any 
new issue which he is underwriting or distributing. But margin traders, 
who usually buy market leaders, are assumed to buy from investors or from 
other sellers, who are thus given funds with which to absorb the new 
issues. In this way margin trading is assumed to further the investment 
process. But a little scrutiny will indicate that it may not be so simple 
as it at first appears. 

A margin trader may buy a market leader from an investor who decides 
that his stock has risen too much in price and who may want to reinvest 
his funds in a new issue. But what is even more probable is that the margin 
trader will buy from another margin trader, who will then turn right 
around and use the funds received to buy some other market leader. Of 
course, this serves to increase stock prices. Moreover, if the cautious in- 
vestor sells out, he may hesitate before investing in new issues, which are 
usually brought out on about the same yield basis as that of existing 
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securities. If he deposits the funds in a bank, the funds may or may not 
be used by the bank for the purchase of industrial, railroad, or utility 
bonds. Certainly some sellers of securities, as well as those with paper 
profits, increase their purchase of houses, automobiles, and luxuries. 

During the last three years idle bank balances of wealthy individuals 
and corporations have been so extensive that induction of bank-created 
capital into the securities markets via the margin trader has certainly not 
been necessary to absorb the relatively small volume of new issues that 
has been floated there. But during the years preceding the crash of 1929, 
margin buyers did make it possible for business to acquire larger funds 
in the securities markets than it could have acquired had margin trading 
been prohibited. To the extent that issuing corporations used the funds 
received to further the investment process, the margin trader directed the 
flow of bank credit into the expansion of industry’s productive equipment. 
To the extent that the issuing corporations used the funds received to pay 
off bank loans or to acquire cash so as to obviate future bank loans, the 
margin trader transferred the funds he received from the commercial 
banker through the investment banker to industry with the result that 
industry was allowed to dispense with the services of the commercial 
banker. As I have said many times of late, the commercial banker today, 
laden with government bonds and leaning on security loans which are 
being criticized by reformers and shrunk by legislation, may be in the 
soup, but he has certainly been one of its cooks. 

We have reached a point in our journey where we must look back over 
the tortuous channels through which we have traced the flow of savings 
and bank-created capital into the securities markets and industry. With 
better perspective we may be able to get a better grasp of the larger effects 
of that flow. 

First, when issuing corporations use the proceeds of new issues to pay 
off old bank loans and to acquire liquid balances which obviate future 
bank borrowings, they remove themselves from commercial banking con- 
trol. Furthermore, the commercial banker has at times aided in industry’s 
liberation by putting into the securities markets, via the margin buyer, 
bank-created capital, which has enabled corporate issuers to obtain larger 
funds. 

Second, where those who receive all or part of the proceeds of new 
issues are individuals desirous of diversifying their investments, the capital 
released seldom flows directly into industry, and usually first increases 
the market prices of high-grade bonds and investment stocks, chiefly market 
leaders. 

Third, some of the proceeds of new issues do eventuate in new invest- 
ment. But where the issuing corporation merely acquires an already existing 
plant, no new investment is necessarily affected. 
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Fourth, commercial bankers have extended to industry bank-created 
capital, which is not so conveniently expanded and contracted with the 
needs of business: (a) through security loans to commercial borrowers; 
(b) through margin speculators when their purchases help to absorb new 
issues. 

Fifth, margin buyers usually buy market leaders, and thereby lift the 
general level of stock prices. 


II. Direct and Indirect Expansion of Industry’ s Productive Equipment 


Investors’ savings and bank-created capital eventuate in investment: 
directly, when they are used by corporate issuers to expand their produc- 
tive equipment; and indirectly, when they serve to raise prices of existing 
securities and encourage those with realized and paper profits to increase 
their purchases of houses, automobiles, and luxuries. 

Simon Kuznets’ measurements for the “flow of producers’ durable goods 
to enterprises” and the Federal Employment Stabilization Board’s estimates 
of business construction give us some idea of the rate of expansion of 
industry's productive equipment between 1925 and 1933. For reasons, 
which time does not permit me to explain, I have used Kuznets’ 1929 
series, which is unaffected by changes in the price level, but I have had 
to use the business-construction series without such price adjustment. A 
Jog-paper comparison of these series with new issues suggests that capital 
formation during the New Era was effected at a slower rate than was 
formerly believed, and substantiates the evidence already given concerning 
the relatively small percentage of the new issues of that era that eventuated 
in investment. 

Other series used in statistical analyses of business cycles to indicate the 
general course of investment activity show that although business was ex- 
panded in 1928 and 1929, the expansion appears less marked than that 
which accompanied certain other booms—for example 1906-07 and 
1919-20. But it should be remembered that the level of production and, 
investment activity after 1922 was generally high and that it was partly 
for this reason that the 1928-29 rise may not appear so exceptional when 
graphically represented. Indeed, with the exception of a slight recession in 
business in 1924, and a slighter one in 1927, the level of industrial activity 
was maintained at such a height during all the years from 1923 to 1929 
that the period stands out as the longest boom period of the century. 

Although I am not entirely satisfied with the data I have assembled to 
measure the effect of stock-market profits, realized or paper, on the ex- 
pansion of consumers-goods and luxury-goods industries, I feel that I 
should present here the tentative conclusions these data seem to affard. 
Kuznets’ series for the “flow of durable goods to consumers” and the 
Standard Statistics Company’s index of the production of consumers goods 
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were used to study the effect of booms on the consumers-goods industries. 
Separate tabulations of the values of consumers goods and of luxury goods 
were made by using the biennial figures of the Census of Manufactures, 
but the classifications presented obvious difficulties. 

The statistics indicate an increased flow of consumers goods, especially 
consumers durable goods, during the twenties. But the flow increased at a 
more rapid pace during the first half of the decade, whereas stock-market 
profits were much greater during the second half. The increase in 1929, how- 
ever, was noteworthy. But the same was not true of 1927, when business 
was off although the stock market was booming. The shut down in the Ford 
plant undoubtedly accounted in large part for the 1927 decrease. The de- 
cline in the value of luxury-goods production during the depression was 
particularly significant. But what should be noted is that the value of luxury 
goods produced in 1933 was considerably below the value of such goods 
produced in 1931, even though during the latter part of 1930 and all during 
1931 stock prices were falling and during a considerable part of 1932 and 
1933 stock prices were ascending at a rapid pace. Of course, declining com- 
modity prices and cheaper substitutes help to explain the reduced values of 
1933. In summary, it can be said: that the consumption of luxury goods 
during the twenties was stimulated by stock-market profits, but the effect of 
such stimulation should not be exaggerated; that production of durable 
consumers goods and luxuries is much more affected by business prosperity 
than by conditions in the stock market; that during the depression even 
buoyant stock markets had but little effect in increasing the demand for 
luxury goods, when widespread unemployment and reduced wages lowered 
the community’s purchasing power. 


IV. Control of Flow of Bank Credit and Investors’ Savings into Industry 


When the many unsuspected diversions taken by capital in its flow 
through the securities markets into industry are considered and when the 
danger in some of its emergences are realized, one may view with alarm our 
economy’s far departure from the state characterized by the economic simpli- 
city announced at the outset of this paper. But if we should propose that 
industry be allowed to acquire from the securities markets only investors’ 
savings for certain definite purposes and from the commercial banks only 
loan-created deposits for certain other definite purposes, we would be told 
that in our modern money economy investors’ savings embody, or result 
from, commercial bank deposits and that commercial banks have large 
funds for permanent investment of one kind or another. And that ts true. 
But since the theses of economics, the science, can only state tendencies, 
which are subject to ever changing qualifications, the proposals of economics, 
the art, can only furnish partial correctives, the value of which depend upon 
how well they meet those ever changing qualifications. 
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It was anticipated that the Federal Reserve Act, itself, would act as a cor- 
` rective for the excessive induction of commercial bank credit into the securi- 
ties markets. But the Pujo Report was prophetic when it announced in 1913 
that the only way in which excessive funds could be kept out of the specula- 
tive vortex would be “to limit the proportion of its resources as may be 
loaned by any bank on stock exchange collateral.” It also stated that no cur- 
rency system can or ever will be devised that will prevent banks from using 
their money to their best advantage. Those who made these prophecies were 
vindicated by the speculative orgies of the twenties. 

Some of the members of the Federal Reserve Board fought in 1929 for 
what they called “indirect action” to prevent banks from furnishing exces- 
sive funds for speculation. But it was not until the Emergency Banking Act 
of 1933 and the Securities Exchange Act of 1934 that the principle an- 
nounced by the Pujo Report of 1913 was accepted and embodied in law. 
In the Securities Exchange Act of 1934, the principle was concretely put 
into practice in the power given the Board of Governors of the Federal 
Reserve system to regulate margin trading. 

It is often contended that the Securities and Exchange Commission has 
no obligations in these matters and that the Board of Governors of the 
Fedetal Reserve system has done all that it was supposed to do; that is, 
“prevent excessive use of credit for the purchase or carrying of securities.” 
But these contenders overlook two things. First, the Commission could have 
limited the amount of bank credit employed by brokers under Section 8(b) 
of the Securities Exchange Act, which section it has thus far used merely as 
a subject for technical and legal discussions. In the near future I hope to 
publish an extended analysis of the real purposes and the limitation of this 
section. Second, the Board should not have sat by and allowed the opinion 
to prevail that the 1935-36 bull market was a “cash market,” in which 
security loans were not “excessive.” Indeed, the great increase of “cash,” 
effected by gold inflow, silver legislation, and government deficit financing, 
made what might have seemed reasonable security loans ‘‘excessive’’ under 
the circumstances. 

On many occasions during the last two years I suggested that margin re- 
quirements be increased by substanial percentages as the stock price level 
advanced. It is only in a bull market that we can attain a so-called “cash 
market.” There were two reasons for those suggestions. First, a comparison 
of the ratios of security loans to market values for the new-era and new-deal 
periods indicated that margin requirements for 1928-29 had not been 
relatively so lenient and the margin requirements for 1935-36 were not 
relatively so severe. It is not always remembered that the New York Stock 
Exchange in effect raised margin requirements during the New Era, when 
it cut down inflated market values for the purpose of calculating margin 
requirements. Second, progressive and vigorous increases in margin require- 
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ments during bull markets could be employed as a check, just as raising 
rediscount rates, restrictive open-market policy, and augmented reserve 
requirements are so used. 

The necessity for such policy to supplement the other restrictive controls 
available to the monetary authority should be apparent from what has been 
pointed out earlier in this paper. Under the assumption that industry gets 
its fixed capital by sale of securities or from its own corporate surplus and its 
extra funds from the commercial banks, restrictions on the volume and cost 
of such extra funds might be sufficient to temper a boom. But since Big 
Business has of late years used investors’ savings for working capital and 
has acquired indirectly through the margin trader all the commercial bank 
money it could want and for indefinite periods, it is almost completely re- 
moved from control by the monetary authorities. It will be argued that those 
corporations which acquire large funds at the beginning of a bull market 
will not be affected by increased margin requirements after the market has 
advanced. The truth of this argument may furnish some justification for the . 
eventual establishment of a permanent cash market. But even if that is not 
accomplished, increasing margin requirements as a boom progresses will at . 
least restrict the flow of bank-created capital to corporations that did not 
get in at the start. 

In passing, the obvious advantages which Big Business has over Little 
Business in being able to tap commercial bank credit through the margin 
trader should be emphasized. Analysis of the balance sheets of corporations 
with different sizes of assets for certain years is afforded by the Statistics of 
Income. This analysis indicates how much more small and medium sized 
business units depend on bank loans than does Big Business. Whenever 
excessive speculation (as in 1928 and 1929) is accompanied by rising call 
money rates, the increase is soon reflected in other short-term rates. Accord- 
ing to Riefler, this eventually tends to increase the cost of credit to banks’ 
commercial borrowers. 

If margin control is continued and extended, attention should be given 
not only to the speculator but also to the commercial borrower who uses 
securities as collateral. And even if the security loan is not done away with, 
provisions for its prompt retirement should always be exacted. 

Now that the various controls on the extension of commercial bank credit 
have been so fully developed in our existing banking and securities legisla- 
tion, the question arises as to the necessity for some further control of the 
flow of capital into the securities markets. The Securities Act of 1933 is only 
calculated to tell the investor exactly what he is getting, whatever it may be. 
The efficient Registration Division of the Securities and Exchange Com- - 
mission has attempted from the beginning to obtain such full disclosure as 
to make doubtful ventures appear unappetizing. But large corporations with 
good records and willingness to disclose frankly all information demanded 
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by the Securities Act cannot be kept from getting all the money the market 
will allow and from using it for purposes which may be of doubtful value 
to the economy at the particular time it is so used. 

At the present time I have not completely made up my mind as to the 
relative advantages and disadvantages of further controlling the flow of 
savings to industry through the securities markets. But I have no doubts 
about the Securities and Exchange Commission’s responsibility for insist- 
ence on full and frank disclosure by big corporations as well as by small 
corporations desiring to register new issues under the Securities Act. There 
was no need in 1934 in my opinion for the relaxation of registration re- 
quirements, New issues should not have been sanctioned where surpluses, 
created out of the ink wells of accountants and appraisers, were carried 
on balance sheets. The Commission should not have felt itself called upon 
to “break the jam in the capital markets.” And, after all, its compromise 
availed but little. Big Business did not need to borrow very much partly 
because of its large liquid resources and partly because it did not have the 
confidence to extend its investment operations substantially. As a result of 
the Commission’s lenience, as I have already publicly said, bondholders 
found themselves with only part of their former income and sometimes with 
but part truths about their securities. 


V. Reduction of the Amplitude of Cyclical Fluctuation 


The economist has too often been led into the philosopher’s temptation 
to construct a monistic system, when a pluralistic one might be more reveal- 
ing. This temptation has led many of us when accounting for the business 
cycle to overestimate the one cause which happens to engross our attention. 
Some have refused to look anywhere but at the planets and the sun, while 
others have kept their eyes down on the soil and its changing bounty. Some 
have dwelt only on man’s too great haste in the multiplication of the means 
of production. Others have seen only knaves in the counting house. And true 
as is the psychological fact that all men become by turns elated and depressed, 
this truth does little more than help us to realize the inevitability of the re- 
currence of hard times. 

How can the amplitude of cyclical fluctuations be reduced is the practical 
question. It is alarming that this amplitude seems to be widening, despite 
the improvement of economic statistics and the help they should furnish 
business in forecasting and thus ameliorating depression. Even those of us 
who hold an eclectic theory of the business cycle cannot but be alarmed 
when we see the expansion of bank credit proceeding at a rate unrelated to 
the augmentation of goods and services and when we consider the possible 
effect of this disparity in unbalancing industrial production and in mal- 
adjusting market valuations. Although there may be no one set or sequence 
of economic factors that explains, or accompanies, all booms and depres- 
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sions, the relation between saving and investment warrants consideration 
as one factor of importance. 

The significance of Keynes’s identity of money savings and money in- 
vestment by definition and the validity of his mathematical demonstration 
of the equivalence of money savings and money investment are controversial. 
Does he not in effect use a single entrepreneur’s profit and loss account, 
which merely represents the result at a certain moment of the transactions 
during a certain period, to build up an accounting for the interrelations of 
a dynamic economy? His ingenious demonstration that what he calls invest- 
ment automatically creates what he calls savings seems to carry with it the 
implication that industrial expansion can be effected at almost any rate with 
impunity. All of us want the ever-more-abundant life, but some of us mis- 
trust the stimulation that seems to give it to us with one gulp and on short 
notice. Some theoretical thinking—perhaps less abstract than that of Hayek— 
ought to be devoted to (1) the clarification of the effect on the investment 
process and the business cycle when industrial expansion is financed by in- 
creasing quantities of bank credit rather than by investors’ previously ac- 
cumulated savings; (2) the apparent waste of investors’ savings and bank 
credit when business is allowed to acquire and hold larger cash reserves 
than even prudent finance would dictate. 

Until we are given more light on these theoretical questions, we must 
hope for continued and even more stringent government restriction on the 
flow of bank credit into the securities markets, even if only to obviate the 
disturbing price maladjustments which it causes in those markets. And we 
must consider the possibility of some control over the almost unrestricted 
access to investors’ savings that business, particularly Big Business, today 
enjoys. 


THE RELATION OF PRICE POLICY TO FLUCTUATIONS 
OF INVESTMENT 


By Corwin D. EDWARDS 
Economic Adviser, Federal Trade Commission 


Since the distinction between corporate enterprise and other enterprise 
appears to me to be unimportant in discussing price policy or investment, 
I propose to speak of price policies rather than corporate price policies, as 
announced in the program. Since my subject is price policies rather than all 
factors affecting price movements, it concerns only a part of those influences 
which bear upon the level or the relationship of prices. Within the broad 
environmental conditions which set limits to anyone’s freedom to manipu- 
late a price, many concerns today have a partial control over the market for 
their own products. They follow administrative policies intended to influence 
the price. It is the relation of these policies to investment which I propose 
to discuss. Although new investment is not quite synonymous with the pur- 
chase of capital goods and consumers durable goods, the preponderance of 
investment takes this form. The fluctuating output and sale of the durable 
goods industries may be regarded as a rough measure of the fluctuations of 
investment. 


I 


Industrial price policies express and seek to cope with an inherent vulner- 
ability in the status of modern industrial enterprise. Most concerns must 
face an unstable market. Demand is unstable because of changes in standards 
of living, in the number, character, and distribution of the people, in the 
amount and distribution of income, and in the availability of substitutes; 
supply is unstable because of changes in technology, in the costs of con- 
structing new equipment, in the availability of credit, and in the readiness 
with which various concerns may reach a market. Prices are unstable partly 
because of these other instabilities and partly because of changes in the in- 
tensity of competition. Some instabilities are inescapable aspects of trends 
of change; others are incident to the gyrations of the business cycle. Most 
of them accentuate one another. 

Yet, though the market fluctuates in a way largely unpredictable, industry 
has gtown less flexible. With the expansion of the machine process and of 
the more elaborate administrative organization incident to the development 
of large enterprises and wide markets, a larger proportion of costs have 
taken the form of annual charges either fixed in amount or not subject to 
much change as output varies. Hence, fluctuations in sales without corre- 
sponding fluctuations in expenses have come to mean much wider fluctua- 
tions in profits, and there is a strong incentive to maintain output at or near 
capacity. This condition, conspicuous in large enterprises, prevails also in 
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many small ones, and, as farming has been drawn more fully into the money 
economy, has become characteristic of agriculture. When the unstable in- 
fluences of the market increase capacity considerably beyond the level of sales 
or reduce sales considerably below existing capacity, the incentive to use 
price competition as a means to maintain sales is so great that it may readily 
produce a price war. Prices may fall so low that they no longer cover fixed 
charges, to the theoretical lower limit. of the expenses which could be 
avoided by shutting down the plant; that is, approximately to the direct 
cost of materials and labor. The desire to preserve established trade connec- 
tions sometimes induces the producer to sell for even less than direct cost. 
The ice industry, which is dominated by fixed costs, a limited market, a 
demand which varies with the weather, and a decline of sales due to the 
spread of electric refrigeration, affords a classic illustration of such condi- 
tions at work. In the last few years, price wars in various cities have carried 
the price of ice as low as one dollar a ton, when, according to informed esti- 
mates, the cost at the manufacturer’s platform lay somewhere between one 
dollar and eighty cents and three dollars a ton.1 If competition persists, such 
price wars may continue until demand increases or part of the capital equip-, 
ment becomes obsolete. Even the bankruptcy of the financially weaker enter- 
prises does not necessarily reduce the competitive pressure, for the bankrupt 
equipment, recapitalized at a lower value, may continue to produce. In many 
cases, however, the competing concerns terminate the war by finding some 
way to restrict competition. Price wars in the ice industry often end in a 
tacit or overt understanding among competitors, and thereupon the price 
rises to between four and five dollars a ton. Among the techniques for 
limiting competition have been the buying out of competitors’ plants, the 
allocation of sales quotas or sales territories, the establishment of minimum 
prices, and the use of racketeers to drive out price cutters. In many cases 
the mere fear that such a war may develop is sufficient in itself to secure 
the observance of tacit understandings to maintain prices or to divide the 
available market. This fear is great enough, both in the ice industry and 
elsewhere, to generate the feeling that a price cutter is either a fool or a 


traitor. 
II 


A principal purpose of most price policies is to avoid price wars by limit- 
ing competition. Of course, the desire to limit competition is as old as the 
desire for monopoly profits. But efforts to control prices appear among 
concerns which in many other respects are in sharp competition. Many busi- 
ness groups and some economists are today convinced that the edge of price 
competition should be dulled, not for monopoly gain, but to promote the 
orderly operation of industry. The threat to solvency inherent in markets 


*H. B. Drury, “Production and Capacity Control in the Ice Industry,” NRA Divtsion 
of Review W ork Materials No. 64, pp. 5, 36, 41, 43. 
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which develop price wars has made programs of price control more wide- 
spread and more open than before. From this point of view, price control 
is partly due to the peculiarly wide cyclical variation in the sales of durable 
goods and to fluctuations in the markets of other industries for which 
changes in the activity of the durable goods industries are largely respons- 
ible. 

In general, price policies seek to stabilize prices. A stable price, as the 
term is used among business groups, is not merely one which changes seldom. 
Such a price resists movement in a downward direction and does not long 
remain below a level which is satisfactory to the producer. Some stabilized 
prices, like the price of steel rails in boom periods, may be stable against 
an increase as well as a decline; but others, among them many building ma- 
terials, rise readily if opportunity develops. Stabilized prices are usually 
prices whose average level is higher than it would be but for the stabiliza- 
tion. Of course most price policies have accessory aims, and many excep- 
tions must be recognized in which the principal aim is not to raise the price; 
but for the broad purposes of this discussion price policies may be summar- 
ized as efforts toward price maintenance. 

Such policies are not limited to monopolistic industries. In their crudest 
form, most frequently found where enterprises are few but none is of a 
predominant size, such policies consist of collusive agreements to maintain 
prices, restrict output, allocate sales territories, or in some similar way violate 
the anti-trust laws. Within the last year the Federal Trade Commission alone 
has taken official action against combinations in restraint of trade or for price 
fixing in at least sixteen different industries. Less obviously, but with similar 
effect, there are many cases in which one or two large concerns attain leader- 
ship of the industries in which they hold a preponderant place, and establish 
prices which are followed without formal agreement, in the belief that such 
conformity is good business. Since in such cases it is usually obvious that the 
market leader will effectively challenge price reductions, overt threats of 
retaliatory price cutting are seldom necessary to establish the leader’s author- 
ity. During NRA, for example, a small producer of a steel specialty in- 
formed the Consumers’ Advisory Board that because a large manufacturer 
had begun to make and sell the same product at 15 cents a pound he too must 
charge that price, although he had sold the product profitably in 1929 for 
12 cents. Inquiry showed that no code provision limited his freedom to. 
charge 12 cents and that he had not been threatened, but that he dared not 
sell below the large concern. Eventually he obtained from the Iron and Steel 
Institute a ruling, ostensibly determining that his product was to be regarded 
as one of the basic products of the industry; and this ruling he interpreted 
as permission to set his price at 12 cents regardless of the price charged by 
the large concern. Frequently collusion and price leadership supplement 
each other, for mutual understanding as to practices in determining freight 
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charges, quantity and functional discounts, credit terms, and the like, is 
almost indispensable if a leader’s prices are to be followed. 

Still more widely the idea has developed that sound business policy re- 
quires that each enterprise use a cost accounting system and establish a mart- 
ket price sufficient to cover costs. Since cost systems usually provide some 
method of allocating fixed charges according to average use of capacity, they 
obscure the disadvantages of decreasing total revenue while fixed charges 
continue. Their use as a basis for price making becomes a means of assert- 
ing, with the authority of a mathematical technique, that it does not pay to 
compete for business if competition is too severe for prices to cover these 
fixed charges. Their use by a whole industry may lead to the abandonment 
of such competition. Sometimes, instead of using merely a cost accounting 
system, members of an industry use a standard cost formula for determin- 
ing price, or even a hypothetical cost based upon a trade association’s figures 
of average or representative costs in the industry. In such cases, cost ac- 
counting shades off into outright price fixing. The general effect of cost 
formulas for price in mitigating the severity of competition was recognized 
under NRA by most industries which wished to establish minimum pricés 
on a cost basis or to require the use of cost accounting systems for their 
“educational” effect. The failure of cost systems to express adequately the 
forces at work in a competitive market where excess capacity is large was 
also evident in NRA, in the fact that even government support did not pre- 
vent the collapse of various cost-bottomed prices. 

Finally, most modern enterprises, whether large or small, manufacturers 
or distributors, seek a privileged position in the market. They engage in sales 
campaigns designed to secure the customer’s good will, to give themselves 
a unique position, to differentiate their product from that of com- 
petitors, and thus to free themselves to some extent from the necessity of 
matching prices with competitors. An indication of the degree to which the 
good will attached to a brand may sometimes protect a manufacturer’s price 
is the fact that in 1930 a quantity of Bayer’s aspirin which cost 85 cents 
wholesale was identical except in name with aspirin which could be bought 
wholesale for 15 cents.? Indications of the importance of prestige and 
advantageous location in protecting a distributor’s prices are the wide varia- 
tions in the retail prices of identical branded goods. Thus in 1936 the price 
of Listerine in Chicago varied from 89 cents to 55cents, in Boston from 89 
cents to 49 cents; many other drug items showed a similar variation; and 
the price of Kraft packaged cheese in Chicago varied by several cents a 
package within a block or two.* 

The effectiveness of good will in limiting competition obviously varies 


7M. R. Bendiner, “New State Laws for Price Maintenance,” Editorial Research Reports, 
Vol. H, No. 6, August 12, 1935. 

‘ Druggists Circular, Match, 1937, pp. 22-25. 

‘Federal Trade Commission v. Krajt-Phenix Cheese Corp., Docket 2935. 
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and is often kept small by rival appeals to the same customers. Yet even 
when sales effort is largely stalemate, it tends to maintain prices. The seller 
who tries to control his market is likely to determine his price in advance, 
to adhere to it for a considerable period, and consequently to avoid yielding 
to pressure for lower prices unless it is long sustained. He emphasizes com- 
petition in sales appeal, not competition in price. Under such conditions, the 
establishment of a low price becomes, not the chief means of competition, 
but a particular kind of sales appeal; and even the price cutter often goes 
no further than to maintain a conventional differential below the prices of 
his price-maintaining rivals, 

Although the degree of price control achieved by price policies varies 
widely with the nature of the policy and the strength of its users, the pur- 
pose to achieve some control over price is general in such policies. Policies 
traditionally called monopolistic are frequent; policies loosely called com- 
petitive are usually intended, not merely to sell more goods and to produce 
more efficiently, but also to build a wall around some segment of the market, 
in order to make it more difficult for the sellers outside to reach the customers 
inside. A competitive market often is made up of a series of quasi-monopo- 
lies, loosely checked by one another as a monopoly is checked by the com- 
petition of substitutes, and tending in the aggregate to maintain prices 
stubbornly when sales decline. 


Ii 


If price maintenance went no further than to offset the special intensity 
of the incentive to reduce prices, one might argue that, though it assessed 
upon the consumer much of the cost of idle capacity, it at least made for a 
better balanced price structure. In fact, however, when the power to main- 
tain prices is attained it is not used so moderately. Successful programs of 
price maintenance are conspicuous in the durable goods industries, whose 
wide fluctuations arouse acute fear of price war. So effectively do durable 
goods prices resist decline that, although durable goods sales fall decidedly 
more than sales of non-durable goods during depression, durable goods 
prices fall less. During the last depression, the Bureau of Labor Statistics’ 
index of employment in non-durable goods industries fell no lower than 
79, whereas for durable goods industries it fell to 53. Whereas the Federal 
Reserve Board’s adjusted index of manufacturing production fell no lower 
than 63, the index for important durable goods industries fell much lower; 
for iron and steel to 31, automobiles 35, cement 43, carpets and rugs 34, and 
locomotives 1. Yet from October, 1929, to the low of the depression the 
Bureau of Labor Statistics wholesale price index for metals and metal prod- 
ucts fell only 26 per cent and for building materials only 29 per cent, 
whereas the index for foods fell more than 46 per cent, for textile products 
45 per cent, and for all commodities 37 per cent. 
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Similarly, the recovery of durable goods prices is anomalous. The prices of 
building materials outstripped other prices in recovery after the depression 
of 1921. In October, 1937, with the index of food prices still more than 
15 per cent below the corresponding month of 1929 and the index for 
textile products more than 20 per cent below, the index for metals and metal 
products was below that for October, 1929, by only 7 per cent, and the index 
for building materials by about 2.5 per cent. 

The characteristics revealed by these general averages of price movements 
appear in exaggerated form in the price movements of certain commodities 
in the durable goods group. From October, 1929, to October, 1932, steel 
rails fell in price less than 3 per cent, aluminum less than 5 per cent, and 
galvanized range boilers, concrete blocks, and prepared roofing actually 
rose in price. From October, 1936, to October, 1937, the price of concrete 
reinforcing bars rose more than 25 per cent, of wire nails more than 32 per 
cent, of cast iron pipe more than 17 per cent, of structural steel more than 
18 per cent, of galvanized range boilers more than 42 per cent, of concrete 
blocks and fire clay brick more than 14 per cent, of lumber more than 13 per 
cent, of doors, door frames, and window sash from 17 to 25 per cent. The 
collapse of the expected building boom did not prevent substantial increases 
in the prices of these building materials, 

The price decline of the durable goods industries may have been relatively 
greater than is shown by these figures, because in these industries price con- 
cessions often took the form of more liberal terms of sale not reported in the 
statistics. On the upswing, however, any readjustments of such terms of 
sale probably augmented the reported rise in prices. 


IV 


In so far as policies of price maintenance are responsible for the behaviour 
of durable goods prices, their effect is evidently to accentuate the swings of 
durable goods production, and particularly of the production of capital 
goods. This effect is less obvious on the downswing than during the recov- 
ery. As we enter a depression, capital goods prices are maintained. At this 
time there would be little expansion, repair, or replacement, no matter 
what the price; for the major deterrent to investment is fear of losses even in 
the use of existing equipment. But the disparity between capital goods prices 
and other prices necessarily makes investment less attractive even to those 
who have money and can sell goods. Moreover, as Professor Arthur Burns 
has pointed out, even the more stable prices usually drop; and though the 
slowness of their movement may prevent some buyers from waiting for a 
decline, it probably encourages others to hold back in the belief that the 

* The Federal Trade Commission found that from 1926 to 1929 secret discounts were 
so frequent that only 21 per cent of the shipments of range boilers were made at published 


iene prices. (See Study of Zone Price Formula in Range Boiler Industry, March 30, 
1936. 
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drop must eventually come. The effect of price maintenance during the reces- 
sion is probably to reduce sales, but not greatly. 

On the upswing the effect probably is greater. The fact that durable 
goods prices start relatively high and that some of them rapidly go still 
higher makes for delay in the revival of investment. There is an accumulated 
need for durable goods, for repairs and replacements of capital goods have 
been postponed, the introduction of improved processes has been delayed, 
the population has grown, and durable consumers goods have worn out or 
become obsolete. But with durable goods prices relatively high, business in- 
vestment would be unprofitable and consumer investment unwise. 

A thoughtful farmer who wrote to NRA in 1933 itemized the cost he 
would have incurred in building a cow barn and the income he hoped to 
make from the cows, and pointed out that, whereas he could have built the 
barn as planned at the lumber prices prevailing in the spring, at the high 
code prices for lumber the barn would not hold enough cows to pay for 
itself unless he could find collapsible cows. By underestimating the impor- 
tance of such calculations by investors, the lumber industry retarded sales 
during the first part of the code period, set production quotas under the 
code so high that inventories rose 800,000,000 board feet in nine months, 
and drifted into general evasion and final abolition of the price provisions 
of the code. This kind of policy was prevalent in the construction materials 
industries in code days, and was apparently responsible in part for the in- 
effectiveness of efforts to revive building in 1933, 1934, and 1935. The 
experience of recent months has been similar. Last winter, a revival of build- 
. ing seemed imminent, with rents rising, a housing sortage general, and the 
Federal Reserve Board’s adjusted index of the value of construction contracts 
showing some tendency to rise. But the Bureau of Labor Statistics index 
of building materials prices rose about 10.5 per cent, from 87.1 in Septem- 
ber, 1936, to 96.2 in September, 1937. At this latter level it was higher than 
in September, 1929, although the value of construction contracts awarded 
was running only a little more than half as large as then. The wages of con- 
struction labor also rose. The construction cost estimates of the Federal 
Home Loan Bank Board show an increase, within the last year reported, 
which has differed widely in -different cities, but which, in about 60 per cent 
of the cities, exceeds 10 per cent. The index of the value of construction con- 
tracts stood lower in September and October of this year than in the corre- 
sponding months a year ago. Thus the tendency of durable goods price 
movements is to concentrate the purchase of durable goods in a narrow 
period at the height of prosperity, and thereby to accentuate the fluctuations 
of the durable goods industries. By encouraging overexpansion, this intensi- 
fication of the boom period is likely to increase the excess capacity during the 
next recession. 

Less conspicuously, the tendency of price maintenance is to accentuate the 
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disparities of price, and hence the fluctuations of activity, in other in- 
dustries. The technical requisites for maintaining prices are not present 
everywhere. Success in such a policy is most likely where there are relatively 
few concerns, some of which control a large percentage of the total sales; 
where many buyers will go on buying in spite of appreciable price induce- 
ments to go elsewhere; where overhead costs are important enough to arouse 
feats of price cutting, but not so great as to provide an overwhelming in- 
centive to operate at capacity; where if there are recalcitrant competitors or 
industries producing substitutes, they cannot greatly and rapidly expand 
their output; where buyers are susceptible to the appeal of advertised brands. 
Since such conditions are approximated in varying degree in different in- 
dustries, the success of efforts to maintain prices differs widely. The main- 
tained prices get out of line with the prices which move more freely. Thus 
the varying success of price control contributes to an unbalance of the price 
structure and thereby to fluctuations in the entire economy. 


y 


Apart from the broad effect of price disparities, however, the tactics of 
price control, in many cases, directly affect the tactics of investment in the 
industry where the control occurs. Some of these effects are peculiar to 
special types of control, whereas others follow from almost any type. 

When a long-run price policy is adopted by a particular enterprise, a 
correspondingly regular investment policy may be adopted at the same time. 
Thus, after the depression of 1921, General Motors adopted a price policy 
which depended upon an investment policy. Assuming that expansion is 
desirable so long as the anticipated revenue from the sale of the added prod- 
uct at the anticipated price will more than cover the anticipated cost of the 
new capital, the company predicted sales trends, the cost of capital involved 
in expansion, and the load factor in the use of equipment. Thus it planned 
jointly the scale of its operations, the amount of its new investment, and 
the price of its products. By estimating the amount of idle capacity which 
would be encountered because of fluctuations in sales and by applying the 
resulting load factor in the determination of both its price policy and its 
investment policy, it made these fluctuations consistent with stability of its 
prices and rate of investment so long as the general trend of sales was cor- 
rectly calculated. Similarly, a certain telephone company, which has a large 
investment in the old-fashioned type of home telephone equipment, is 
using its price policy, so far as the state commission will allow, to regularize 
the transition to the French type phone. The effort is to establish a differen- 
tial charge for the use of the newer phone which will just equalize the rate 
at which it is adopted and the rate at which the older phones wear out. In 
such cases managerial policy toward price becomes a means toward an orderly 
development of new capacity or an orderly retirement of old. 
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In the maintenance of prices by agreement or regulation, there is some- 
times direct use of controls over output or new capacity or both. Some sys- 
tems of price maintenance depend upon production quotas which are set 
in hours of plant operation or which vary according to the productive capa- 
city of the various producers, Under NRA the cotton textile industry used 
a production control plan of the first sort, and some branches of the lumber 
industry used plans of the second sort. In such cases, there is an incentive 
for existing concerns to increase capacity in order to obtain an enlarged 
quota or a larger output during the designated number of hours, There is 
also an incentive for closed plants to reopen and for new concerns to enter 
in order to exploit their guaranteed place in the market. Quota systems in oil 
fields have sometimes led to a race to put down new wells. In the cotton 
textile industry, under the NRA code, the construction of new spindles was 
the largest in ten years; and yet some producers, unable because of code re- 
strictions to buy all the new equipment they wanted, paid more for old 
machines than the list prices of new ones.® During the NRA lumber code, 
under which a quota was available for every concern capable of producing, 
95 new large mills were established, each with an annual capacity of more 
than 5,000,000 board feet. Moreover, many small mills were started and 
many closed mills reopened. It is estimated that in southern pine territory 
alone between 5,000 and 6,500 mills began or resumed operations during 
the code period.’ 

To avoid this sort of scramble for new capacity, systems of output restric- 
tion frequently include a rule that there shall be no new investment except 
with the sanction of an administrative body. During NRA such a rule pre- 
vailed for the blast furnace and open hearth capacity of the steel industry, 
for cotton textile mills, for glass bottle manufacture, for ice plants, and for 
various other industries. When restrictions upon capacity were actually en- 
forced, not merely stability but stagnation of new investment was the general 
rule. Members of an industry were reluctant to see their rivals expand, and 
even when permission could be secured, the delay and publicity which pre- 
ceded decision were significant deterrents. 

In such cases the restriction of one industry’s growth is likely to be also 
a significant restriction of the market of the machine tool and construction 
materials industries which serve it. The ice machinery manufacturers pro- 
tested that they lost business because of the restriction of new capacity in 
the ice code. 

In industries where prices are maintained by centering the buyer’s atten- 

‘H, B. Drury, “Administration and Effects of Production and Capacity Control Pro- 


visions of NRA Codes,” NRA Division of Research and Planning, May 1, 1935, pp. 118, 
120-122. 

T Peter Stone and others, “Economic Problems of the Lumber and Timber Products In- 
dustry,” NRA Division of Review, Work Materials No. 79, p. 170; “Administration and 
Effects of Production and Capacity Control Provisions in NRA Codes,” NRA Division 
of Research and Planning, op. cit, p. 16. 
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tion upon the name and alleged superiority of each seller’s goods, the sales 
of any one enterprise are likely to be far less stable than those of the in- 
dustry as- a whole. The relative popularity of cigarettes changes as one 
concern or another devises a new slogan, a blindfold test, or a prize contest. 
The producers who first introduce colored sheets or kitchenware win a 
sales advantage. Style in the product makes for a varying output, and for 
unusual risks of obsolescence in the productive equipment. Where such 
tactics are of major importance, as they are in some of the garment in- 
dustries, the differentiation of products and the frequent changes of 
specifications for goods and hence of manufacturing methods limit the 
producer to the use of more simple, inexpensive, and adaptable machinery 
than would otherwise be used. Such industries tend to be less mechanized 
than those which produce standard goods, and to replace their equipment 
more rapidly. Hence, total investment is smaller, renewal more frequent, 
and risk greater than is the case for more standard products. 

Whatever the particular form which price maintenance takes, an out- 
standing effect is likely to be a stimulus to new investment in those areas 
in which the policies of price control are not effective. The extent of such 
investment by outsiders depends upon the ease with which they can. expand 
and the strength of the price inducement to do so. When the price control 
is based upon patents or upon control of the whole visible supply of an 
indispensable material, only the competition of substitute commodities is 
effective. When the productive unit is necessarily large, as in the case of 
steel and automobiles, independents have difficulty getting started; and 
when the existing large concerns have a community of interest with the 
banks, this difficulty may be enhanced. Moreover, new concerns are less 
likely to be attracted if the policies of price control are moderate; if they 
are intended primarily to prevent minor fluctuations in price, yet to allow 
for expansion rather than price raising as demand grows, for the writing 
off of capital values rather than price maintenance when mistaken invest- 
ments are made, and for price reductions in depression. 

But in spite of these qualifications, there is a general tendency fot price 
maintenance, whatever its effect upon investment by those who maintain 
prices, to stimulate expansion by others. A basing point system acts as a 
subsidy to new capacity located nearer the market than the base. Price 
fixing by producers in one country encourages production in other coun- 
tries. Price maintenance by large concerns shelters the growth of small 
independents. The U.S. Steel Corporation’s proportion of the steel in- 
dustry’s total output of ingots and castings fell from about 65 per cent in 
1901 to 41 per cent in 1927 and to about 38 per cent now. High copper 
prices encourage the collection and sale of secondary copper, a considerable 
part of which cannot be controlled by the large companies. Similarly the 
control of prices and output in a large part of the world’s rubber and coffee 
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producing areas has provided incentives for a development of plantations 
elsewhere which have absorbed an increased share of the market. Even 
in price control by branding, the effect is similar. The successful exploitation 
of nationally advertised brands on a high price basis encourages distributors 
to push private brands to be sold at lower prices. A striking recent example 
has been Macy’s campaign to substitute its own brands for brands on which 
resale prices have been fixed under the terms of the Feld-Crawford law. 

The enlarged activity of outsiders creates pressure which leads to break- 
down in the policies of price control. As new competitors and substitute 
products absorb more of the market, price maintenance without the co- 
operation of the new concerns becomes more difficult. Yet these new enter- 
prises have a vested interest in their nonconformity, since it permits them 
a price advantage which is the basis of their successful expansion. Even 
the concerns which are maintaining prices are under temptation to produce 
more than they can sell and then to enlarge their share of the market by 
secret price concessions. A frequent result is the breakdown of control of 
prices and the restoration of price competition under conditions in which, 
because of enhanced productive capacity, it is likely to be more severe. 

Although such a sequence of events is not inevitable, it is so frequent 
that the effort to secure price stability by price control usually attains only 
intermittent success. After copper prices had been successfully pegged at 
about 1734 cents a pound from May, 1929, to March, 1930, they fell 
steadily for three years to a low of about 434 cents, the lowest price in the 
history of the industry. After the Stevenson plan had for a time maintained 
world prices for rubber, collapse of the plan was accompanied by a drastic 
decline in prices. Brazil has recently announced abandonment of the effort 
to maintain coffee prices by destroying a large part of the crop. When yellow 
lead pencils were being sold to be retailed for 5 cents, new manufacturers 
went into business to sell yellow pencils to chain stores to be retailed for 
half the price. Periods of high prices lead to spurts of investment. During 
periods of distress prices, investment is at a standstill and the severe com- 
petitive pressure induces members of the industry once more to seek an 
escape from price competition. The stability of investment policies which 
sometimes accompanies price maintenance in the field where price main- 
tenance policies are for the time being successful is usually a mere incident 
in the development of widé swings in prices and investment, due in part 
to the price policies themselves. 

In addition to the changes of investment in physical equipment, the 
. fluctuating fortunes of price control necessarily involve changes in the 
capitalization of intangibles and in the investment devoted to these. Con- 
sumer good will and monopolistic advantage may be capitalized and sold 
if they provide an income, but the investments thus created are no more 


8 Yearbook of the American Bureau of Metal Statistics, 1936, p. 40. 
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enduring than the likelihood that the enterprise will derive an income 
from its advantages in the market. Thus the capital value of control over 
prices fluctuates with the effectiveness of the control, and the capitalization 
of new controls is necessarily an intermittent process. The significance of 
this phase of the matter can be no more than guessed at. It should be clear, 
however, that investments of this character are not limited to purchase 
of newly capitalized rights to income directly from the corporation involved. 
Such investments include also a part of the funds which enter the securities 
markets to bid up the prices of equities in going concerns, 


VI 


In saying that fluctuations of investment are partly responsible for policies 
of price control and that in turn such policies tend to accentuate the swings 
of investment itself, I want to make clear that I am not saying that in- 
vestment would be a regular and orderly process were it not for price main- 
tenance. Changes in standards of living, population, technology, industrial 
organization, and law necessarily produce uncertainties and fluctuations in 
market phenomena. Excess capacity is necessarily characteristic both of 
declining industries and of competitive industries whose productive methods 
are rapidly improving. With excess capacity and high overhead costs, an 
industry without price control would not, and does not, avoid fluctuations 
of investment. Such an industry suffers wide swings of prices and of 
profits and concentrates both its expansion and its replacements in its 
periods of prosperity. The fluctuations in the sales of agricultural equip- 
ment indicate roughly the degree to which investment is intermittent in an 
industry so competitive as farming. If all irrelevant influences could be 
removed, highly competitive industries would show booms in which excess 
capacity developed, followed by depressions until the redundant equipment 
had become obsolete. 

But although instabilities of prices and of investment may appear in 
either situation, the tendency of efforts to control price is to introduce 
additional stimulus toward excess capacity, additional fluctuation in the 
level of price, and hence, in all probability, a greater instability of invest- 
ment than would otherwise exist. 


VII 


From this point of view, measures to promote regularity in the operations 
of the capital goods industries are of crucial significance, not only for prob- | 
lems of unemployment, but for price problems. Stability of investment 
might go far to promote stability of prices, whereas a forced price stability 
can do little to regularize investment. 

The problem of regularizing investment can be better attacked directly 
than by efforts to extend private or public controls over the day-to-day 
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transactions of the markets for commodities. If means can be found to 
limit the swings of the durable goods industries, a collateral effect may well 
be to simplify the task of preserving price competition in all industries. 

A program to regularize the durable goods industries should depend, 
not upon price maintenance, but upon direct efforts to regularize the 
purchase of new equipment and the retirement of old. To present such a 
program is beyond the scope of this paper. Illustrative of devices which 
might be considered are: Better long-run predictions of demand and of 
capacity to produce, such as those with which the National Resources: Board 
is now experimenting; a more orderly way of introducing new industrial 
processes, perhaps to be achieved in part through modification of the 
patent laws and in part through use of the techniques of investment bank- 
ing; development of long-range plans and of systems of financing which 
will permit the timing of governmental and public utility construction 
to fill in the slumps of private construction; encouragement of financing 
methods which will promote regularity in private investment, perhaps 
partly by the development of accounting policies which will alter the sig- 
nificance of fixed charges and of depreciation reserves; further development 
of a public policy recognizing a public interest in orderly retirement of 
existing equipment, the beginnings of which have already been expressed 
in the Resettlement Administration and the Reconstruction Finance Cor- 
poration. 

This listing is, of course, merely suggestive. It is intended to indicate 
my belief that industrial stability may be sought by means both more effec- 
tive and less dangerous than private control over prices. 


GENERAL INTEREST THEORY 
BERNARD F. HALEY, Chairman 


Four aspects of general interest theory were treated by those participating in 
this round table discussion: Max F. Millikan, “The Liquidity Preference Theory 
of Interest”; Paul T. Ellsworth, “The Elasticity of Investment Demand”; 
Walter A. Morton, “Intensive and Extensive Uses of Capital’; and Arthur W. 
Marget, “The Present State of Interest Theory and Mr. Keynes.” 


Max F. MILLIKAN: At least five separate meanings of the doctrine of liquidity 
preference are to be found explicitly or implicitly in the works of Mr. Keynes. 
They may be classified as follows: 

(1) Formal meanings: (a) The liquidity preference curve relates the total 
demand for money to various rates of interest assuming everything else constant. 
I call this the instantaneous-demand curve for money. (b) The curve is a locus 
of equilibrium positions. It shows the amount of money corresponding to each 
value of 7 (the rate of interest) as that amount which will in fact be demanded 
for all purposes at the equilibrium level of income which that 7 determines. I 
call this the long-period demand curve for money. 

(2) Substantial meanings: (a) Liquidity preference may be regarded as 
essentially the same thing as the propensity to hoard. I call this the demand for 
idle balances. (b) It may be regarded as the preference of an individual for a 
certain average degree of liquidity in the assets he holds. This is liquidity 
preference proper. Note that increased average liquidity can be obtained by 
moving (i) into cash, (ii) from long-term into short-term assets, or (ili) from 
high- to low-risk assets. 

Mr. Keynes, to make the theory useful for his purposes, had to make liquidity 
preference dependent upon the substantial meanings of the term and thus make 
the rate of interest for all practical purposes an independent variable. To make 
it formally correct he had to invent one or more of the formal meanings. Hence 
wherever formal correctness is at a premium he uses one of the formal meanings; 
where significance is at stake, he uses one of the substantial meanings. By 
slipping unobtrusively back and forth between the two he gives the appearance 
of presenting a single theory both useful and formally correct. 

The use of the substantial meanings renders the theory formally incorrect 
if there are factors affecting 7 importantly which do not automatically affect 
either the demand for idle balances or liquidity preference proper. Such factors 


increase in income, and an increase in the marginal efficiency of capital dug to 
expectations of increased future income. B 
On the other hand, formally correct theories of liquidity preference, if they 
can be constructed, are not as useful or convenient tools for the analysis of 7 as 
others already at hand. (a) Take first the device of the instantaneous demand 
curve for money. Mr. Keynes sets up this device only because he wishes im- 
plicitly to identify this curve with the demand for idle balances. If, as can be 
shown, the two concepts are quite different, the usefulness of the formal one 
vanishes. (b) Take next the long-period total demand curve for money. This 
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curve is not a useful tool for analysis because it is not applicable to dynamic 
conditions. As defined, the curve has meaning only in a state of given income 
expected to continue indefinitely. Finally, all the formally valid liquidity prefer- 
ence theories of interest fail to satisfy the criterion of relevance to a complex 
of rates. 

The chief contribution of the liquidity preference doctrine has been to 
concentrate attention on the probable importance of the demand for idle balances 
and liquidity preference proper as two of the influences affecting the demand 
for claims on the various claims markets. 


PAUL T. ELLSWORTH: The demand for capital is essentially inelastic in the 
short run. This is true, though for different reasons, whether expansion of exist- 
ing plant (“widening of capital”) or improvement of existing equipment 
(“deepening of capital’) is in question. Concern here is primarily with long- 
term investment. 

The demand for funds to finance expansion of existing plant is largely 
determined by cyclical influences, rather than by variations in the rate of interest. 
During depression, not only is the general level of demand low, but the preva- 
lence of pessimism and the momentum of contraction have the effect of limiting 
what little investment in plant there is mainly to unpostponable replacement. 
During recovery, owing to existing idle plant capacity, the demand for funds 
for expansion is negligible. During prosperity, general demand is high, and 
optimism and the momentum of expansion tend to provoke a willingness to 
invest in additional plant which is quite insensitive to a rising rate of interest. 
During recession, the movement of costs, prices, and general demand are such 
as to discourage any investment in expansion of plant, regardless of the rate of 
interest. 

The demand for loanable funds for the improvement of existing plant 
(‘deepening of capital’) also tends to be inelastic. This is true whether or not 
new inventions are involved. The decision to install more capitalistic, cost- 
saving equipment is based on judgment and estimate, rather than close calcula- 
tion, It is necessary to estimate both the cost-saving capacity and the main- 
tenance and depreciation costs of such equipment; both of these estimates are 
subject to a considerable margin of error due to the existence of uncertainty. 
Hence the potential net return is actually an uncertain range of possible returns, 
rather than a sharply definable rate. Moderate changes in the rate of interest 
will not appreciably affect the expected profitability of proposed improvements 
of existing plant. This conclusion is strengthened by the fact that the demand 
for funds for long-term investment is inelastic near the margin. Probably a large 
proportion of the equipment in any single plant or in an entire industry is well 
above the margin in its yield. Under conditions of large-scale production, the 
demand of a single firm for the costly but essential instruments of production 
is likely to be supramarginal and discontinuous. The truly marginal firm tends 
to disappear under conditions of imperfect competition, but in so far as it does 
persist it probably plays little part in the demand for loanable funds because 
of the difficulty of access to the investment market which such firms find. 
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WALTER A. Morton: The long-term equilibrium rate of interest is a result 
of the demand for and supply of capital. I am dealing here only with demand. 
I believe an adequate understanding of the interest problem would be furthered 
by a return to the simple idea of Adam Smith that while a borrower in the first 
instance borrows money, what he desires for his money is concrete capital goods. 

The return to this simple notion will enable us to make a further distinction 
necessary to understand the factors affecting demand: the distinction between the 
extensive and intensive uses of capital. In doing this we may rid economic science 
of many essentially metaphysical concepts of capital introduced by the Austrian 
and neo-classical economists. 

By the intensive use of capital I mean that use which decreases the labor cost 
of producing a given quantity of output. By the extensive use of capital I mean 
that use which increases the quantity of consumption services or goods given off 
by the total of all economic factors of production. 

Capital may be invested intensively with no prospect of increased consumer 
demand, or even with the prospect of a shrinking demand, or when industry is 
operating at a loss. For the intensive use of capital is that use which reduces cost. 
While investment is going on, the total demand for labor will be increased. 
When it ceases, the new equilibrium quantity of employment will be less and 
the total income of labor and the aggregate effective demand for consumers 
goods will be less. 

By the extensive use of capital I mean that use of capital which, in order to 
yield a profit for the investor, must be accompanied by increased effective demand 
for consumers goods. The creation of durable goods which yield an increased 
output does not result in increased monetary demand for the services of these 
goods, All that the traditional theory shows is that new investment creates a 
larger income; it does not show that it creates an increased aggregate demand 
for consumers goods. 

Since increased extensive investment is dependent upon increased aggregate 
demand for consumers goods, the remedy for depression is not wage reduction 
but a reduction in the rate of interest at which those who hold savings are 
willing to invest. 


ARTHUR W. MarceT: I have placed in your hands copies of a more extended 
statement of my views on this subject than it is possible for me to present here . 
in full. All that I shall do now is to, summarize the principal points of that 
discussion. 

I begin by laying down a proposition which I should have thought was self- 
evident; namely, that no one has a right to attack “the orthodox theory” on 
any subject unless he shows that he knows what he is talking about by citing 
the specific authors whom he regards as having held what he calls “the orthodox 
theory.” Mr. Keynes in my opinion has ‘failed to do so; and in my paper I 
have undertaken to demonstrate that on: virtually every one of the specific points 
which Mr. Keynes advanced in his criticism of “the orthodox theory,” he can 
be shown to be either ignorant or neglectful of the substance of received doctrine 
on the subject with which che is dealing. 
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Fro the earliest times a confusion of issues was engendered ‘by the failure 
to distinguish, as a first step, the demand -fot.-and supply of money loans from 
the demand for and supply of “money. ” But’also, from comparatively-early, times, 
definite progress was made toward the removal of this confusion. At the”present 
time what we have available in “received doctrine” ‘on the subject of the relation 
of money to the determination of the rate of interest is not a single coherent 
body of doctrine which deserves the name of “the orthodox theory,” but a set of 
scattered fragments, ranging, on the one hand, from incidental * suggestions with 
respect to both the general setting of the problem and matters of détail, to 
attempts (such as that of Schumpeter), on the other hand, to fit the relevant! 
phenomena into a “system” embracing much more than the ene of 
money and interest. 

Not only has Mr. Keynes neglected these earlier contributions to our knowl- 
edge of the relation of money to the determination of the rate of interest, but 
also his own contributions to the analysis of this problem in some respects 
represent a retrogression rather than an advance as compared with what is 
available in the rejected body of theory; and very frequently involve little more 
than the recommission of ancient errors or a bungling redoing of things already 
better done. In the more extended statement of my position which you have 
before you, I have attempted to demonstrate the validity of these criticisms. I 
have considered, first, the bearing of what Mr. Keynes has to say upon the 
problem of the effect of the demand for money for “holding” purposes upon 
‘the demand for loanable funds; second, his analysis of the marginal efficiency of ` 
capital ; third, the bearing of his analysis upon the problem of the forces deter- 
mining the supply of loanable funds; and fourth, the signifiance of his doctrine 
of “liquidity preference.” i 
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T E ' RATE “OF INTEREST 
i WINFIELD, W. RIEFLER, Chairman 


Of ipi mied: to lead. the. discussion at the round table on the rate of 
interest, only John B. Canning was able to appear in person, J. Franklin Ebersole 
sent a paper: which was read by J. B. Hubbard. At the request of the chairman, 

_ Donald Woddward, of Moody's Investors Service, substituted for Harry White 
in the discussion “of governmental mechanisms affecting interest rates. 


Provan CANNING took as his subject certain supposed interdependences 

of business expectations, the rate of interest, and fluctuations of investment. He 

~- proposed, as theses to be examined rather than as assertions, two propositions that 

recur frequently in the writings of economists. These were: (1) “investment (or 

_. fluctuations of investment) depends on (is a function of) business expecta- 

` tions”; and (2) “the rate of interest plays significant rôles in one 
fluctuations of investment.” 

He suggested that the first thesis is devoid of truth values not because it is 
false but because it has no meaning. Those who employ the term “business ex- 
pectations” confer upon it no general defining boundaries. Without such bound- 
aries no values can be determined for tabulation against corresponding values 
of the other variable in the expressed dependence, Neither do those who.use the 
term restrict it to a partial set of mutually exclusive dependent variables in such 
a manner, say, as that in which “meteorologists’ (weather) expectations” are 
restricted to such independently measurable variables as temperature, humidity, 
wind velocity, etc. 

As a quantitative determination of investments at a given time economists 
commonly have in mind a sum of products. Each such product contains an 
enumerative multiplier (e.g., sacks of cement in stock) and at least one business- 


expectation multiplier (e.g., coming in of money, utilization of services). Such.- 


data, considered by themselves, may have meaning. Introducing these data into” 
the thesis one gets “part of business expectations and a set of enumerative multi- . 
pliers depend on all of business expectations.” This does not make sense.- 

Both in traditional and current writings in theory, interest rates are stipposed - 
to affect fluctuations of investment in a variety of ‘ways. Of these, Professor 
Canning selected for comment: (1) the influence of current rates on current - 
decisions to install new capital goods; and (2) the-influence of changes in 
rates upon the successive revaluations of goods used, in production. 

With respect to the first of these he took, by way of illustration, Mr. Keynes’s 
development of “marginal efficiency of capital,” “use cost,” and “rate of interest” 
and sketched the operations necessary to apply this theory in a particular case: 
a decision by a manufacturer of a changing line of clay products to add or not 
to add a steam shovel for use in his clay pits. He suggested that to-obtain the 


_ requisite data and to. solve the equations to which the theory leads would cost . l 


more than a steam shovel—if, indeed, such a solution ‘is possible. Businessmen 
do not think in such forms. 
With respect to the second rôle, he recommended examination of the primary 
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data and the operations upon them from which eal revaluation figures emerge. 
In these there is rarely a trace of influence by any interèst rate: 

He did-not dény that interest rates may have some ‘positive influence on 
fluctuations ‘of investment nor that disregard” of interest rates may have dis- 
astrous consequences. He merely asserted that these ‘two particular rôles are 
grossly overstated in economists’ writings. 
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J. FRANKLIN EBERSOLE: The best method of research would be to sit at the 
elbow of each major business executive and analyze the policy decisions made, 
as they occur, in order to ascertain the stimuli leading to each specific action and 
to estimate the relative weights of the various elements in each decision. Such 
an elaborate survey would supply more reliable conclusions than those~how pro- 
vided by a priori reasoning or those acquired by the methods of statistical ~ 
research, in which the existence of correlation, with or without lag, is accepted as 
reflecting a complete view of the factors. Sampling of decision-making-in-practice 
is commonly known as the “case method.” Fortunately, we have available for 
analysis a large number of cases presenting the problems which arise when busi- 
ness executives make decisions. The Harvard Graduate School of Business Ad- 
ministration has been accumulating business cases since December, 1920. The total 
number in the grand file reached 13,119 on November 30, 1937. These cases 
presumably cover the problems of business and are, therefore, peculiarly suitable 
for obtaining perspective regarding the apparent significance attached to interest 

rates as an obvious or direct factor in business decisions. 
~ In order that every case in this collection involving interest rates might be 
located, the topics in the official index were compared to determine which ones 
would be most likely to reveal cases involving interest problems. The topics were 
then arrayed, from the topic thought most likely to reveal interest cases to the 
topic thought least likely to reveal cases containing interest problems. The 
objective set was to study in detail the cases within the first and each succeeding 
topical group, until the attenuating dividend received from the study of each 
succeeding group should finally become negligible. Positive results were obtained 
„from the first 16 topics. Thereafter, the study proceeded topic by topic until 
- negative fesults were obtained from 17 consecutive topics. In the aggregate, 762 

. different cases were selected by this method. 

Wheir the results of the intensive study of the 762 cases selected were tabu- 
lated, there wete 118 cases involving problems of expansion or contraction in 
which interest rates might have been a factor, in 91 of which the interest rate 
was not mentioned, and in 27 of which the interest rate was mentioned. Of 
the 27 cases in which interest rates were mentioned, there were only 10 in which 
it was a factor, and none in which ‘it was the sole or controlling factor. 

Before drawing conclusions, we must consider some of the possible limitations 
of the data and sources. First, there is.the fact and method of sampling. Second, 
there is the possibility of overweightitig- i in one phase of the business cycle. The 
‘production of cases, however, was reasonably continuous. Thirdly, there is the 
inevitable doubt as to the ability of the field men to discover or interpret, and 
of the business executives to recognize and describe, the bases of their decisions 
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and actions. The field men used had each had not less than six years of collegiate 
study, of which the two graduate years had been spent in the intensive work of 
the Business School. Fourth, there is the possibility that some cases may have 
been written for pedagogical purposes, with the concomitant oversimplification 
designed to present single issues even in complex situations. Fifth, there is the 
possibility of bias, because the preconceived notions of professors may have 
exercised an unfair influence upon the objectives and the sleuthing of the field 
men. These fourth and fifth possibilties of limitation cannot be appraised satis- 
factorily by the use of interna] evidence. We must conclude that there is a strong 
presumption favoring the thesis that the interest rate is seldom considered as a 
factor in entrepreneurial decisions to expand or contract, and the interest rate is 
a controlling factor in a negligible number of instances. 


Mr. Woopwarp concluded the formal presentation with an outline of the 
various governmental mechanisms which may influence interest rates. 

He noted that during the past several years a large number of mechanisms 
by which governmental bodies can affect various interest rates have come into 
being. In part they have been created accidentally and in part deliberately. 

These devices as used so far have actually influenced various interest rates. 
By interest rates, he stated he meant the actual quotations on various types of 
loans. No consideration was given to more basic and longer-term factors affect- 
ing interest rates. The more important devices which he discussed were as 
follows: ' 


. Federal Reserve discount rates. 
. Federal Reserve acceptance buying rates. 
. Federal Reserve open-market operations. 
. Margin requirements for the purchase of securities. 
. Unpaid member bank subscriptions to Federal Reserve bank stock. 
. Shifting of public balances between commercial and Federal Reserve banks and 
between various regions of the country. 
Changes in reserve requirements. 
. SEC requirements as influencing the volume of new securities. 
. Government competition with existing lenders through such agencies as the RFC 
and the Farm Credit Administration, l 
10. Taxation through many devices such as surtaxes, the undistributed profits tax, tax 
exemption, and forced savings. E 
11. Pe of the volume of investment securities and loans which can be held by 
anks. 
12. Sterilization and desterilization of gold. 
13. The stabilization fund operations. 
14. Revaluation of the dollar. 
15. Operations of social security and other trust funds. 
16. Government insurance of risk such as in the FHA. 
17. Redefinition of central reserve, reserve, and country bank classifications. 
18. Bank chartering. 
19. Bank supervision. 
20. Influences on the gold flow. 
21. Influence on the institutionalization of savings. 
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He stated that the extent to which these mechanisms have been used and 
are a factor in various money rates have been inadequately explored. Likewise, 
but little consideration and discussion apparently have been devoted to the 
consequences of the utilization of these mechanisms. 

In closing he suggested that these mechanisms possibly may have had the 
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effect mainly of creating disequilibrium, that they were merely the equivalent 
of holding a match against the thermometer of interest- rates. On the other 
hand, he suggested it was possible than an intelligent and integrated use of 
these mechanisms and others which should probably be added to the list might 
contribute toward financial stability and progress. 


In the general discussion which followed, there was little exception taken to 
the direct implications of the preceding discussion; namely, that the economists 
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may have overemphasized the immediate importance of interest rates on entre- 


preneurial decisions and oversimplified their explanation of the manner in which 
they operate. The majority of the commentators, on the other hand, were con- 
cerned that an appreciation of these points should not lead to an equal error 
of emphasis in which the basic rôle played by interest rates was neglected. 


SECURITY REGULATION 
Ray B. WESYERFIELD, Chairman 


Present-day regulation of the security market takes several forms: the Secuti- 
ties and Exchange Commission controls the issue, syndication, distribution and 
sale of new securities, the operations and government of the securities exchanges 
and the over-the-counter market, and the holding companies in the utilities 
field; the Board of Governors of the Federal Reserve system controls the margins 
‘required in brokers’ loans, the amount of loans made by member banks on se- 
curities collateral and the character of the investment portfolios of member 
banks; the Federal Reserve and Treasury policies influence the market; and 
the different states through their blue-sky laws help to direct investment. Not 
all these phases of regulation were discussed in the Round Table; nevertheless, 
the discussion was broad in its coverage. 


Jonn E. McDonoucu discussed the regulation of trading in securities. The 
Securities Exchange Act of 1934 enjoined the Commission to execute certain 
carefully phrased and rigidly prescribed duties, as well as to administer other 
broader policies permitting of considerable discretionary treatment. Its authority 
relative to regulation is not exclusive; the Board of Governors of the Federal 
Reserve system controls margin requirements. 

Federal regulation was the product of its time, an answer—too long delayed— 
to a crying need. It was never intended as a panacea for the ills of the business 
cycle, nor did it presume deftly to extract the risk element from security trading 
by stabilizing and defining security values. The Commission is pledged to a 
policing of the methods and operations of the market; but it does not assume the 
slightest responsibility for security prices or security price movements, except when 
such price trends are greatly affected by the market machinery itself. Moreover, any 
technique of trading or process of marketing securities would not be valuated, and 
discouraged or approved, merely on the basis of its influence or lack of influence 
on security price movements. This is because other worth while achievements 
might make it desirable to retain such techniques or processes even though they 
actually contributed to security price fluctuations. 

The work of the Trading Division of the Commission divides itself into three 
parts, regulating (1) trading in listed securities on organized exchanges, (2) 
trading over the counter, (3) trading on the organized exchanges in unlisted 
securities. (The speaker described what has been done in each of these fields.) 
Most has been accomplished in the first field: namely, the registration of the 
exchange; full disclosure of the government and operations of the exchange; 
full disclosure of facts regarding the securities and the companies whose se- 
curities were traded on the exchanges; prescription of rules designed to dis- 
courage excessive speculation, to clarify the fiduciary obligations between broker 
and customer, and to eliminate the most objectionable practices. The accomplish- 
ments of these rules to date have not been entirely satisfactory, partly because 
the exchanges have not fully assumed and vigilantly discharged the responsi- 
bility of administering them. The rules and their enforcement will be improved. 

The Commission also is directed to stop manipulation of security prices 
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through matched orders, wash sales, pools, and the issue of false or misleading 
statements. This is very difficult to enforce, but the Commission is engaged in a 
serious and vigorous attempt to develop a technique of detection and enforce- 
ment which will function with a minimum of disturbance to the innocent and 
law-abiding element in the security markets. 

Another phase of regulation is designed to prevent unfair use of information 
by insiders. This is done through a system of monthly reports, from every 
director, officer, and 10 per cent beneficial owner, of any change in his beneficial 
ownership. Despite criticisms, undoubtedly an effort will be made to preserve 
the original wholesome intention of the provision purged of any serious inci- 
dental disadvantage in its operation. 


CARL E. Parry discussed the phase, margin requirements on security loans 
as a means of controlling inflation. Power over margin requirements was never 
given to any central bank until it was given in 1934 to the Federal Reserve 
system. The power to raise margin requirements, when compared with the 
usual powers of the central bank (including the power to raise discount rates, 
to sell securities in the open market, and to increase reserve requirements), is 
found to be quite different in its nature, since these other powers .all affect the 
supply side of the money market and tend to increase the cost of credit to all 
borrowers, whereas the power to raise margin requirements affects the demand 
side and may even tend to reduce the cost of credit. A few general ideas as to 
how this new power should be used may be derived from the experience of the 
last twenty years, as summarized on certain simple charts: comparing the course 
of prices during this period for British stocks in London and American stocks 
in New York suggests that the central bank should concern itself not with all 
the fluctuations but only the more extreme fluctuations; comparing the course 
of stock prices in the United States with the course of stock exchange credit 
(as represented by brokers’ loans) shows that the two tend to move up and 
down together, indicates that large increases in stock exchange credit tend to 
follow rather than to precede substantial upswings in stock prices, and suggests 
that if wide fluctuations in stock exchange credit are to be avoided restraint 
must be applied in the early stages of the upswing. It is quite obvious that the 
upswing in stock prices from 1935 to 1937 was accompanied by relatively little 
increase in stock exchange credit, and one of the factors in this development 
was the margin requirements, including the increased requirements imposed 
by the Federal Reserve Board early in 1936. This increase, put into effect after 
stock prices had risen substantially, after stock exchange credit had been in- 
creasing at a moderate rate for some months, and at a time when stock prices 
were rising rapidly, on an active market, into new high ground, was an increase 
that seems to have been well timed. This was a time when the general policy 
of the system was directed towards monetary ease and when there seemed to 
be no inflationary symptoms outside of the securities markets. Since the autumn 
of 1935, a better measure (or index) of stock exchange credit has been cur- 
rently available, the “customers? debit balances’ of brokerage firms carrying 
margin accounts, for which monthly figures are published currently in the Federal 
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Reserve Bulletin. These figures, which began to increase in the autumn of 1935, 
have decreased sharply during recent months, along with the recent slump in 
stock prices. At the time of such a decrease, there is very little that the system 
can do, through the use of its power over margin requirements, to prevent the 
decrease; the system’s function must be to apply restraint to the antecedent 
“boom,” and to do so with effect the system must act in the early stages of 
the boom. 


Fritz MACHLUP spoke on the subject of the stock exchange as a gauge of - 
credit policy and a regulator of investment. If corporations raise the major part 
of their funds through security issues, a control of the issue of new securities 
and a control of the funds made available to security buyers can have a con- 
siderable effect on the flow of funds to real investors. 

But can such control succeed in diminishing fluctuations in investment? This 
may be answered in the affirmative. It is in the upswing that the corporations’ 
demand for funds, i.e., their supply of new securities, increases. A rigorous 
control of the quality of securities (and perhaps more rigorous in good times 
than in bad times), might well take some peaks out of the curve of new 
flotations. On the other side, a check on the availability of bank funds to margin 
buyers will most likely diminish the supply of funds to corporations, i.e., the 
demand for their new securities. Thus strict margin regulations, usually con- 
sidered as a measure of “qualitative credit control,” may function as quantitative 
control, because the would-be borrowers of security loans would not borrow at 
all for any other purposes. 

All this, however, does not yet imply that we know much about the timing 
of the control measures. What are the gauges for credit policy in general and 
security control in particular? Is perhaps a rise of security prices a good index 
for such purposes? Professor Machlup does not think that the monetary authori- 
ties pretend to be judges of what is the right level of security prices. But if security 
prices rise continuously over some greater length of time, in spite of new security 
issues, the presumption that newly created bank funds and dishoarded funds are 
flowing to corporations is stronger and this invites control measures. 

A serious qualification, however, destroys any certainty in these matters. Only 
a small part of the new capital raised by new corporations is put to real 
investment in plant and equipment. But it is the flow of funds into such real 
investment which we want to control. We may have observed a rise in security 
prices, an increase in security flotations, and an increase in brokers’ loans “of 
others,” and yet be quite in the dark about the flow of funds to the stock 
market and to corporations. Brokers’ loans of others than banks may merely be 
the expression of the simple fact that sellers of securities loaned to buyers of 
securities. Corporations, i.e., sellers of new securities, by giving loans to the 
stock market, lend the proceeds of the sales to the purchasers of securities, so 
that, in the end, no funds have flowed into the market and no funds have flowed 
to corporations and no funds have been made available for real investment. 
Thus in many respects the available data do not give sufficient indications of 
what really happens. 
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RAYMOND W. GOLDSCHMIDT treated the importance of investment inter- 
mediaries for the regulation of security markets. As a result of the rapid 
increase over the last decade of indirect investment through intermediary institu- 
tions, the influence of the regulation of security markets on such institutions 
and their reaction to regulation have become of crucial importance in assessing 
the past and the possible or probable future effects of regulation on the security 
markets. 

The term “indirect investment” is used here to embrace all those situations 
in which an individual investor does not buy and hold stocks and bonds 
directly but either keeps his funds with a financial institution (such as a bank, 
an insurance company, or an investment company), which in turn proceeds to 
buy and hold securities, or entrusts the administration of his own portfolio of 
securities to a trust company or an investment counsel organization while retain- 
ing ownership in the securities. 

At the present time about one-half of all of the securities outstanding in 
this country are held not directly by their ultimate beneficial owners, but in- 
directly through an intermediary investment institution. Of the annual increase 
in securities outstanding, probably far more than one-half is now being bought 
by intermediary institutions. There are good reasons to assume that the trend 
towards indirect investment in securities is continuing with the result that 
before long the great majority of all new investments in securities may be 
made indirectly. 

By far the most important effect which the regulation of our security markets 
has had for intermediary institutions is the vast increase in the volume and the 
considerable improvement in the quality of the information on individual issues, 
of securities and their issuers now being made available. Experience has proven 
that it is very difficult to induce the individual investor to read the exhaustive 
but voluminous information about new as well as, periodically, about outstanding 
issues called forth by the 1933 and the 1934 Acts. Intermediary investment 
institutions, however, have made immediate and full use of the additional 
information put at their disposition through prospectuses, registration state- 
ments, and other documents filed with and published by the Securities and 
Exchange Commission. Much of this material is of a type that they had long 
wished for. Some of it they had been unable to obtain from any issuer of 
securities; some material a few important but particularly secretive companies 
had refused. 

From these aggregate data there may be derived a multitude of financial 
ratios which will permit a much closer study of the financial situation of 
individual industries and a much easier and more reliable analysis of the com- 
parative status of individual companies and issues of securities than has been 
possible hitherto. 

Another very important field in which regulatory legislation promises to 
become a valuable aid to intermediary investment institutions is that of corporate 
defaults and reorganizations. Since most large issues at the present time cannot 
be successfully floated unless at least part is taken by institutional investors, 
they must be acceptable in form and quality to institutions. Likewise, there is 
hardly any reorganization in which some intermediary institutions are not in- 
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volved as security-holders ; in protecting their own interests, they also often fight 
the individual investor's battle. It should not be forgotten that there are other 
forces exercising a much stronger and more basic influence on the direction in 
which these intermediary investment institutions travel. The most important 
of them are monetary policies, taxation, and direct regulation. 


Fritz LEHMANN attacked the subject from the angle of the influence of the 
stock market on the rates of interest. The relationship of stock prices and interest 
rates permits no broad generalization. The time-honored opinion that stock prices 
and bond prices move in opposite directions and that high interest rates depress 
stock prices has never been correct and has been strikingly disproved by the 
developments of the last fifteen years. 

The actual movements of stock prices, bond prices, and interest rates yield 
no answer as to what is the influence of the stock market on the rates of 
interest. Such an answer can be furnished only by an interpretation of actual 
events for which it is prerequisite to clarify the possible relationships. For such 
clarification it must be assumed that stock prices rise not because of a change 
in the rates-of interest but because of a more optimistic expectation of future 
earnings. A good practical instance is the increasing consciousness of a continuous 
upward trend in earnings of equity shares which was the predominant factor in 
the bull market of the new era. 

The effects of rising stock prices on the rates of interest depend upon a 
number of factors, some making for higher, some for lower interest rates. 

Rising stock prices appear to give on the average an incentive to increase 
consumption and to decrease savings and make so far for an increase in 
interest rates. Second, rising stock prices must have a tendency to increase the 
capital demand in a number of branches and of different types of enterprise. 
This also makes for higher interest rates, other conditions being unchanged. 

If the proceeds from the sale of stocks are not reinvested by the sellers but 
left inactive in deposit accounts, rising stock prices may initiate a deflation 
which soon will defeat the boom tendency in the stock market. The same will 
happen if rising stock prices are causing people to switch to securities of other 
countries or will induce the central bank authorities to tighten the money market. 

On the other hand, rising stock prices may induce margin speculation financed 
by additional bank credit. The proceeds from the sales may partly flow over into 
the bond market and raise bond prices at the same time when stock prices rise. 
Since increased deposits mean increased reserve requirements, there will be a 
tendency for money rates to go up. If rising stock prices stimulate purchases by 
foreigners and lead to an influx of gold, the money market will be made easier 
unless action is taken against it by the central banks or the government. A 
rise in stock prices may also produce a rise in bond prices if inactive deposits 
are used for the purchase of stocks. 

If the economic system is not operating at relatively full capacity, rising stock 
prices will rather tend to lower the yields on bonds, The main factor working 
in this direction in the past was the willingness of speculators to increase their 
borrowing and the willingness of the banks to expand their credit and deposits 
in response to the speculators’ demands. The most important influence which the 
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stock market exerts on the short-term interest rates, but probably also on the 
long-term rates, comes as the result of the reaction of the monetary authorities 
to the movements of stock prices. The history of the money market during the 
twenties is full of proofs for this contention. 


Kar_ R. Bopp considered fluctuations of security markets and the flow of 
international short-term funds. The present discussion is restricted to the move- 
ment of capital which results from foreign transactions in domestic securities 
and to stock prices on the New York Stock Exchange. Two problems will be 
treated: first, the result to foreigners of their recent ventures in our securities; 
and second, the relationships between stock prices and net foreign transactions 
in our securities. 

The cumulative capital movement which results from foreign transactions 
in domestic securities represents the cost to foreigners of domestic securities 
acquired since January 1, 1935. If we assume that the prices of foreign holdings 
of domestic securities acquired since that date have varied approximately as has 
the index of stock prices published by the Standard Statistics Company, we can 
estimate at any time the market value of these holdings. A chart (not her 
appended) portrays the weekly position of these two items of “cost” and “value” 
of such foreign holdings. The distance between the two curves shows the paper 
profits or losses to foreigners resulting from their holdings. The third curve 
shows Standard’s index of weekly closing prices of stocks. Unfortunately, the 
latest data available refer to June 30, 1937. 

It is evident that the curves of cost and value diverge only gradually during 
extended periods of rise in stock prices. Continuous heavy purchases on the 
rise kept the average cost of securities to foreigners close to the market price. 
Foreigners’ paper profits remained a relatively small percentage of their total 
cost. It is also evident that the curves of cost and value converge rapidly with 
each severe break in stock prices. In other words, the paper profits were subject 
to rapid dissipation by any severe break in the market. “Hot money” in our 
stock market has burned foreigners severely. The easy assumption that foreigners 
hold the key to the movements of our stock prices and that they make easy 
fortunes on a shoestring invested in Wall Street or that as a nation it has cost 
us huge sums to keep these funds is easier to make than to prove. It would 
appear, on the contrary, that the United States could now liquidate those 
foreign claims which have arisen on all accounts since January 1, 1935, for very 
appreciably less than was received when the claims were created. 

The second problem concerns the relationships between changes in stock prices 
and changes in foreign holdings of domestic securities. The correlation between 
changes in weekly closing prices of stocks and net capital movement in the next 
week resulting from transactions in domestic securities is +.35. Although the 
average net purchases of domestic securities was 814 million dollars a week, 
every break of more than four points in the index of stock prices has been 
followed in the ensuing week by net sales of securities. The two largest breaks 
in prices were followed by the two largest net sales of securities. At the other 
extreme, no rise of over four points has been followed by any net sale of 
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securities. All major breaks as well as a number of minor breaks were followed 
by foreign selling or reduced buying for periods longer than a week but of 
varying duration. 

It appears that foreigners have been following stock prices and that they 
have been from one to five weeks late in catching temporary lows for purchase 
or temporary highs for sale. Speaking inexactly, their operations have tended 
to aggravate persistent movements in one direction, but occasionally have tended 
to stabilize very short-term changes in direction of stock prices. 


James C. DoLLEY, by a statistical approach, estimated the effect of government 
regulation on New York Stock Exchange trading and price continuity. His conclu- 
sions were as follows: 

1. During the past two and one-half years, the New York Stock Exchange 
has become a markedly more discontinuous market for stocks. With a general 
trend toward declining trading volume, stock prices have shown an increasing 
tendency toward wider spreads from sale to sale and wider ranges in bid-ask 
quotations. So far as indicating a market trend is concerned, it is probably 
correct to say that a change of two or three points in stock prices today has no 
more significance than a change of one point several years ago. 

2. Trading both by the outside public and by stock exchange members 
diminished noticeably in volume during the period studied. Member trading 
for own account has declined relatively more than public trading, the volume of 
the former being about 10 per cent less in proportion at the end of the period 
than at the beginning. 

3. Of the various categories of exchange member trading for own account, 
floor trading has been most affected. The decrease in this type of trading has 
been pronounced, declining over the period 35 per cent in absolute amount and 
30 per cent in relative volume. 

4, The regulations which have had the greatest effect on trading volume 
unquestionably have been those relating to initial margin requirements. How- 
ever, diminished trading volume in recent months cannot be blamed upon any 
single government regulation. Rather, it seems probable that the long succession 
of new rules and regulations has exercised a cumulative effect, gradually dis- 
couraging more and more traders and either driving them out of the market 
altogether or reducing their activity. 

5. Whether stimulated by government regulation or not, the volume of odd-lot 
transactions increased during the period both in absolute and relative amount. 
It seems reasonable to believe that the new controls have operated to some 
extent at least to build the confidence of small investors in common stocks as 
investment media. 


ALEXANDER SACHS reported his findings in a statistical investigation of the 
impact of taxation and the regulation of the security market on capital formation 
and financing. In his investigation he used data from the income accounts and 
balance sheets of twenty-six representative American corporations having assets 
of 6 billion dollars from 1933 through 1936 and of sixteen corporations having 
2 billions of assets for the first half of 1937. He examined year by year the 
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financing requirements (additions to gross plant, increases in inventories, and 
increases in receivables) and the sources of financing (depreciation, charged to 
income, retained profits; that is, after cash dividends, funds secured from capital 
markets and from banks, increases in short-term liabilities, drafts on cash, and 
certain residual items untabulated, such as realization on investments, changes 
in resetve, etc.). 

The conclusion which emerges with considerable clarity and force from the 
detailed analysis of the processes of American economic recovery financing since 
1933, as reflected in the representative companies in industrial groups selected 
for their dynamic characteristics in the cycle, may be summed up as follows: 
(1) With the progress of the recovery a critical situation has been developing, 
due to (a) the lag in the reopening and the ensuing malfunctioning of the new 
capital markets, and (b) the strains from the undistributed profits tax of 1936, 
imposed as that was without regard to the needed replenishment, after un- 
paralleled losses, in the working capital of American enterprise to meet recovery 
and prosperity conditions. (2) With the attainment by the summer of 1937 of 
levels of activity and profits which, while short of prosperity, became vulnerable 
to the rising and cumulative impacts of the new tax burdens, the undistributed 
profits tax, in conjunction with the capital gains tax and the distortions of the 
market mechanisms, brought about an arrestment of the process of capital forma- 
tion and a crippling of the functioning and the channeling of the economy's 
savings for the maintenance, not to mention the further improvement, of the 
levels of production and employment, and thus rendered inevitable a synthetic 
depression. (3) Indeed, by the end of 1936 the working capital position of 
American industry, related to the levels of activity and to historical prudential 
normals, began to be impaired and this impairment was accelerated in the first 
half of 1937. (4) In the course of 1937 the very continuance became gravely 
threatened by these maladjustments, from (a) the stagnation in the forward 
or new issues capital markets, (b) the disruption and deflation of the markets 
for outstanding capital, and (c) the tax-imposed deprivation of the corporate sav- 
ings for internal capital formation. (5) The causes of this impasse which has 
developed, notwithstanding accumulated shortages and the absence of any ex- 
cesses in the partial recovery to date, present marked contrasts with the earlier 
American recoveries and the contemporaneous further advanced and more widely 
diffused British recovery. (6) The arrestment of the capital formation process 
and the consequent foreshortening and contraction of business long-term 
prospective and commitments necessarily involve a lowering of the levels of 
activity and employment in both producers and consumers durable goods industries 
and a throwing back of the ecoriomy closer to subsistence consumption levels. 
(7) Hence, with a recession having been made inevitable by the combination of 
extra-economic and economic factors and having, as it is believed, already 
begun (September 1, 1937, forecast), the joint task of government and business 
leadership is to prevent the development from the cumulative extra-economic 
maladjustments of a degenerative instead of a regenerative intermediate cyclical 
readjustment. And finally, (8) the outstanding prerequisite for such a solution 
is the co-ordinated release of the economy from the specific restraints and 
burdens that are as incompatible with the social objectives as they are with the 
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economic functioning of the system, constituting as they do a sort of gratuitous 
reversal of economic trends which, if uncorrected, could leag to a synthetic, 
dynamic deflation in the economic system. 


In the discussion from the floor, James F. Hughes remarked that if the gov- 
ernment restricted the fow of bank credit into the security market, it will then 
have to act as the expander of credit or industry will fail. Kemper Simpson cited 
other statistical studies made of the questions attacked by Professor Dolley and 
criticized some of the latter’s methods. James L. Knipe cited examples of stocks 
having extremely thin markets apparently caused by government regulation. 


CORPORATE PRICE POLICIES 
FREDERICK B. GARVER, Chairman 
The following summaries were prepared by the participants. 


GUSTAV SEDLER: The behavior of the prices of many products of corporate 
business activity is characterized by a high degree of stability as compared with 
the behavior of agricultural and other flexible prices. The reasons for such price 
behavior of corporate business products are inherent both in the cost and market 
structure of modern industry. The fear of ruinous price wars engendered by 
high overhead costs, the expectation of a low degree of responsiveness of 
demand to a lowering of prices, the small number of competitors in many fields 
of industry, and other factors lead to “price leadership” and general stabilization 
of price quotations. 

While recent depressions thus showed a relatively small drop of the price 
level of certain lines of manufactured products, the drop in the volume of 
national investments was extremely severe (a drop of approximately between 
60 and 80 per cent). What kind of relationships—if any at all—do exist between 
this price stability of many manufactured products and the severe fluctuations 
of investments? Generally speaking, the effect of rigid prices is to intensify 
the deflationary processes taking place during a depression and thereby to intensify 
the amplitude of all cyclical fluctuations including the movements of investments. 
However, there appear to be specific situations in which the stabilization of 
certain prices tends to smooth out fluctuations of inyestments. The experience 
of certain branches of industry suggests that prices which remain stable even in 
the face of a general fall of price levels tend to attract capital investments to a 
certain extent to these fields of industry even in times of depression. This is 
especially true if the demand for the product of these industries is relatively 
inelastic or, otherwise, if technological developments offer new labor-saving 
devices and centralized industry control anticipates increase of demand in the 
next period of business prosperity. x 

Any measures which would strengthen price competition and thereby make 
prices more flexible and more readily responsive to changes in the volume of 
purchasing power would tend to diminish the amplitude of all cyclical move- 
ments including the fluctuations of investment. Again, co-operative and govern- 
ment measures tending to work in the direction of maintaining or restoring 
the balance of all elements of the cost and price structure would likewise 
tend to mitigate business cycles with their accompanying severe fluctuations of 
investment. 


L. G. REYNOLDS: The principal question before us is whether greater flexibility 
in the prices of basic materials would reduce cyclical fluctuations of investment. 
It seems generally agreed that the demand for one of a group of materials is 
markedly inelastic. I should like to suggest as a working hypothesis that the 
demand for capital goods (and therefore for all materials) is also inelastic and 
that it becomes mote inelastic during the depression and prosperity phases of 
the cycle. There are several reasons why inelasticity in the demand for capital goods 
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may be assumed. First, the demand for capital goods is a derived demand. It will 
normally be inelastic, therefore, where the demand for the finished good is 
inelastic or where capital costs form a small proportion of total costs. Second, 
there are at all times industries whose demand for capital goods is inelastic 
for special reasons. The trend of investment in textiles, railroads, and ship- 
building, during the past decade, for example, would probably not have been 
affected very much by lower steel prices. Third, opportunities for unusually 
profitable investment seem to be linked with the progress of discovery and 
invention, which is notoriously irregular. The view that the demand for capital 
goods becomes more inelastic in prosperity and depression rests on the well-known 
bias of producers’ anticipations during these periods. During depression producers 
are extremely unwilling to expand their plants, and may not even replace existing 
equipment as it depreciates. During prosperity, an unduly optimistic view of 
the future trend of demand for consumers goods leads to overbuilding. 

If this view is correct, it follows that the level of capital goods prices is of 
little importance during certain phases of the cycle. Once recession is well 
under way, reduction of basic material prices can probably do little to check it. 
Conversely, moderate increases in these prices during prosperity will probably 
not prevent boom conditions from developing. In the early stages of recovery, 
however, low prices for capital goods will certainly stimulate the recovery 
process. Again, a prompt reduction of capital goods prices might help to check 
the development of a recession. If the cost of equipment were reduced at a time 
when producers are still reasonably optimistic, they might be induced to make 
fresh investments, and this increased spending would in itself help to make 
their anticipations come true. There is also some reason to believe that the | 
volume of residential construction might be maintained at a relatively high level 
through a prompt reduction of building costs. 

Admitting these qualifications, I still see no reason to believe that greater 
flexibility of prices would alter the general outlines of the cycle as we now know 
it. At. certain points in the cycle, and as regards certain lines of investment, it 
would undoubtedly have an alleviating influence. The major remedial measures, 
however, are probably to be found elsewhere. 


Francis M. Boppy: The effects of various price policies followed by firms 
faced with a change in demand on the investment of resources in those firms 
will vaty with the competitive situation of the industry in question. If the 
industry is operating under conditions of pure monopoly the absolute amount 
of investment may be well below the level of investment under pure competition, 
and the relative fluctuations in output and hence in investment may not be 
exactly the same under these two different sets of conditions as the firms make 
the best adjustments to the changed demand, but they should be of the same 
general order. 

Under conditions of monopolistic competition there are various policies open 
to each producer, and the choice depends on the competitive situation. If entry 
is restricted and the number of producers small, each may accept his present 
share of the general demand and the whole group may follow the policy of 
the monopolist—setting an optimum price, output, and investment (with due 
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regard to the degree of restriction on the entry of new firms) in accordance with 
the change in general demand. The investment fluctuations under such conditions 
_ would be’ of the same relative order as would sarise under pure monopoly and 
pure competition. 

If, however, through fear of starting a ruinous price or product competition, all 
producers tend to hold to existing prices more rigidly than would be indicated 
by the optimum adjustment, then output and investment would bear the brunt 
of the changed demand, and investment fluctuations would be somewhat greater 
than in the preceding cases. 

Finally, if the producers are engaged in active efforts to get larger shares of 
the general market, then each producer must administer his price, investment, 
and product improvement policies with that end in view. If each believes that 
he can outmaneuver his rivals by a pricing or product improvement policy, each 
one may expand his investment beyond the level which he finally finds to be the 
real optimum. These actions lead to temporary overcapacity which restricts . 
further investment until obsolescence or increasing demand absorbs it. The 
resulting fluctuations of investment may well be much greater than in the previous 
situations. The failure of administered prices to stabilize the investment in an 
industry in this situation of active rivalry, however, is not due to a lack of price 
administration. 

A pure competitor has no possibility of administering his price; a pure 
monopolist need only estimate the general demand changes correctly to administer 
a price, product, and investment policy wisely; but an active rival in a situation 
of monopolistic competition must, in addition, correctly estimate the interacting 
effects of his own policies and those of each of his rivals, and miscalculations may 
lead to rather large and simultaneous fluctuations in investment in each of the 
firms concerned. 


RuFus S. TUCKER read a paper! on reasons for price rigidity in which he 
discussed the phenomenon now known as “administered prices,” i.e., prices which 
are announced by the producer and kept unchanged for an appreciable period of 
time. This phenomenon is generally supposed to be caused by the existence of 
only a small number of producers in a given industry, each one being so large 
that his policy affects the market price of the product of the whole industry. 
This explanation of administered prices seems to be erroneous and the 
phenomenon of stable prices for manufactured products has existed as far back 
as there are any records of prices. 

Detailed charts showed that in the depression following 1837 and in the 
depressions of the seventies and the nineties the proportion of the rigid prices 
to the total was greater than in the recent depression. The stability of prices 
of manufactured products as compared with agricultural products was well known 
to Adam Smith and his successors and is not inconsistent with their theories of 
demand and supply. It is caused by differences in ability of producers to control 
the output and by differences in the elasticity of demand. Producers differ in 
the length of their producing season, the perishability of their products, their 


7 * This paper is to appear jn extenso in the March, 1938, issue of the American Economic 
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immediate needs for cash, the proportions of direct to overhead costs; and 
especially the proportions of ont-of-pocket costs to book costs. The -elasticity 
of demand changes from boomsto depressions. Farm products have always been. - 
more flexible in price than manufactured goods because of the inability ‘of 
farmers to control the climate and. because of the relative unimportancé.of hired 
labor. in agriculture. The increasing size of industrial units has not increased 
the rigidity of industrial prices which are now less rigid than they were a 
hundred years ago. l 


In the discussion which took place from the floor, Alexander Sachs stressed the 
unreliability of index numbers when used to show relative changes between manu- 
factured goods, such as automobiles, and farm products. The prices of the former, 
he asserted, are often “nominal” prices. Changes in the serviceability of the good. 
often offset the apparent gain in the prices of such goods. Mordecai Ezekiel ob- 
served that although Mr. Sachs’s point in respect to automobiles might be correct, 
the same increase in quality could also be found in many farm products. 


FISCAL POLICIES 


By ARTHUR D. GAYER 
Columbia University 


The topic that has fallen to my lot is very large and complex. In the 
brief space of time at my disposal I shall be able to discuss only certain major 
aspects of the problem. I propose, therefore, to confine myself largely to. 
considering the general economics of a so-called “compensatory spending” 
fiscal policy--which means, in depressions, deficit-financed pump-priming. 
J shall take up in succession, first, briefly, the a priori case and, next, in more 
detail, the empirical case. The latter will be treated in terms of American 
experience during the past eight years, including analysis of the current 
recession. 


I. The A Priori Argument for Government Compensatory Spending 


The case for a policy of government compensatory spending has usually 
in the past been stated in terms of flexible public works expenditures. But 
the analysis applies, in most of the fundamental respects, equally well to 
noncapital expenditures. The arguments pro and con are too familiar to you 
all to require their detailed restatement here. I have expressed my own 
views on the subject in various published writingst and do not propose 
to repeat them in this paper. In its current formulation the a priori case 
for compensatory spending, and especially for pump-priming in depres- 
sions, stems largely from the work of R. F. Kahn and J. M. Keynes, and 
runs in terms of their concepts of the “employment multiplier’ and the 
“investment multiplier.” Regarded as a theoretical demonstration of the 
virtues of such measures, however, this type of reasoning suffers to my 
mind from the defect of assuming just what needs to be proved; that is, 
the validity of the argument rests entirely upon a series of assumptions, 
which, theoretically, may or may not be justified, depending upon the given 
circumstances. Personally I feel, and hope presently to show, that in the 
conditions envisaged in recent years by Keynes, Kahn, and the “pump- 
primers” generally, those assumptions were in fact largely justified as a 
practical matter. But there is no way of demonstrating in advance just 
what the consequences of expansionist policies will be. The advocates of 
such policies in depressions imply that the “multiplier” will always be 
positive, though granting that it may be larger or smaller depending on 
the magnitude of the “leakages.” But there is no reason why it could not 
conceivably, in certain circumstances, actually have a negative value. Ex- 
pressed in nontechnical terms, the crucial question with regard to public 


1 Especially my Public Works in Prosperity and Depression, 1935, Monetary Policy and 
Economic Stabilization, 1935 and 1937, and Public Works and Unemployment Relief in 
the United States, 1936, 
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spending as a recovery measure is whether its directly beneficial effects in 
stimulating consumption are outweighed or not by the injurious indirect 
effects that it may have on private investment through its repercussions on 
the budget, the bond market, building costs, the state of confidence, afid 
future expectations. In brief, the theoretical controversy sums up as onè, 
between the direct “reflationary’” effects versus possible induced “defla- 
tionary” effects. i 

For example, Keynes’s purpose in The General Theory was to show how . 
a given increment of investment will bring about a much larger increase 
in total income and employment. The multiplier is defined in terms of the 
marginal propensity to consume. Professor Haberler has conclusively dem- 
onstrated, to my mind, that Keynes, by assuming something about the 
marginal propensity to consume, assumes something about the multiplier, 
and treats a relationship by definition as a causal or empirical relationship 
between investment and income.? In the formal sense the propensity to 
consume is, indeed, merely another aspect of the multiplier. In the empirical 
sense the two concepts can be distinguished, but then it becomes impossible 
to deduce the multiplier from the propensity to consume. The value of 
the multiplier, as a practical matter, will depend upon various factors such 
as the extent of the leakages of expenditures into money balances and the 
effects that the new spending produces on the marginal efficiency of capital 
and on the income velocity of money. In fine, the argument begs the question 
of the relation between increases in investment and increases in income. 
We cannot tell what effect a change of investment will have on income 
until we know what the change in income is!* The effect depends upon a 
series of variables wholly independent of the formal relationship. The value 
of the multiplier can be determined only after the effect on income has 
been produced.* . 

*G. von Haberler, “Mr. Keynes’ Theory of the Multiplier,” Zeitschrift fär Nation- 
aldkonomie, Band VII, Heft 3, 1936, pp. 299-305. 

®J am indebted to my colleague, Mr. Raymond J. Saulnier, for this point, which he 
elaborates in his forthcoming book on Contemporary Monetary Theory. 

*Keynes’s concept of the propensity to consume is highly ambiguous. (See F. H. 
Knight, in The Canadian Journal of Economics and Political Science, February, 1937, p. 
104, and A. H. Hansen in The Journal of Political Economy, October, 1936> p. 675.) 
Its meaning seems to change continually with the context, as, for instance, from the rela- 
tionship between the absolute level of income and consumption to the relation between 
changes in these quantities. Furthermore, Keynes appears to assume without argument 
that it is always necessarily an increase in investment, not consumption, that generates 
an increase in income. More important, he states that “in given circumstances a definite 
ratio, to be called the multiplier, can be established between income and investment’’; and 
again, that “a precise relationship is established between aggregate employment and income 
and the rate of investment.” (General Theory, p. 113.) Actually, despite the claim of defi- 
niteness and precision there is little justification for predicting what effect a given incre- 
ment of investment will have in increasing income. It is not very helpful to be told that 
“there is always a formula ... relating output of consumption goods which it pays to 
produce to the output of investment goods.” (J. M. Keynes in The Quarterly Journal of 
Economics, February, 1937, p. 220.) The reverse statement would hold equally good: 


there is presumably some formula relating the output of investment goods that it pays to 
produce to the output of consumption goods. The latter relationship, neglected by Mr. 
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The chief difficulty in a deficit-spending policy is that it may have un- 
desired effects on both the expectations for the future yield of capital in- 
vestments and on liquidity preference. There can be a profound difference 
between investment resulting from private initiative and investment created 
by government action. The effects in the two cases cannot be assumed to 
be identical: In the case of government spending, the method of investment 
stimulation employed may itself cause an increase in liquidity preference, 
in the sense of a greater desire on the part of individuals and business firms 
to hold cash. Secondly, the inducement to invest may be weakened by reason 
of a rise in capital equipment costs and because of the development of less 
optimistic views concerning the prospect for yields. Thus the two important 
factors influencing the inducement to invest may be unfavorably affected 
by the attempt to promote recovery through large expenditures. This is 
likely to be particularly true when the spending program involves a pro- 
gressive increase in the public debt. The regular recurrence of large budget 
deficits is unquestionably a source of apprehension, whether rightly or 
wrongly, to the financial and business community by generating fears of 
ultimate inflation. Unfortunately a vague fear of ultimate inflation, unlike a 
conviction of imminent inflation, may have not inflationary but deflationary 
effects in weakening business confidence and inhibiting commitments, and 
thus lead to the hoarding of money.’ Furthermore, the indirect effects on 
private activity resulting from the price and wage policy imposed on the 
business community by the government may well prove equally as important 
as the direct effects of the spending policy in increasing business revenues. 
On the other hand, the increased business revenues resulting from public 
expenditures may improve profit conditions and thus consequently raise 
private investment. Government spending may also be interpreted as an 
assurance that business will get no worse, so that private expenditures 
hitherto postponed for fear of further business deterioration are now 
undertaken. What the outcome actually proves to be between these ex- 
tremes will depend upon the specific circumstances of the concrete situation. 


Keynes, assumes especial significance in a recovery based largely upon an expansion 
of consumption financed in part by public relief expenditures. All that emerges in the 
end is the demonstration, on the one hand, that income is dependent upon expenditures 
both for investment and consumption; and, on the other, that the investment multiplier can 
be of any magnitude depending upon the given circumstances and subject to given simplifi- 
cations and assumptions. (I am indebted for the substance of part of this note*to a forth- 
coming article by Dr. Lauchlin Currie on “The Implication of Keynes’ General Theory.) 

SIf the recovery is believed to be dependent upon continuing deficit spending, and if it 
is further believed that such expenditures cannot be long continued, businessmen 
may be led to keep their own expenditures at a minimum. Again, if government expendi- 
tures take a form competitive with private enterprise the resulting disinvestment may 
more than offset government investment—particularly if the threat is present of further 
action in the same direction. 
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Il. The Relation between Public Works and Total Public Expenditures® 


The emphasis usually placed on variations of public works expenditures 
in the controversy about the effects of expansionist fiscal policies i is some- 
what misleading. Despite important differences in the economic effects of 
capital and noncapital expenditures respectively, the volume of public ex- 
penditure as a whole remains the dominant consideration. 

Since 1929 the movements of total expenditures have often been quite 
dissimilar from those of public works. In 1931 public works dropped by 
over half a billion dollars, while nonconstruction expenditures increased by 
a billion. In 1932 construction fell by a further billion dollars while other 
expenditures were up two billions more. In 1933 both items fell and in 


TABLE I 
ANNUAL VARIATIONS IN PusLic Worxs EXPENDITURES AND TOTAL GOVERNMENTAL 
EXPENDITURES, 1930-36* 


(Increase or decrease each year as compared with preceding year) 
(In millions of dollars) 


Yèar Public Other Total 
works expenditures expenditures 
1930 4-77 +251 -+328 
1931 — 565 +1,007 +442 
1932 — 1,063 +2 ,001 -+938 
1933 — 177 — 1,008 — 1,185 
1934 +792 +1,425 +-2,217 
1935 --40 +544 -#504 
1936 +1,204 +1,242 +-2 ,446 


Source: Computed from figures of Table III, below. 
* Both federal and local governments. 


1934 both rose, but by very different proportions. In 1935 the construction 
figure remained unchanged while other expenditures were up half a billion 
(Table I). Public works expenditures and total government deficit spend- 
ing likewise show no close correspondence. Nor is there much corres- 
pondence revealed between the movements of federal and local expenditures 
respectively. Examination of the detailed figures broken down by different 
governmental units often shows markedly divergent movements in the 
various series, and indicates that public works expenditures tell only part of 
the story. The decline in the construction expenditures of the localities dur- 
ing the depression, for example, is partly explained by their having had 
to meet more urgent needs, such as for relief; so that often a redistribution 
of total expenditures rather than a reduction took place. Indeed, the main- 
tenance of construction at the expense of more urgent needs for local funds 
would have been quite unjustified. There is no sense in firing teachers for 


“I wish to acknowledge the generous help of Mr. Henry Villard in the preparation of 
this section. 
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lack of funds and rehiring them as relief road-workers on improvised proj- 
ects. While it is true that the construction industry is in need of special 
stimulation during depressions, it is also true that construction expendi- 
tures may well have smaller secondary effects than other types of govern- 
ment spending, because less goes to labor directly and the stimulating effects 
of the balance may be long delayed if the replacement of machinery is 
postponed. It is hard to justify the special maintenance of public construc- 
tion during depressions at the cost of other socially desirable objectives. 
Thus there is no logical reason why federal aid to the localities should take 
the form of construction loans and grants rather than that of general assist- 
ance to the municipal bond market, irrespective of the purpose of the 
issue.” 


MI. Lhe Empirical Case for Deficit-S pending during the Depression 


I turn now to the empirical case for government deficit spending as a 
recovery expedient. It rests largely on the seemingly insuperable difficulty 
of securing an adequate general reduction of costs and prices in depressions, 
in consequence of the extent to which our economy is permeated today by 
inflexible elements—real property taxes, freight rates, power rates, trade 
union wage rates, long-term interest charges, and the like. On the other 
hand, technological improvements which would permit reduction in unit 
costs proceed slowly.* In addition, the cost-price-reduction line of attack 
pays insufficient attention to expectations as a determinant of investment. 

It follows that in a severe depression recovery cannot be expected without 
a general increase in demand resulting in a rise of prices or increased sales 
at existing prices. But increased demand must be dependent largely upon 
an increase in incomes, which in turn must be largely dependent upon 
increased investment. In severe depressions, however, the desire to invest 
is weak; the desire to save strong. Thus increased private expenditures 


T Before the depression federal aid to local construction was relatively very small. In 
1932 and 1933 the heavy borrowing by the localities for nonconstruction purposes sharply 
reduced their borrowing for construction. Had easier borrowing conditions allawed the 
localities to borrow more for construction, more current revenue would have been freed 
for nonconstruction uses. They would also have been able to borrow more for relief and 
current expenses than they actually did. Thus there was a prima facie case for general 
federal assistance to the municipal bond market. The latter was clearly in need of 
such aid, if local expenditures were to be maintained. On the other hand, the federal 
bond market was strong enough (except for a short-lived break during the banking 
holiday) to allow the federal government to render the needed aid, especially since, un- 
like the municipalities, it is in a position to support the value of its securities by central 
banking and other monetary operations. 

8 The efficacy of unit cost reductions in stimulating expansion is in inverse proportion 
to the extent of the given decline in prices and output. In America, by 1932, the latter 
had been so precipitous as to be far in excess of any conceivable cost reductions resulting 
from technological improvement. Moreover, cost reductions are of no avail in halting 
depression unless accompanied by a simultaneous expansion of output, since otherwise 
total business spending, and hence the national income, is merely further reduced, necessi- 
tating further lowering of costs, and so on. 
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wait on increased demand, and increased demand waits on increased ex- 
penditures. If so-called natural forces are relied upon to bring about re- 
covety, the vicious spiral may accordingly continue indefinitely, with cumu- 
lative deflationary intensity, and the argument for government intervention 
to break the circle becomes strong. The help that may be expected from 
unavoidable replacements, the introduction of new cost-reducing machinery 
in established industries, and the appearance of new products requiring 
new productive equipment, can hardly be counted upon to counteract the 
powerful deflationary forces at work.® Moreover, even if expectations of 
enhanced profits are restored, the existence of unutilized productive capacity 
means that a substantial increase in demand can be met with little need 
for increased investment in new plant facilities. But even were it to be 
granted that in the course of time new investment and decreased saving 
will “naturally” overtake continuing disinvestment and saving, the social 
cost involved in the continued nonutilization of the community’s human 
and physical resources is too high a price to pay. 

Let us apply these observations to the actual situation during the depres- 
sion. The outstanding feature of the business picture in 1932 and early 
1933 was the existence of unutilized capacity and unemployment in virtu- 
ally all spheres of industry. Compared with 1929, the national income had 
been cut by over a half. The severe shrinkage in the demand for all goods 
was reflected in sharply falling prices and increasingly large business losses. 
Confidence in the outlook for profits had been completely undermined by 
three years of cumulative deepening depression. Checking accounts in banks 
had declined by some 8 billion dollars by mid-1933; in addition, over 3 
billions of time deposits were in banks that failed to reopen after the bank- 
ing holiday. The decline in national income was paralleled by the shrinkage 
in the revenues of governmental units, national and local. Increased taxes 
could not halt growing deficits, with resultant need for cutting expenditures. 
State and local governments had spent over 2 billion dollars annually on 
public works in the period 1925-31, but in 1933 they spent (exclusive of 
federal grants and loans) only approximately a billion dollars.*° The elec- 
tric power industry alone had spent nearly 1 billion dollars on construction 
in 1929 and 1930; in 1933 it spent only 100 million. The railroads, which 
had spent over a billion dollars annually up to 1929 on plant and equip- 
ment, had also reduced their expenditures drastically. They could not be 
expected to spend more until their revenues expanded, but expansion of 
revenues was contingent upon revival of business. Expenditures on resi- 

®Such as the widespread repugnance to indebtedness, resulting in the use of increased 
revenues for the reduction of such indebtedness or in their being held in the form of 
cash to meet future contingencies. This applies equally to individuals and business con- 
wD A. D. Gayer, Public Works in Prosperity and Depression, Ch. 3; and Construction 


Expenditures and Employment, 1925-36, WPA, Washington, 1937. _ 
ï But this was partly attributable to special legislation affecting utilities. 
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dential construction from 1925 to 1928 had exceeded 4 billion dollars 
annually; in 1935 they amounted to less than 400 million dollars.” 

The prospects of a “natural” recovery taking place in these circumstances 
were hardly encouraging. The increased demand that was a prerequisite 
to recovery could scarcely be expected to come out of previously accumulated 
balances when over a sixth of the population was being supported by public 
relief, others were dependent on relatives, and savings generally had been 
drastically depleted. Thus increased demand was contingent upon increased 
incomes. Increased incomes were in turn contingent upon increased spending 
either by private business or by government. But if the increased incomes 
were to result from business spending, it was necessary for business to 
invest in increased capital equipment or inventories, since meeting the 
existing demand for consumer goods was not enough to increase incomes. 
- But what reasonable prospects existed for increased investment in fixed 
plant and inventory in light of the existing excess productive capacity? 
Even making allowance for obsolescence, American industry was geared 
to supply a demand for goods equaling that experienced in 1929. A very 
Jarge increase in demand over that prevailing in 1932 had to be anticipated, 
therefore, before increased facilities would be necessary. 

But might not recovery have been justifiably expected to come about in 
the course of time through the necessity of replacing durable goods, of both 
producers and consumers, which had worn out since 1929? This expectation 
implies that replacement was being deliberately postponed. In view of the 
drastic shrinkage of incomes and the increase in unemployment, it would 
seem clear that purchases of durable goods were cut down, by both individ- 
uals and corporations, from necessity rather than from choice, and that 
renewed purchases of such goods waited upon an increase in incomes. In 
the case of business investment, the decrease in the production of durable 
producers goods was partly a reflection of decreased ability to buy, as, for 
example, with the railroads, and partly a reflection of the absence of need 
for such goods to meet current demands. As remarked above, expenditures 
sufficient to maintain the plant necessary to satisfy the effective demand 
for goods prevailing in 1932 would not have been sufficient to increase 
incomes. It would appear, therefore, that “deferred” demands would have 
remained deferred until a rise in incomes, and, hence, in the effective 
demand for goods, had made it possible and profitable to install the equip- 
ment to meet such demands.1® The conclusion appears inescapable. The 


© The explanation of the virtual cessation of building appears to be twofold. Firstly, 
the shrinkage in individual incomes decreased people's ability to build. Secondly, the 
shrinkage in incomes resulted in a drastic fall in rents, while building costs did not fall’ 
correspondingly. Hence it became cheaper to buy or rent than to build. A fall in costs 
was in turn dependent upon lower rates of wages in the building trades, lower transporta- 
tion charges, lower material costs, and lower interest rates. By 1933 little progress had been 
made in lowering these various elements of costs. 

In regard to the possibility of a recovery resulting from America’s departure from 
gold and the resultant exchange depreciation, it is probable that that step was a necessary 
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prospects of a so-called natural recovery being so slender, a strong case 
existed for the government to try bringing one about through increased 
deficit spending. 

But what about the charge that the government’s spending program in- 
hibited investment by increasing the cost of borrowing for private business? 
The thesis is hard to sustain. In the four years following the middle of 
1933 the volume of checking accounts in all banks, plus the demand de- 
posits of the government in commercial banks, expanded by some 9 billion 
dollars.* The major part of this increase was due to the rise in the holdings 
of the public debt by the banks. This enlargement in the supply of money, 
taken in conjunction with a decrease in indebtedness, without question 
greatly improved business liquidity and was a most powerful factor in 
forcing down long-term interest rates to a very low level. Thus, instead 
of driving interest rates up by absorbing the available savings of the com- 
munity, government borrowing actually had the opposite effect, by greatly 
augmenting the supply of loanable funds. At the same time that the 
government was spending billions and carrying unprecedentedly large 
budget deficits year after year, federal credit steadily improved, the gov- 
ernment bond market continued very strong, and a notable succession of 
funding and conversion operations was effected. Due to the latter, the cost 
of servicing the present much enlarged debt is not greatly in excess of carry- 
ing that of 1933. 


IV. The Magnitude and Effects of the Federal Contribution to 
Community Income, 1930-37 


There are various reasons why the reported figures of the federal deficit 
are not satisfactory measures of the contribution of the government to 
private incomes.!5 

It is apparent that not all government expenditures lead to an increase 
in buying. Refinancing expenditures, for instance, serve a highly useful 
purpose in preventing forced liquidation. They do not, however, result 
in a direct increase in the expenditures of the public. Similarly, when the 
government spends money that is collected in taxes and would have other- 
wise been spent by the taxpayer, there is a transfer of buying power rather 
than a net increase. Briefly, what the figures presented here measure is the 
net flow of income directly attributable to government activity; that is, all 


condition for domestic recovery, but it would scarcely seem to have been adequate by 
itself to initiate recovery. Our exports were not large enough relative to home production 
to generate an upturn. This consideration is quite apart from the difficulty of long main- 
taining an externally undervalued dollar. In point of fact imports rose more than ex- 
ports under devaluation. 

1 The volume of demand deposits plus cash outside banks expanded by some 12 billion 
dollars, or 60 per cent, during the same period. 

** These reasons are discussed in detail and the methods used in deriving a more satis- 
factory measurement are explained in the Appendix to this paper. 
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income received directly from government agencies and from persons and 
institutions which are financing their expenditures by borrowing from 
- government agencies, minus all deductions from income paid over to the 
government as taxes, fees, etc. For the purpose of this definition, income 
means money receipts derived from the sale of services currently rendered. 
The term “income increasing” as used here is roughly equivalent to “busi- 
ness-stimulating” and “‘pump-priming,” terms which in popular usage de- 
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NET FEDERAL INCOME-INCREASING EXPENDITURES 
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note an all-round increase in cash receipts of both business and those wng 
are employed by þusiness.*° 

Federal net income-increasing expenditures increased rapidly after 1929, 
until the present year. The figures for 1934 and 1935 exceeded 3 billion 
dollars each calendar year and in 1936 amounted to 4 billions. Monthly 
averages have run as follows, in millions of dollars: 1932, 137; 1933, 155; 
1934, 270; 1935, 263; 1936, 335. For the first half of 1937 the figure 


“The monthly expenditures of the government and its agencies are checked item by 
item in order that expenditures that appear likely to result in current purchases may be 
separated from those that do not result in current buying. Appropriations to the Old Age 
Reserve Fund, for example, do not increase current buying. One-half of the proceeds 
of bonus bonds cashed were assumed to result in current purchases. From the gross ac- 
tivity-stimulating expenditures are then deducted all tax receipts except estate texes and 
gift taxes. Estate taxes are assumed not to result in a deduction from current expendi- 
tures. Doubtless the payment of a portion of income taxes likewise does not result in 
a contraction of current buying, but little basis exists for estimates of this amount on a 
monthly basis. It should be kept in mind, however, that by deducting all income taxes 
this particular series may tend to understate the government’s contribution and to over- 
state the decline from 1936. Income tax payments are smoothed over a three-month period. 
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FEDERAL Net Income-increasinc Exprenpirures anD Buncet Derterts, 1930-38 


Fiscal years 


1930 
1931 


1932 ` 


1933 
1934 
1935 
1936 
1937 
1938 


Total, 1931-37, inclusive 


Source: Col. (2), Table IV, below (Appendix); Col. (3), Treasury Statements. 
a Exclusive of debt retirement. 


(In millions of dollars) 


Net federal income- 
increasing expenditures 


+ 
i 


3), 
Budget deficits 


— 184 


2,735 
2,602 
3,630 
3,002 
2, 688° 
2,707 


17,826! 


b Surplus. In this year 554 million dollars of public debt was also retired. 
° Excludes provision for payment of bonus; including this item, the figure is 4,362 million 


dollars. 


d Preliminary estimate, made November, 1937. 
© President’s budget statement, October, 1937. 


_ {Including bonus, 19,500 million dollars. 
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GOVERNMENTAL INCOME-INCREASING EXPENDITURES, Puptic Works AND ToTAL Expenpi- 


TURES, AND NATIONAL Income PRODUCED 
(In billions of dollars) 
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income- 
increasing 
expendi- 
tures? 


Total, 
columns 


(2) and (3) 


Total 
public 
works 


expendi- 


tures® 
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(1) (2) 
Federal 
income- 

Years increasing 
expendi- 
tures® 
1929 — 
1930 251 
1931 1,748 
1932 1,646 
1933 1.856 
1934 37238 
1935 3,154 
1936 4,025 
1937 900 


2 From Table IV, below (Appendix). Calendar years. 
b Figures calculated by H. H. Villard. 


oA. D: 


d National Industrial Conference Board. 


e U, S. Department of Commerce. , 
f Studies in Current Tax Problems, Twentieth Century Fund. 


g Preliminary. 


(6) (7) 

Total 

govern- Nattonal 
mental income 

expendi- produced? 
tures? 

11,709 80,757 
12,037 67 ,969 
12,479 53,499 
13,417 39,545 
12.232 41,813 
14.449 49575 
14,953! 54,955 
17,399: 63,799 
17199! 690002 


Gayer, Public Works in Prosperity and Depression and Monetary Policy and 
Economic Stabilization, 2nd edition. 
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drops sharply to 107 and for the second half of the year to 40 (partly 
estimated). Table II presents the annual figures for fiscal years since 1930, 
compared with budget deficits,” and Table III gives annual figures for 
calendar years along with other significant series. The monthly figures since 
July, 1929, will be found in the Appendix (Table IV). The accompanying 
chart, presenting these figures, shows that the monthly federal contribution 


CHART H 


ANNUAL INCREASES IN NATIONAL INCOME 


AND NET FEDERAL CONTRIBUTION 
oa 





FIGURES INDICATE YEARLY INCREASE IN NATIONAL INCOME (IN BILLIONS). 
SOLID BLACK PORTION DENOTES FEDERAL CONTRIBUTION. 


to national income averaged a small minus quantity in 1929 and 1930, 
neatly 150 million dollars during the three years 1931-33, nearly 300 
million in 1934-36, and only 75 million in 1937 (calendar years). 

It may seem at first sight that expenditures of this magnitude, amounting 
only to some 6 per cent of national income on the average for the years 
1934-36, inclusive, could hardly have had much significant effect on business 


“The explanation of the downward trend in the deficit as contrasted with the steadiness 
of the net activity-stimulating expenditures in Table II is mainly to be found in the heavy re- 
payments of loans by banks to the Reconstruction Finance Corporation, which while de- 
creasing the actual deficit are not considered to decrease current spending. 

The argument for excluding the bonus payment is that it represented an obligation of 
the government incurred in 1924, which would have had to be paid in 1945. Moreover, 
it was not a part of the recovery and relief program, although undoubtedly a substantial 
portion of the payment resulted in a net addition to the current expenditures of the public. 
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activity. Compared with the volume of investment in a prosperous year 
they appear small. In 1928 total construction expenditures alone probably 
exceeded 13 billion dollars.2® Yet income-increasing expenditures of over 
3 billion dollars annually could have a profound effect on business activity 
by converting excess savings into investment. In each of the years 1932 
to 1936, inclusive, these expenditures exceeded the total estimated value 
of new nongovernmental construction.** When one takes into account the 
secondary expenditures involved, the resulting stimulus to business could 
very well have been of prime importance. 

This is seen more clearly when the net income-increasing expenditures 
are related not to the national income totals themselves but rather, as they 
should be, to annual changes in the national income. The comparison is 
as follows, for calendar years (see chart): 

(In billions of dollars) 


1934 1935 1936 1937 


National income produced: increase over preceding year...7.8 5.4 8.8 5.2 
Net federal conti DUON eicae renead enrera NETR 3.2 3.2 4.0 0.9 


No allowance is made in this comparison for the fact that a substantial 
portion of income tax payments, particularly in the earlier years, would 
probably not have been currently spent if they had been retained by tax- 
payers. As to the secondary spending which the original contribution gener- 
ated, it will be seen that if we can assume an income velocity for money 
of two per year, which appears to be the figure for recent years, the rise 
in the national income in the last three or four years could be imputed 
almost entirely to government spending.”° 


* A, D. Gayer, Public Works in Prosperity and Depression, Ch. 3. 

? Figures for the latter are as follows, in millions of dollars (figures in brackets are the 
corresponding income-increasing expenditures): 1932, 1,411 (1,646) ; 1935, 1,175 (1,856) ; 
1934, 1,363 (3,238); 1935, 1,982 (3,154); 1936, 3,001 (4,025). (Source: Construction 
Expenditures and Employment, 1925-36, WPA, Washington.) 

2 Passing over the speculative inventory boomlet of 1933, is there any evidence for 
attributing the subsequent recovery to government deficit spending? The crucial question 
at issue here is whether the increased business disbursements that took place during the 
recovery themselves initiated the increase in incomes and the demand for goods, or whether 
they were rather the result of an increase in demand generated from other sources. The 
following evidence adduced by Dr. Lauchlin Currie appears significant. We know that 
business deposits increased sharply between 1933 and the close of 1935. What is the 
explanation? The increase could not have arisen from borrowing, because business was, 
in fact, reducing its indebtedness. Nor can more than a small portion of the increase be 
accounted for by the sale of marketable securities held in corporation treasuries. The same 
holds true for the repatriation of American business capital held abroad. Finally, business 
probably advanced more capital to consumers than it collected in debts from consumers. 
The conclusion is clear. Business must have received more from the community in the 
sale of its products than it paid out in wages, dividends, and other payments to the factors 
of production. The only possible important source of this new income there could have 
been was the net income-increasing expenditures of the government. If, thus, increased 
business disbursements did not initiate the increase in demand but were the result of it, 
the initiating force behind the recovery must have been government deficit spending. “If 
business had paid out more than it received in the sale of goods it would have expended 
money on additions to plant and equipment, making up the difference by drawing down 
its balances, by borrowing, or by new stock issues.” (Lauchlin Currie, “The Stabilization 
of Purchasing Power Through the Use of Public Credit,” paper read before the American 
Economic Association on December 30, 1936.) 
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The drastic decline in the monthly contribution this year from the levels 
prevailing during the preceding three years probably did not in itself bring 
about the business recession, since there continued to be a net contribution, 
small though it was. But it appears clear that private income-increasing 
expenditures did not expand in 1937 at a rate sufficient to offset the decline 
in the federal contribution. Thus the rate of recovery slackened and re- 
sulted in a positive reaction.*+ 


V. Consumption and Investment in the Recovery” 


I turn now to consider a peculiar and highly significant feature of the 
recovery movement since 1933 which differentiates it from the traditional 
pattern of recoveries in the past. The revival was peculiar in being one based 
mainly on a rise in consumption, with investment following the lead of 
consumption instead of itself leading the way. 

Passing over the evanescent speculative inventory boom in the latter 
part of 1933, which was over before the spending program had really got 
under way, the two factors of primary importance in explaining the up- 
swing seem to have been the expansion in the demand for durable consum- 
ers goods, conspicuously automobiles, and federal deficit spending. This 
expansion in the demand for consumer goods, both durable and non-dur- 
able, necessitated renewals, replacements, and some new capital investment. 
The resulting expansion of employment and income in turn reinforced the 
initial increase in consumption, and in 1935 some further investment, this 
time in residential construction, was evoked. Yet despite this normal cumu- 
lative interaction of consumption and investment, the significant fact re- 
mains that consumption led and investment followed, and, moreover, 
because of this sequence, followed haltingly and in limited volume. The 
new investment was largely based on narrow calculations respecting the 
immediate requirements of current consumption. 

This condition has been in marked contrast to past recoveries, which, 
broadly speaking, were generated by an increase in capital expenditure 
that had no close relation to the level of current consumption. These werte 
based rather on long-term expectations and took the form of waves of new 
revolutionary developments—the booms resting on railway construction, 
electricity, the automobile—that led the way out of the depression. Now 
while it is true that these booms, in which investment led, eventually ended 
in collapse, the trouble with a recovery based on consumption, on the other 


71 As to the first half of 1938, there may be a decrement instead of a net federal con- 
tribution to the income stream, attributable mainly to increased tax receipts. At the time 
of the recession in 1934 the federal contribution continued to run well above 250 million 
dollars a month. 

This section draws heavily, to the point of summarizing his argument, upon Professor 
Alvin Hansen’s admirable paper on “The Consequences of Reducing Expenditures,” be- 
fore the Academy of Political Science in New York on November 10, 1937. For Pro- 
fessor Hansen’s full argument see his printed paper in the Proceedings of that meeting. 
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hand, is that it can go forward only as long as the consumption stimulus is 
continued, unless in the meantime investment has been resumed on a wide 
scale. If the new investment fails to materialize in adequate volume, the 
cessation of consumption-stimulating expenditures is likely, moreover, to 
produce not merely a leveling out of business activity, but a positive reces- 
sion, for the following reason. In past recoveries, when investment preceded 
consumption, the rate of investment was largely independent of the rate 
of consumption. But it becomes a very different matter when new investment 
is closely geared to current consumption. As long as consumption continues 
to rise, some new capital equipment will be needed. But as soon as consump- 
tion levels out, new investment declines and there only remains a replace- 
ment demand for new capital. The decline in total capital formation results 
in a further decline in consumption, and a depression becomes a very real 
danger. 

The question may be raised at this point why the resumption of new 
investment in adequate volume should be more unlikely to take place during 
the course of an upswing, even if brought about by increased consumer 
spending, than it would be in the absence of recovery. Surely conditions 
during recovery, however produced, should be more conducive to undertak- 
ing new investment than are depression conditions? Furthermore, granting 
that a rising tide of consumption need have only limited effects in evoking 
increased investment while widespread excess capacity still exists, should 
not extensive new investment be induced once existing capacity is being 
relatively fully utilized? The answer to this crucial question—whether there 
is any unique relation between a recovery based on rising consumption and 
the failure of private investment—is an extraordinarily difficult one. In 
my opinion that answer cannot be deduced from the nature and circum- 
stances of the consumption-stimulating program as such alone, but rather 
is contingent also on a variety of independent factors. It may quite well 
happen that a recovery based on rising consumption will eventually induce 
an investment boom along traditional lines if these independent factors are 
favorable. In that case recovery should then proceed on its own momentum, 
based on business spending. But there is no assurance that the investment 
boom will necessarily materialize out of a consumption-stimulated recovery. 
And if it fails to do so, then recession is likely to ensue once the consump- 
tion stimulus is withdrawn.” I shall presently touch upon the independent 
variables in the business situation in recent years that in my opinion have 
explained the failure of investment to revive in adequate measure. 

® Failing the resumption of investment on an adequate scale, rising consumption can be 
expected to necessitate renewals and some increased plant and equipment needed to satisfy 
growing demand. But with a flattening out of consumption the need for new investment 
ceases, The current level of consumption demand can then be met with the existing equip- 
ment. Replacement only will be required and even that may be deferred if existing equip- 
ment is relatively new. The decline of investment may be expected in turn to result 


in a decline in consumption. Thus, once it ceases to expand, consumption does not remain 
stationary but actually begins, instead, to decline. 
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Following the tapering off of the automobile boom came a sharp reversal 
of government fiscal policy in the shape of a virtually complete cessation, 
as we have seen, of deficit spending. The stimulus to consumption was 
suddenly withdrawn. The impression is widespread that the federal gov- 
ernment is still spending lavishly, because the budget nominally continues 
out of balance. But in substance, economically speaking, the budget actually 
is already balanced. Allowing for social security collections, the present 
fiscal year will show, according to the President’s revised October estimates, 
a surplus of 400 millions, in contrast to real deficits of over 3 billion 
dollars in recent preceding years. The federal government, as shown above, 
is today taking as much out of the national income stream as it is putting 
into it. 

If, in light of these circumstances, we are to avoid a serious recession, 
two alternative courses seem to be open. Either private investment must 
be encouraged to push forward independently of the requirements of cur- 
rent consumption, or else consumption must be further stimulated. Since 
installment selling appears to have reached its maximum, it would seem 
that the further stimulation of consumption is dependent upon government 
action. In view of the undesirability of further unbalancing the budget—in- 
deed the desirability of balancing it, nominally as well as actually, as soon 
as possible—some change in the present social security setup would appear 
to be advisable. The change could be effected quickly and without disturbing 
the balancing of the fiscal budget if the old age reserve account were placed 
on a pay-as-you-go basis. This would remove the deflationary pressure 
currently exerted by impounding the old age pensions taxes in a special 
reserve. But if we must have a so-called reserve fund we should at least 
use it currently for expenditure on some socially useful objective, such as 
workers’ housing. At the same time encouragement could be given private 
enterprise to resume investment by modifying—not repealing—certain 
pieces of legislation which business claims to be particularly onerous and 
inhibitive of expansion, such as the undistributed profits tax, the capital 
gains tax, the utilities holding companies act, and so forth. 

I turn now to consider the independent factors unconnected with govern- 
ment spending that may account for the low level of investment in recent 
years. One widely reiterated explanation has run in terms of New Deal 
legislation touching the capital market, and allegedly restrictive of new 
investment. Stress is also laid on difficulties arising out of the magnitude 
and duration of the deficit financing and the loading of the banking system 
with such large holdings of government debt. 

Even granting that there is some force in this line of reasoning, it seems 
to me to have been decidedly overworked as an explanation of the recent 
recession. It fails to touch fundamentals. After all, these controls were 
not imposed yesterday; despite their existence, considerable recovery did 
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take place. More important seems to me to be a rather different, though 
allied, factor—the atmosphere of hostility and mistrust between the govern- 
ment and business which has prevailed since 1933, and the resultant lack 
of faith in the long-term future on the part of business.** The basic factor 
in the situation has been, not so much the question of the functioning of 
the mere technical mechanism of the capital market, but rather the anticipa- 
tions of the future yield of investments, which rest upon deeper seated 
forces. 

A third factor explaining the failure of new investment to revive ade- 
quately during the recovery has been the tendency to push costs up higher 
than the level of income justified. The cause lay partly in governmental 
policies beginning with the NRA,” partly in corporate price policies, partly 
in labor policies. In the construction industry the cost of building materials, 
of labor, and of borrowing all alike stand at such notoriously uneconomical 
high levels that the new houses so badly needed are simply not being built 
in any adequate volume.” Public utilities hesitate to risk developmental 
rates designed to tap potential demand. Business price-fixing and monopo- 
listic practices have limited output and employment. New investment 
in the railroads has been restricted by both high labor costs and the fatlure 
to effect thoroughgoing rationalization. In producers goods industries in- 
creasing costs have combined with corporate price policies to retard expan- 
sion. Those who find the source of all the trouble in government spending 
and unbalanced budgets as such spend too much time in barking up the 
wrong tree. Without attempting to’ allocate responsibility for the present 
state of affairs between government, business, and labor, it may, I think, 
be argued that government pump-priming expenditures accompanied by 
a planned policy of cost and price reductions might have been expected 

*4The absence of this mutual hostility and distrust has, in my opinion, been one of 
the factors that explain why British business has accepted probably heavier burdens from 
its government without impairment of the performance of its function of creating employ- 
ment by making new investment—though I would not of course attribute exclusive sig- 
nificance to this one circumstance. 

= Under the wage-raising provisions of the NRA, building wage rates, which in any 
event had not fallen during the depression in proportion to prices, or to wages in general, 
and whose reduction was a prerequisite to the resumption of private building activity, were 
actually increased. At the nadir of the depression a wage scale was set which exceeded the 
rates that had prevailed during the boom in many communities. This was not an inevitable 
concomitant of the public works program, Rather was it a fortuitous consequence of the 
avowed policy of attempting to promote recovery by raising wages all along the line in 
order to “increase purchasing power.” Conceivably the government could have pursued the 
opposite course of stipulating that any expanded construction outlays would be conditional 
upon a reduction of building wage rates and the prices of building materials. Such a 
course would have facilitated the scaling down of those prices whose reduction is most 
necessary to stimulate business spending in a depression, and would have helped to remove 
maladjustments in the cost-price structure, instead of reinforcing them. 

%8 Interest rates on loans for residential construction are, for example, completely out of 
line with the low rates on long-term government bonds. The various parts of the interest 
rate structure ere not closely interrelated. Despite the easy money conditions prevailing 


in general during recent years, interest rates at certain crucial points for new investment 
have remained at uneconomic levels. 
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to have had very different results in encouraging the resumption of new 
investment, in addition to stimulating consumption. As things are, the 
withdrawal of the consumption stimulus finds the country lacking an ade- 
quate tide of investment to carry forward the recovery process on its own 
momentum. 

There remains one final factor to be touched upon. Though it is shrouded 
in deep obscurity and carries us into highly speculative regions, it may quite 
well be of considerable importance in explaining the failure of investment 
to revive satisfactorily. I refer to the possibility that an increasing secular 
difficulty may be confronting business today in finding promising channels 
for investment on an adequate scale. We are not justified in assuming 
without question that profitable new investment outlets will always auto- 
matically present themselves in abundance, and in counting upon the ap- 
pearance on the scene of something similar in its effects to power-driven 
machinery, the railroad, electrical development, or the automobile. Past 
history has shown periods of secular stagnation, as towards the close of the 
last century, alternating with bursts of investment activity. The problem 
of long waves, or, in one aspect, of secular stagnation, may be equally as 
important as that of cyclical fluctuation. I shall not hazard predicting the 
future.?’ But certain general considerations are disquieting. First, the famil- 
iar fact of the rapidly approaching cessation of population growth is of 
quite cardinal importance. Second, as the curve of industrialization rises, 
it is also in danger of flattening out, in the sense that any given new in- 
dustrial development, in order to have the same relative effect upon the 
economy in its totality, has to be of progressively greater absolute mag- 
nitude. Finally, as the curve of national and per capita income rises, a 
progressively larger proportion of income is spent on nonessentials. I lack 
space to enlarge upon the implications of these considerations. I shall merely 
conclude by suggesting that, if indeed a period of secular investment stag- 
nation is confronting us, due to an excess of savings and a lack of cor- 
responding investment opportunities, the problem of appropriate govern- 
ment fiscal policy is bound in the future to be enormously more complex 
and difficult than it has been hitherto. For the government may then be 
called upon, not merely to use fiscal and monetary policy as a cyclically 
compensatory device, but also, at the same time, as an instrument for 
opening up investment outlets for the flow of surplus savings. A secular 
problem would be superimposed upon the cyclical problem, and the rôle of 
fiscal policy in the whole saving-investment equation, in promoting steady 
economic growth, would be profoundly altered and assume a new sig- 
nificance. 

The method here used for calculating the income-increasing expenditure 

** But see, on the probable future relations of capital supply and demand, the interesting 


estimates of Professors Colm and Lehmann in their study of “Economic Consequences of 
Recent American Tax Policy,” Social Research, Sup. 1, 1938. 
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of the federal government is based on an unpublished study by Lauchlin 
Currie and Martin Krost. The figures from January, 1932, are also theirs. 
The earlier figures, however (through December, 1931), were computed 
independently by Henry Villard by substantially the same methods, subject 
to cettain minor refinements. The Currie-Krost method was in turn based 
partly upon a previous unpublished study of Albert G. Hart, which had the 
benefit of Professor Viner’s comments. I am indebted to Dr. Currie for 
the following description of method. 


APPENDIX 
The Measurement of Federal Net Income-increasing Expenditures 


Tase IV 


NET FEDERAL GOVERNMENT [NCOME-INCREASING EXPENDITURES, 1929-378 
(In millions of dollars) - 


1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 


Se | meetin | RRR | een | RE | Ee A | Nae | aaam | FRIAR 


January — 49 101 88 164 384 264 291 237 
February ~~ 39 113 133 139 244 280 184 107 
March — 16 128 155 187 253 232 244 50 


Apal — | a1! 170] 165| 195| 255| 256| 3142| 99 


May — 50 169 166 172 200 240 332 46 
June — 24 171 173 215 272 383 543 101 
Fiscal year — | —534 | 1,302 | 1,776 | 1,838 | 2,392 | 3,285 | 3,407 | 2,757 
July — 67 75 154 126 97 283 272 469 114 
August —61 69 168 148 82 286 183 407 35 
September — 70 69 185 90 134 217 268 296 36 
October — 60 61 135 109 73 268 284 346 53 
November | —49 88 132 131 140 286 229 300 0° 
December —28 88 122 | 162 258 290 263 299 — 
Calendar year| — 251 | 1,748 | 1,646 | 1,856 | 3,238 | 3,154 | 4,025 900° 


2 Figures through December, 1931, calculated by H. H. Villard; from January, 1932, by 
L. Currie and M. Krost; in both cases hitherto unpublished. 

b Half the cash bonus payments made in 1936 are distributed over the month of payment, 
the two months preceding, and the three months following. 

° Preliminary. 


> 


The term “income-increasing,” as used here in reference to any given 
transaction, means that the money changing hands is either itself a payment 
for current output, or that the nature of the transaction implies that the 
money will be used as payment for current output in the near future. The 
distinction between income-increasing and non-income-increasing expendi- 
tures does not correspond to the distinction between transactions “on capital 
account” and “on income account” either from the point of view of the 
government or of the person receiving the payment. Similarly, to say that a 
transaction is income decreasing means that the volume of spending on 
current output is less than it would have been had the transaction not 
taken place. 
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The effects of a given transaction can be traced with certainty only a 
very few subsequent steps in the flow of payments in the best of circum- 
stances. In certain cases the immediate results are predictable because of 
the economic position of the person to whom payment is being made. In 
general, for example, there is little doubt as to what is done with relief 
payments. In other cases the nature of the transaction is sufficient indication 
of the use to which the funds will be put. For instance, Joans to business 
by the RFC are likely to be used almost as soon as made, both because of 
the interest factor and because of the purposes for which they are extended. 
But not all transactions can be as easily classified as these and doubtful 
cases necessitate the exercise of more or less arbitrary judgment. The general 
rule followed throughout was to assume that no increase in income occurred 
unless there was convincing evidence to the contrary. 

The sources used are as follows: the Treasury Daily Statement of the 
fifteenth of each month for the detailed statements of receipts and expendi- 
tures during the preceding months of the current fiscal year; the Federal 
Reserve Bulletin for the outstanding loans of the Reconstruction Finance 
Corporation and the constituent agencies of the Farm Credit Administra- 
tion; monthly Treasury figures on collections of internal revenue and the 
computed annual interest charge on the public debt; and lastly certain 
information not of great quantitative significance which is not available in 
any of these publications and must be obtained by special arrangement with 
the agencies concerned. 

It is clear that most receipts fall into the income-decreasing category. 
The exceptions are proceeds of borrowing, estate taxes, proceeds of foreign 
obligations held by the government, seigniorage, increment resulting from 
reduction in the weight of the gold dollar, and part of the Panama Canal 
tolls. 

Government borrowing is the most important example of a considerable 
number of items which shift from one category to another according to the 
prevailing phase of the business cycle. Over almost the whole period cov- 
ered by this paper we can assume that the desire to invest was weak, and 
attractive investment opportunities were scarce; so that the funds invested 
in new government securities were either newly created deposits (the crea- 
tion of which did not deprive the banks of the ability to make other loans 
and investments) or idle balances (which would otherwise not have been 
spent at all). Neither of these sources of funds is available to any great 
extent in periods of normal or active business. At such times funds invested 
in government securities are probably diverted from other uses. Hence, in 
prosperity and perhaps in mild recessions government borrowing is in- 
come decreasing in its effects, while in depression and the early stages of 
revival it does not decrease incomes. 

Confusion will be avoided if it is noted that statements regarding the 
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effects of government expenditure do not refer to the complete chain of 
events which begins with the transfer of a given sum by investors to the 
government and ends with the transfer of an equal sum by the government 
to those from whom it buys goods and services. The discussion at this point 
relates only to the effects of the first link in that chain. 

The effects of the collection of the estate tax vary in the same manner 
between different phases of the business cycle. In depression most estates 
probably hold enough cash and liquid assets to pay the tax without reducing 
the volume of spending which would have been done had no tax been 
paid. It is only in prosperity that the funds which are held by the estate 
(or by the buyer of the assets which it must dispose of to obtain cash for 
tax purposes) can be assumed to be fully employed. This treatment of estate 
taxes may raise the question as to why income taxes (especially in the 
higher brackets) are not similarly treated. Any guess about how the payers 
of income tax would behave if relieved of their tax obligations is extremely 
hazardous, but despite the strong popular feeling to the contrary it would 
require stronger evidence than is available to lend plausibility to the sug- 
gestion that they would simply let the money lie idle. There is the additional 
practical difficulty that no figures on the size-distribution of the incomes 
on which taxes are paid are available for periods shorter than a year. Any 
tendency on the part of high income taxation not to decrease incomes is 
compensated for in direction if not in amount by some tendency on the 
part of estate taxes to decrease incomes. 

The other non-income-decreasing receipts (proceeds of foreign obliga- 
tions held by the government, seigniorage, and the increment resulting 
from the reduction in the weight of the gold dollar) offer no problem. A 
certain amount of smoothing has been necessary, due to the fact that in- 
come taxes and certain other government receipts are payable annually 
or quarterly while their effects on expenditure are spread comparatively 
evenly over the year. 

Turning to expenditures, we find that almost all items under the first 
main heading of “General Expenditures” in the Daily Treasury Statement” 
are income increasing. Again, however, certain smoothing operations have 
been necessary, as the total annual appropriation is transferred to various 
government funds on the first day of the fiscal year, although expenditure 
is fairly even over the year. Acquisition of assets by various government 
funds will receive separate consideration below. Payments of interest have 
been considered as income increasing, while debt retirements have been 
classified as non-income increasing. The proceeds of such retirements are not 
likely to have been invested in productive enterprises on any large scale 
during the period under consideration. Interest disbursements have also 


* The classifications of the Daily Treasury Statement vary from year to year. The one 
referred to in the text is for July 15, 1936. 
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been smoothed, as most holders of government bonds do their accounting 
on an accrual basis and adjust their expenditures accordingly. Refunds of 
taxation have been considered income increasing. Finally, the postal de- 
ficiency has been made to apply as near as possible to the month in which 
the excess of expenditure over receipts actually took place. 

Under the heading of “Recovery and Relief” in the Daily Treasury State- 
ment, the activities of the Agricultural Adjustment Administration and 
the Commodity Credit Corporation have been treated as income increasing. 
The Farm Credit Administration presents some difficult problems, the ac- 
tivities of the agencies under its supervision falling partly into one category, 
partly the other. 

Relief expenditures under the Federal Emergency Relief Administration, 
the Federal Surplus Relief Corporation, the Civil Works Administration, 
the Civilian Conservation Corps, and the Department of Agriculture raise 
no important question of principle. The same is true of items under the 
heading, “Public Works,’’ where both grants, loans, and administrative 
expenses of the Public Works Administration, the Bureau of Public Roads, 
expenditures on Boulder Canyon, Rivers and Harbors, the Works Progress 
Administration, the Rural Electrification Administration, and a large num- 
ber of minor items appear.”° 

Under “Aid to Home Owners,” purchases of Home Loan Bank stock 
and preferred stock of federal saving and loan associations, together with 
most loans of the Home Owners Loan Corpcration, were found not to be 
income increasing. However, a portion of such loans went for payment of 
taxes and necessary repairs, and this portion was included as income in- 
creasing. Certain other minor housing activities were also income increasing. 

The major item which remains to be considered is the Reconstruction 
Finance Corporation. In general, loans to financial institutions, except the 
Agricultural Credit Corporation, loans to railroads, and loans on the assets 
of closed banks must all be excluded from the income-increasing category. 
Loans and allocations to other branches of the government are counted as 
part of the expenditure of the branch concerned. The other main types 
of loans have been classed as income increasing, together with a number 
of other minor items, such as the Tennessee Valley Authority, which are 
listed under the heading of “Miscellaneous” in the Dazly Treasury State- 
ment, 

The trust funds administered by the Treasury are properly speaking not 
the property of the United States government; nevertheless, the expendi- 
tures from most of these funds are controlled by policies laid down by 

2 Exception might perhaps be taken to the inclusion of Public Works Administration 
Joans to railroads as income increasing, but the major portion of such loans seems to have 
been spent for actual construction. Further, we have excluded Reconstruction Finance Cor- 


poration loans to railroads from the income-increasing class, although some part of them 
went for construction; so that the two items may roughly balance. 
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the legislative or executive branches of the government, and some of them 
have been built up very largely out of appropriations by Congress. Part of 
the income of these funds is interest on their investments (almost ex- 
clusively government securities) and the remainder consists in the main 
of deductions from salaries of government employees (or some other form 
of trusteed receipt). As both szlaries and interest have been included in 
income-increasing expenditure, ic would at first seem as if the funds would 
be neutral if their expenditures and receipts were equal, as they would 
then merely restore to private incomes what had been taken from them 
in the form of receipts. But parc of the expenditure of these funds, as re- 
ported in the Daily Treasury Statement, goes toward the purchase of addi- 
tional securities and so must be treated as similar to debt retirement. More- 
over, the two largest of these funds, the adjusted Service Certificate Fund 
and the Government Life Insurance Fund, were given the power in fiscal 
1931 to make loans on Service Certificates, in addition to the previous policy 
loans made by the latter fund. If we can assume that no one borrows against 
his life insurance or his Service Certificate without desiring to spend the 
proceeds, it follows that these loans must be treated as income increasing. 
Yet because from the point of view of the funds this simply amounts to 
a change in the assets held, neither the proceeds of the sale of investments 
(government securities) nor the payments made as a result of the loans 
are shown in the Daily Treasury Statement. It has been necessary, there- 
fore, to find out what the changes were in the holdings of government 
securities and of policy loans ky the more important trust funds during 
the period under discussion, and to subtract increased holdings of govern- 
ment securities and to add increased amounts of policy loans to our previous 
totals of income-increasing expenditures. 

No allowance has been made for the Stabilization Fund, because no 
statistics are available on its activities. The only other item of interest is 
the government’s payments to the Federal Reserve banks for industrial 
loans, which were charged against the gold profit. These have been in- 
cluded as income increasing. 

From the discussion above it should be clear that any coincidence of 
the income-increasing deficit and the reported deficit is purely accidental. 
It may be convenient to summarize the reasons why this is so. For any period 
the totals are likely to differ because of the exclusion from the above com- 
putations of certain receipts and expenditures which affect the Treasury 
Statement. In any given month hey may differ because of the adjustments 
of income tax collections and interest payments mentioned above, although 
totals of these items for fiscal years must agree with the Treasury figures. 
They may also differ because of the fact that the above figures for the 
activities of some agencies which have independent accounting systems are 
taken directly from the accounts of those agencies; that is, the attempt 
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The problem of this paper is how far and in what ways consumption 
markets affect the volume of investment activity. 

Until within a few years, many academic economists have refused to 
recognize this problem as important. It has been treated in many standard 
works simply as a special case of another problem; namely, why the system 
produces the particular kinds and quantities of consumption goods it 
does, Orthodox doctrine has held that “investment goods” (that is, new 
machines, houses, and the like) are simply kinds of goods which con- 
sumers pay for out of the part of their budgets labeled “savings,” just 
as they pay for shoes out of the part labeled “clothing.” In this view, a 
shift in consumers’ budgets between “savings” and other items must work 
just like a shift, say, between “food” and “clothing”: it must tend to 
stimulate the output of the one sort of goods and check that of the other. 
The saving of an increased proportion of income should thus create markets 
for investment goods at the expense of markets for consumption goods. 
It should increase the producticn of buildings, equipment, and goods for 
inventory, at the expense of the current flow of hats, motion picture shows, 
and so forth; while a decrease in the proportion saved should work the 
other way. True, observation teaches that both kinds of output tend to 
move roughly parallel in business fluctuations. But economics is so over- 
burdened with riches in the way of explanations for the ups and downs 
of business that there is no serious difficulty in explaining this parallel 
movement on other grounds. 

An opposition view, however, has lately been gaining ground among 
the economists. Its proponents seize upon the parallelism between the out- 
put of investment goods and that of consumption goods as the central fact 
of business fluctuations. They urge that increased saving may hinder rather 
than stimulate the production of investment goods, since it will weaken. 
consumption markets and thus destroy investment opportunities. This doc- 
trine, it should be said, has a history at least as long as that of the “orthodox” 
theory just outlined; but for most of its life it has lived in what Mr. Keynes 
maliciously terms the “underworld of economics,” and it is suspected by 
many economists on that account. This sort of suspicion is somewhat unfair. 
The “underworld’’-—the world of cranks, politicians, and financial jour- 
nalists—has often made invaluable contributions to economics. Economists 
who plume themselves on their orthodoxy should not forget that both 
the physiocrats and the hedoniscic school could fairly be called cranks, that 
Adam Smith himself was a bt of a politician, and that Ricardo was a 
pamphleteer—not to seek examles too embarrassingly near the present. But 
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theories from the “underworld” are not always completely housebroken 
upon arrival. This particular doctrine (that which Mr. Keynes calls the 
doctrine of “effective demand,” and Foster and Catchings, the doctrine of 
the “paradox of saving”) shows its origins in a crankish oversimplification, 
onesidedness, and intolerance of other perfectly compatible hypotheses— 
and, it should be added, in the bad manners to which it seems to lead in 
controversy. 

Whatever may happen in the end to some of the wider inferences drawn 
by its advocates, the doctrine of “effective demand” has at its root a very 
solid truth which academic economists too often have underrated—that 
the market for every sort of investment goods is derived from some part 
of the consumption market. Out of the consequences of this truth I propose 
to build this paper. But it must be remembered (what the advocates of such 
mechanical theories as that of the “investment multiplier” too easily forget) 
that the justification for investment is not the consumption market as 
currently observed, but future markets as anticipated. Explicit reference to 
this element of anticipations, though it makes some parts of the argument 
rather painfully obvious, is to my mind absolutely essential for analysis 
of the influence of consumption upon investment. 

The argument of this paper will be divided into three sections, each 
representing a separate stage of reasoning: The first section will deal 
with the effect of the individual firm’s selling-market experience on its 
investment activities. The second will take up the forces which tend to 
make the selling-market experience of businessmen in general stimulating 
or discouraging to investment. This involves incidentally an analysis of 
the effects of consumers’ decisions to spend rather than to save, or to hoard 
rather than to invest on the terms offered by firms seeking capital. The 
third will consider the combinations in which the governing forces are 
likely to act, and will draw some implications for economic policy. 


I. Current Selling-Market Experience and Investment within the 
Individual Firm 


For most analytical purposes, economists find it handy to say that what a 
firm does (including both its offers to buy and sell and its actual productive 
operations) is determined by its pursuit of profit in a setting of “economic 
data.” These data take in the outfit and personnel on hand, knowledge of 
productive methods, prices, and interest rates. For our particular purpose 
here, however, this formulation needs to be made more precise on the side 
of anticipations. 

The behavior of the firm, in so far as it can be explained along orthodox 
economic lines, in terms of profit seeking, must be connected with current 
experience by a chain of reasoning containing several distinct links. Actual 
operations and dealings are governed by plans of the management. Plans, 
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in turn, are governed partly by things on hand (in particular, by the amount 
of plant and goods in process, Sy existing contracts, and by the personnel 
and organization now available) and partly by anticipatory estimates. These 
estimates deal partly with technology (no part of my problem here) and 
partly with future market conditions. Behind the estimates, finally, lie the 
entrepreneur's observations, of which the firm’s own market experience 
forms a part. It follows that the price the firm gets for its current sales and 
the rate at which it is selling goods at that price affect its current operations 
only through their influence on forecasts of market conditions for later 
dates. 

Once we recognize out and out that current selling-market experience 
acts through its influence on forecasts, it is plain that we must tread softly 
in working out its effects on operations. For there is nothing in our economic 
doctrines of “profit motivation” to explain just how experience acts upon 
estimates. Facts are needed before we can do much with this question; 
and few relevant facts seem to have been collected.1 But even the limited 
knowledge available does entitle us to set up a few provisional hypotheses, 
which I shall proceed to outline. 

To begin with, we may assume that the effect of present sales volume 
and prices upon forecasts for later dates is to induce revision of provisional 
estimates already made. Changes in these provisional estimates must depend 
not so much upon whether current prices and physical sales volume are 
high or low as upon whether they are above or below previous estimates 
for the current period. If the entrepreneur finds things going about as he 
had expected they would (wkether he had expected conditions better or 
worse than in the interval just before), his estimates for later periods will 
plainly not be much disturbed. But if he is surprised—that is, if he finds de- 
mand for his products in the current period greater or less than he expected— 
this may break down the four.dations of his estimates for later dates and 
require revision. 

Ordinarily, we may suppose, an agreeable surprise on the selling market 
(price, sales volume, or both being above expectations) will tend to make 
the entrepreneur more optimistic about later intervals. If so, his estimates 
of prices (or of sales volume, or of both) for later dates will be revised up- 
ward. Similarly, an unpleasant surprise may be expected to lower esti- 
mates for the future. But this presumption holds only if the entrepreneur 
decides his estimates for the current interval were wrong because of some 
persistent factor in the situation which he has previously undervalued. 
If the reason he gives himself for the failure of experience to follow esti- 
mates is some force which has already worked itself out, the effect may 


t The only serious work on the subject of which I have heard is a promising study of 
business forecasting and planning practices now being launched by Mr. Rollin F, Bennett, 
one of the predoctoral Social Science Research Fellows. 
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be very different. To illustrate, our entrepreneur may be the owner of a 
motion picture house whose attendance last week fell below estimates. 
If the apparent reason was a decline of pay rolls in the city, or unexpectedly 
strong competition from a new theater recently opened, attendance esti- 
mates for future weeks will be revised downward. If the apparent reason 
was a circus in town (now gone until next year), further attendance esti- 
mates may stand unchanged. If the apparent reason was an abnormally 
fainy week, keeping patrons at home, estimates for next week may be 
revised upward; for there will be more people in town who have not 
recently been to the movies. We may conclude that agreeable surprises 
will ordinarily but not inevitably lead to optimistic revision of estimates 
and unpleasant surprises ordinarily but not inevitably to pessimistic re- 
vision. 

Surprises on the selling market, besides affecting the entrepreneur's 
expectations as to the future course of events, are likely also to make him 
have more or less confidence in his estimates. If current experience is very 
different from what was expected, the accuracy of further forecasts is 
thrown into doubt.? On the other hand, a peaceful interval during which 
estimates turn out unusually accurate will encourage the entrepreneur to 
feel more confidence in his forecasting ability. 

Turning to the effect of revision of estimates upon operations, it must 
first be noted that only investment operations (operations, for instance, 
affecting the scale of the firm’s plant and its volume of goods in process and 
in storage) can be much affected. Plans for output of the near future are 
already quite rigidly determined by the “things on hand” already men- 
tioned. Contracts made in the past, orders on file, equipment on hand, 
goods in process, and staff available make up a complex of factors which 
leave the entrepreneur little or no freedom as to how much he should 
produce in the next few weeks or months, or even as to what goods and 
services he should buy for the purpose. Most of the costs relating to near 
future output being already “sunk,” only a catastrophe can keep him from 
incurring the small extra costs needed for its completion. In short, much 
of what is chronologically “near future” is economically already past. 
But decisions bearing upon more remote output (decisions, for instance, 
to enlarge buildings, put in new equipment, or start a new line of re- 
search work) are much more free, being less a matter of cashing in on 
things on hand. Paradoxical as it may sound, current experience (through 
forecasting) influences operations more strongly as the output they point 
toward is more remote in time. 

We are on safe theoretical ground in laying down the presumption 


7 It may be suspected that confidence will commonly be less shaken when experience 
has bettered expectations than when it has fallen behind; but this would be very hard 
to prove. 
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that if the firm’s estimates of future markets become more optimistic the 
firm will increase its investment activity—or at least will not cut it down. 
Ordinarily, optimistic revision of estimates will make it seem worth while 
to plan larger installations of equipment and a larger inventory; and pessi- 
mistic revision will work the other way. But firms in some circumstances 
are insensitive to changes in estimates, having no investment decisions 
near the margin of doubt. A firm which has many idle machines in good 
condition, for instance, cannot afford to install more of the same type 
unless it expects either a very repid rise in its own output or else a very 
rapid rise in the price of the equipment (enough to overcome physical 
deterioration, obsolescence, and interest charges on idle equipment). Simi- 
larly, even though all equipment is in use, installation of more may be 
hopelessly unprofitable if expected selling prices for the firm’s output are 
too low. 

Investment activity may also be affected if the entrepreneutr’s confidence 
in his estimates rises or falls. Broadly speaking, the degree to which he 
can profitably commit himself by buying specialized equipment and train- 
ing specialized workers will depend on the certainty of his forecasts. The 
more uncertain he is, the more he must avoid laying out money on things 
he cannot be sure he will find opportunity to use as planned—the more 
he must preserve flexibility at the expense of specialization. This means 
that increased uncertainty will lead him to pile up cash balances and possi- 
bly inventories, but to avoid debt commitments and to steer clear of possibly 
useless purchases of durable equipment. Increased certainty, naturally, will 
work in the opposite direction. 

Summing up the factors affecting the influence of the firm’s current 
selling-market experience on its investment operations we find that they 
are five in number: (1) Current experience works indirectly, through its 
effect on estimates for the future. (2) What is important is chiefly the in- 
fluence of surprises as to markets in causing revision of provisional esti- 
mates for later dates. (3) Surprises will also affect the entrepreneur's 
confidence in his power to forecast accurately. (4) Ordinarily (but not 
invariably) agreeable surprises will lead to optimistic revision of estimates 
and disagreeable surprises to pessimistic revision. (5) Investment activity 
will ordinarily be stimulated Ly optimistic revisions or increased confi- 
dence in forecasts and checked by pessimistic revisions or by growing un- 
certainty; but firms operating at a very low rate (or at very unprofitable 
price) may be insensitive to such changes in anticipations. 


Il. General Influences on the Consumption Market 


Monetary analysis of the consumption market is one of those annoying 
things in economics which go round and round; and the only way to get 
a clear view of it as it revolves is to use symbolic methods, of the general 
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type developed by D. H. Robertson, Dr. Tinnbergen, and the Swedish 
economists. For the problem of this paper, moreover, it is essential to 
adopt the Swedish device of treating prices, sales volumes, etc., both as 
anticipated and as experienced. The results of such a symbolic analysis? 
may be summed up as follows: 

1. Total receipts of business from sales to consumers in any interval 
(such as a week or month) will ordinarily approximate the total receipts 
expected at the beginning of the interval, since payments leading to con- 
sumer income are budgeted on the basis of expected receipts. 

la. (Corollary) If receipts are on the whole expected to be greater or 
less than in the previous interval, they will actually be greater or less— 
though the change may be greater or less than was expected. 

2. Receipts of business from sales to consumers will total less than 
expected if businessmen, during the interval, pay out less to consumers 
than was planned originally, thus curtailing each other’s markets; in the 
contrary case receipts will outrun expectations. 

3. Receipts will total less than expected if businessmen’s plans for 
inter-firm dealings do not match, so that firms selling to other firms 
expect to take in less dollars from those sales than the other firms plan 
to disburse. 

4, Receipts will total less than expected if the total of cash and bank 
deposits in existence shrinks, if government bodies increase their cash 
balances, or if businessmen plan to increase theirs (at a time when more 
money is not being made available by credit expansion or otherwise). 

5. Receipts will total less than expected if the sum of consumers’ 
actual savings plus any actual increase in the debts of business to banks 
exceeds the amount of financing business men had planned to absorb. 

While the other four findings will be made useful presently, this fifth 
conclusion is the critical one for the controversy over the “dilemma of 
thrift” from which this paper started. Mr. Keynes is plainly right that 
the number of dollars per year saved must rise as national income rises. _ 
If we make the Keynesian assumption that visible investment opportunities 
depend almost solely on the terms of financing offered to business, then 
a rise of income plainly tends to make savings outrun planned financing. 
This in turn tends to cause receipts on consumption markets to fall short 
of expectations, and thus to make businessmen more pessimistic and to 
check the boom. The only remedy, under this assumption, is an expansion 
of cash and bank deposits which happens without any increase in the 
debts of business to banks, unless accidentally there is a favorable con- 
stellation under heads one, two, and three of our findings. But if we 


° A simplified model of the symbolic argument is given in the appendix to this paper; 
see pp. 122-5, below. The same argument, in slightly more elaborate form, was presented 
in my article in the Review of Economic Statistics for May, 1937. 
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follow the more reasonable lead of Dr. J. R. Hicks and assume that visible 
investment opportunities at a given rate of interest increase as national 
income rises, the outcome is not quite so disturbing. Under this more 
sensible assumption, there is no necessity that the growth of savings should 
cause a “deficiency of purchasing power,” although a possibility of this 
outcome remains. Most of the apparent force of Mr. Keynes's objections 
to thrift therefore vanishes if we give up his assumption of the rigidity 
of investment opportunity. 

For most purposes, the five sets of conditions which may cause receipts 
on consumption markets to diverge from expectations are also adequate 
as a statement of the conditions under which sellers to consumers will find 
the demand for their products oa the whole better or worse than expected. 
Ordinarily, a firm which takes in more dollars than it expects does so 
by means of selling a larger physical quantity of goods than expected, at 
a price at or above the expected level. But there is one important exception. 
A firm may cut prices in order to reduce its inventories, and thus have 
greater-than-expected receipts through selling an unexpectedly large quan- 
tity at an unexpectedly low price. In such a case, receipts exceed expecta- 
tions for this firm not because it found markets better than it expected, 
but because it found them so much worse that it decided to sell off stocks 
on hand before they depreciated still more. But the price concession, at- 
tracting consumers’ outlays away from other sellers, will cause those other 
sellers to have receipts below expectations. Attempts to sell off inventories 
by price cuts thus tend to cause general disagreeable surprises as to markets; 
and the contrary holds good of attempts to pile up inventories until buyers 
will meet an expected price advance. 

The type of inventory-reduction campaign now on foot in business, 
it should be mentioned, is of a rather different type, since primary reliance 
is placed not on price cuts but oa reduction of purchases. This means either 
that inventories are shifted backward from retailers to wholesalers, manu- 
facturers, etc. (where they still look equally alarming), or that production 
is cut down and pay rolls, etc., fall. This reacts adversely on retail sales. 
There is serious danger in such circumstances that inventories will not 
shrink much, sales falling nearly as fast as purchases; and since falling 
sales volume reduces the apparent need of inventories, the situation may 
grow more and more frightening. When business is obsessed, as at pres- 
ent, with the idea of reducing inventories without price concessions, al- 
most anything may happen; for it is next to impossible to reach equilibrium 
through getting inventories down to the desired extent. 


II. Necessary Conditions for Continued Business Improvement 


To go on from this foundation to a general discussion of business fluctu- 
ations and of economic policy is both beyond the bounds of this brief paper 


120 American Economic Association 


and beyond the reach of the limited knowledge and experience I can bring 
to bear. Accordingly, I shall confine myself to a few rather unsystematic 
suggestions as to the general implications of my results.* To keep down 
the length of the paper and to avoid confusion, I shall state these in terms 
of the necessary conditions for continuance of a business upswing already 
under way. 

The corollary to finding (1) of the last section indicates that the dollar 
volume of consumption sales in any short interval can increase substantially 
over the previous interval only if businessmen on the whole expect such 
an improvement; while if a substantial improvement is forecast, it will 
tend to realize itself. The same rule applies with even greater force to an 
expansion of the physical volume of sales to consumers. Such an increase 
must have been expected not only at the beginning of the interval in ques- 
tion but previously; for to put the goods on the market requires previous 
preparation. 

Even though the expectation of improvement exists, however, so that 
business does actually improve, the movement will lose its momentum if 
the improvement over several successive intervals is less than expected; for 
this will certainly lead to pessimistic revision of estimates and thus under- 
mine the improvement. Improvement can continue, therefore, only if ex- 
perience of both selling prices and physical sales volume on the whole 
comes up to or exceeds expectations; that is, the improvement depends 
on the forces tending toward agreeable surprises balancing or outweighing 
those which tend to induce unpleasant surprises. 

In times of rising business, there is a persistent bearish factor at work 
in the rising cash requirements of government and the increasing turn- 
over cash requirements of business itself. In the early phases of revival, 
release of business balances through rising confidence is likely to furnish 
the necessary cash and bank deposits. But businessmen cannot forever 
grow more and more confident of their forecasting ability; so that this 
offset is limited. Bank deposits may expand; but in so far as this expan- 
sion takes place through loans to business it displaces consumers’ funds 
from investment opportunities. Unless the business expansion opens up 
enough investment opportunities to absorb consumers’ savings plus the 
expansion of bank loans to business, therefore, it is likely to stop itself 
through increasing cash requirements. 

Several other factors acting through the consumption market must be 
treated as random influences. Their effect may at different times be either 
bearish or bullish. They undoubtedly explain part of the irregularity of 
the business curves and possibly some major turning points. Four of these 


*To avoid possible confusion, I should state that I view my approach not as yielding 
a new theory of fluctuations, but as providing a tool which can be used in developing 
existing theories. 
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random influences deserve particular reference: (1) Discrepancies in busi- 
ness estimates for inter-firm dealings have a bullish influence if sellers 
expect a larger dollar volume than buyers; bearish in the contrary case. 
(2) Policies toward inventories may be unstable. When there is a wide- 
spread attempt to build them up, markets tend to be better than expected; 
whereas a general attempt to cut them down tends to fail in its purpose, 
while spreading gloom on every hand. (3) The distribution of surprises, 
as among industries whose investment plans are sensitive or insensitive 
to their sales experience, may vary. When the sensitive industries are the 
ones whose experience is unexpectedly good, the amount business plans to 
invest will jump (leading to gereral agreeable surprises); but if the sensi- 
tive industries are those whose markets are bad, planned investments will 
drop below savings. (4) There are certain industries (such as electric 
power and automobiles) whose sales are used by others as business barom- 
eters, and their experience will therefore affect investment plans. When 
their sales are conspicuously good, the effect is bullish. It should be added 
that the interpretation of their experience, and also of the experience of 
the firms doing the forecasting and planning, will hinge a good deal on 
what phase of the business cycle businessmen think we are in—for many 
of them are firm believers in the cycle. When they think a relapse is due, 
agreeable surprises on their own markets or on those of the “bellwether” 
industries will be discounted; while at other times they will receive more 
weight. 

As a remedy for a slackening of the upswing short of the level of full 
activity, it is tempting to prescribe either an inflationary credit policy or 
an attempt to discourage savings by squeezing large incomes. In a shott- 
run view, Iam inclined to believ2, such measures have a bullish substantive 
effect. That is, their influence, side from what people think of them, is 
actually favorable to a renewal of the expansion. But this substantive ef- 
fect, owing to the slowness with which such measures reach the factors 
actually affecting markets, comes on only with a lag; and its size is hard 
to gauge. 

Unfortunately for the economist’s peace of mind, steps taken by the 
government and central bank have effects also through what people think 
of them. Public policy does not act in a vacuum. It is a major focus of 
attention for the business forecasters; and every day the financial page 
carries columns of speculations as to the intentions of the policy-makers, 
the measures they are likely to adopt, and their prospects of success. This 
is one of the major perils of the present situation. It is well known that 
many of the monetary measures of the Administration in the last few years 
have done what they ought not to have done, and have failed to do what 
they ought to have done; and the public seems to have drawn the inference 
that there is no health in them. 
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This public skepticism has been built up largely by the Administration’s 
tendency to rely more on what its press agents have said it was doing than 
on its real activities. Actual achievements in many directions have been 
substantial; but they have in general fallen far short of the Administration’s 
rash advance predictions. Both the announcement that the goverament was 
about to do great things and the disappointment of expectations based upon 
that announcement are disturbing; and the adverse effects of exaggerated 
publicity have in some fields largely canceled the favorable substantive ef- 
fects of well-conceived measures.” The public has for several years been 
kept in a state of perpetual excitement by a policy of making all measures, 
however small their substantive importance, sensational news; and we are 
threatened with something like a mass nervous breakdown in business. 
Perhaps the most constructive step the administration could now take 
would be to persuade its press agents to cultivate understatement rather 
than exaggeration for a change, so as to give the substantive effects of 
its measures a chance to work. In such a setting, if the administration 
can actually find means to reduce building costs (through getting down 
the prices of materials, through getting the industry reorganized so that 
the annual wage” becomes workable, and possibly through guiding local 
governments in revision of their building codes and zoning ordinances), 
if it can come to terms with the utility companies, and if it can carry out 
various other thoroughly sound measures now contemplated, government 
policy may make a decisive’ contribution to a new business upswing. Fail- 
ing such a revision in the tone of government publicity, further recovery 
must come in spite of rather than because of government action. 


Symbolic Appendix 


The conclusions listed at the beginning of section II of the text must 
be justified by symbolic analysis. A completely general analysis would be 
outrageously bulky and complicated; in consequence I confine myself here 
to a simplified model. The construction follows that of the Review of 
Economic Statistics article previously referred to, though the notation is 
slightly simplified here.® 


“The Administration’s current proposals for reducing building costs threaten to give a 
new example of this sort of failure. There is no doubt that a revival of building would 
help the country a great deal; and there is no doubt that if construction costs were lower 
building would go better. But though cost reduction actually achieved would be bullish, 
the advance announcement that the government will try to get costs down is bearish. 
It encourages postponing building in hopes of doing it cheaper next year; and it increases 
the uncertainty of business calculations in many industries, The press campaign may serve 
to convince the public that the administration is making an effort to resume business 
recovery: but it cannot do half so much toward breaking the log jam in building as (say) 
a local agreement in some one important center for reducing the cost of labor and of 
Jocally produced materials (bricks, etc.), which could be brought about just as well with- 
out advance publicity. If the campaign for cost reduction fails, as is quite possible, the 
attempt will have done more harm than good. 

This analytical device was suggested to me by a symbolic analysis of the savings- 
investment problem by Professor Erik Lindahl (Handelshögskolan, Gothenburg, Sweden) 
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Notation: 


The following list defines the terms used: 

M (money): sums on hand (in cash and bank deposits) at given date. 

G (goods): sums changing hands in payment for goods and services. 

F (fimancing): sums changing hands in connection with advances and 
repayments of capital funds; here used to show net advances less repay- 
ments, so that it may be less than zero. 

D (dividends): dividends and profits withdrawn from business. 

N (new money): net amount of new money (and bank deposits) 
created. 

All these terms are used to give sums of all transactions of the sort indi- 
cated by the symbol and subscripts within a given “week.” 


Dealer subscripts: 


Holders of cash and makers and receivers of payments are indicated 
by subscripts, as follows: 

b (banker): financial institutions whose liabilities serve as “cash.” 

e (enterprise): nonbanking basiness firms, whether or not incorporated. 

2 (individual): persons in their private capacity. 
Holders of cash balances are identified by a single subscript following the 
term. Transaction terms are followed by double subscripts, the first show- 
ing the classification of the receiver of payment and the second that of 
the payer. Thus: M; denotes cash balances of private individuals, Ge; pay- 
ments by individuals to businessmen for goods and services. 


Estimator subscripts: 


Transactions as anticipated may be different from the standpoint of the 
two parties. The estimator is therefore identified by a subscript before 
the term, either r (for the receiver of payment) or p (for the payer). 
Transactions as experienced are the same for both parties; so that no 
estimator subscript is needed. Where no such subscript is given, therefore, 
the term represents experience rather than anticipation. 


Dates of cash-balance terms: 


M(0) denotes a cash balance at the beginning of the week. 
M(1) denotes a cash balance at the end of the week, as it turns out 
in fact. 


which was circulated in mimeographec form at the London School of Economics in the 
autumn of 1934. Despite differences in choice of symbols and in arrangement, the analysis 
here given is closely related to his. The chief difference in substance is that Professor 
Lindahl reasons chiefly in terms of income accounts, while my formulas represent exclu- 
sively cash accounts. This change has great advantages because the cash account for a 
past period is closed, so that accounts as experienced are certain; whereas the income 
account for all past periods is always subject to revision, since it involves capital values 
which rest upon anticipations for later dates. 
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M(1,0) denotes a cash balance at the end of the week as estimated 
at the beginning of the week by the prospective holder. | 


Conbined anticipated cash account for all business enterprises: 


Business has on hand at the beginning of the week M.(0) in cash; it 
expects to take in Gee and -Gei from sales of goods and services respec- 
tively to other businessmen and to consumers; it expects to take in „Fe 
from the increase of its debts to banks and Fe; from investment of con- 
sumers in its securities. Business expects to pay out pGee for purchases from 
other firms and pGie for purchases (chiefly of services) from consumers; 
it expects to pay out pDie in dividends and entrepreneurial withdrawals 
(inter-firm dividends being ignored); and it expects to have on hand at 
the end of the week a cash balance of Me (1,0). This may be summed up 
in the formula: 

(Formula 1) 
M.(0) -+ 1Ges -+ Ge + rF ep + Fei = pee + ple + pDie -+ Me{l, 0). 

This may be rearranged to show anticipated receipts from sales to con- 
sumers as follows: 

(Formula ta) 
rGet = pGee — Ges + pGie + pDice — Fe — Fa + Meld, 0) — MeO). 
Combined experienced cash account for all consumers: 


In actual experience, consumers’ cash on hand at the beginning of 
the week, plus their receipts from business and from banks (represented 
here only by dividends) must have the same total as their outlays for 
purchases of goods and services from business and for investment in securi- 
ties, plus the cash balance left at the end of the week. This may be summed 
up by writing: 
(Formula 2) 

M;(0) + Geo + Dis + Do = Ga + Fa + M:(1). 

Transcribing and rearranging, we may find actual receipts of business 

from consumers: 
(Formula 2a) 

Ge = Gye + Dis — Fa + Mi(0) — Mi(2) + Dis. 
Allowance for banking: 


If we suppose that money is created only by banks, and that their only 
expense is dividends, we may write: 
(Formula 3) (Formula 3a) 
N = Fa + Di; whence Dis = N — Fos. 
This enables us to rewrite Formula 2a into: 


(Formula 2b) 
Ge aS Gie -+ Dis — Fa — Fa -+ M;{(0) = M;(1) + N. 
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Excess of expected over actual recei pts from consumers: 


Having obtained expressions both for receipts as expected (Formula 
la) and for receipts as experienced (Formula 2b), we may easily subtract 
the second from the first, which gives us an expression for the “deficiency 
of purchasing power,” as follows: 

(Formula 4) 
Gei — Ga = [ Gee — ‘Geel 
+ [Gie + pDie) — (Gie + Die) 
3 1) = M.(0 co N] 
+ [Ms(1) — M:(0) + Fa)l 
-f F eb 
gag IEF + rFes)]. 
Interpretation of Formula 4: 


The first term in brackets shows the discrepancy in plans for inter-firm 
dealings (cf. conclusion 3 of the text, p. 118). 

The second represents the excess of planned disbursements of business 
to consumers over actual disbursements (cf. conclusion 2). 

The third represents planned increases in business cash balances, less 
the creation of credit (increase in total balances) (cf. conclusion 4). 

The fourth represent consumers’ saving—or, if you will, savings ex- 
cluding corporate savings and savings invested in goods bought by con- 
sumers from business. 

The fifth represents actual advances from banks. 

The sixth represents the amount of capital funds business had planned 
to derive from banks and individuals. 

The fourth, fifth, and sixth terms combined are the foundation of the 
fifth conclusion of the text. 


WAGE RATES 


By LEO WOLMAN 
Columbia University 


Some of the relations between wage rates and the flow of investment 
are direct and reasonably simple. In businesses that are going concerns 
it is customary to replace obsolescent with new equipment and thereby 
to maintain or increase the efficiency of labor. In the absence of such 
replacement, revisions in existing standards of pay may and do become 
necessary. 

Within many industries geographical competition among firms often 
leads to the diversion of business from high to low cost regions and 
to substantial investment in plant and equipment in the newer areas. A 
recent report? on the progress of mechanization in the bituminous coal 
industry says: 

The geographical distribution of mechanical loading has been much affected by physical 
conditions and by differentials in wage rates. The areas where mechanization has ad- 
vanced farthest down to the end of 1935 were the Northern Rocky Mountain States, 
Illinois, and Indiana, areas where seam conditions were favorable and where, during 
the period from 1923 to 1933, wage rates, by comparison with the southern and eastern 
fields, were relatively high. ... In the Appalachian States ... the proportion mechanically 
loaded was much smaller. . . . Recently market conditions and the trend of wage rates 
have tended to stimulate mechanization in the Appalachian region, and a large part of the 
sales of equipment reported by manufacturers in 1936 went to the bituminous fields of the 
East and South. .. . The largest installations of mechanical loading equipment seem to 
have been made in West Virginia. . . . The increase indicated for West Virginia is con- 
tinuing into 1937. In April 1937 the report of the State Department indicated that 12.6 
per cent of the State output was loaded with conveyors or loaders compared with 2.1 
per cent as late as 1935. 

These developments are not peculiar to the coal industry. They have 
been and are the normal consequence of the quest for lower costs and 
more favorable conditions of manufacture in a wide range of American 
industries. Since the recovery of business in 1933, the movement of wages 
and other elements of the labor situation have contributed to substantial 
shifts in the location of plants in the textile, rubber tire, automobile, and 
metal industries. While no estimates of the amount of investment re- 
quired for such a transfer of activities are available, it is clear that it must 
have been considerable. 

An analogous condition exists where excessively high wages or labor 
cost in particular occupations or jobs in time brings on new investment 
and the substitution of machines for men. This is a continuous process, 
common to all industry, and it is limited in extent by the availability of 
funds for investment and by the reasonableness of their price or by the 
sensitiveness of wages and labor cost to changing conditions of the market. 

©, E. Kiessling, F. G. Tryon, L. N. Plein, F. E. Berquist, “Progress in Mine Mech- 


anization,” in Minerals Year Book 1937, U. S. Government Printing Office, Washington, 
1937, pp. 36, 37. 
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Added to these occasions for the growth of investment is the applica- 
tion of capital to industry during periods of the general expansion 
of business. In such times, there is a marked acceleration in the flow of 
investment funds. New industries are begun and developed; old ones are 
reorganized. New areas are opened-up and unused pools of labor are 
brought into use. Unexploited resources are tapped. Inventions and new 
methods of production, requiring the expenditure of funds, are intro- 
duced, Construction and capital-producing industries expand. In the proc- 
ess, active competition for labor tends to raise rates of wages in both 
old and new industries and to sustain them at these higher levels as long 
as the phase of expansion lasts. Part of the gains so made have, in the past, 
usually been retained during the succeeding period of declining business and 
employment. 

It goes without saying that the use of investment funds in large volume 
for these purposes and in this manner depends on the existence of favor- 
able surrounding circumstances. In the labor situation such circumstances 
would involve the capacity to make long-term commitments as to labor 
cost, the assurance of a reasonable degree of industrial peace, the absence 
of wholesale and drastic restrictions on output and the use of machinery, 
the existence of a level of wage rates and labor cost commensurate to the 
capacity of industry to pay, the ability of management to maintain accepted 
codes of discipline, and protection of the labor force against a progressive 
deterioration in quality. 

How far these elements of a labor situation, favorable to the expansion 
of investment, have existed since 1933, it is, of course, difficult to say. 
But the available record is sufficient to permit at least a tentative appraisal 
of the most striking features of our current labor situation. 

On two occasions since the middle of 1933 there have been quick and 
exceptional increases in labor cost. The first was in the few months fol- 
lowing the inauguration of the NRA; the second in 1936-37, a period 
coinciding with the rise of the C.I.O. While there are no satisfactory 
measures of labor cost itself, at least two important elements of labor cost, - 
wage rates and hours, can be measured with considerable accuracy for 
these years and the remaining elements can be estimated in useful, if 
general, terms. On the movement of wage rates and hours of work in 
this period I shall use only figures for the manufacturing and bituminous 
coal industries. In manufacturing the average rate of wages was forty-two 
cents an hour in June, 1933, and sixty-six cents in August, 1937. The rate 
of wages for this type of labor, covering some eight to nine million per- 
sons, thus increased 57 per cent. If pay roll taxes for social security are 
included the increase would be 60 per cent in 1937, and at the beginning of 
1938, 61 per cent. In bituminous coal, the increase in the rate of wages 
during the same period was 99 per cent. 
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The average full-time work-week in manufacturing industries was in 
1937 from seven to eight hours less than in 1929. Compared to the last 
months of the depression, the reduction in the length of the work-week 
was even: gteater and may easily amount to ten hours per week. The 
average normal work-week in manufacturing in 1937 was roughly forty 
hours. In bituminous coal it was thirty-five hours. From 1933 to 1937, 
the reduction in the length of the work-week of soft coal miners ex- 
ceeded that of manufacturing considerably, and amounts in some esti- 
mates to as much as thirteen hours per week. 

Forces operating in the American labor market since 1933 have prob- 
ably raised other costs of doing business as well. In the past four years, 
the organized labor movement of this country has enjoyed an exceptional 
increase in membership.” In the autumn of 1937, total membership of 
all the groups in the American labor movement may be conservatively es- 
timated at six million, or twice the number in 1933. This is the largest mem- 
bership ever recorded in this country and exceeds the previous peak of 1920 
by roughly one million. One important consequence of this growth has been 
the spread of unionism into unorganized industries, such as steel, auto- 
mobiles, cotton, and metal manufactures. 

In the industries which have been recently organized, the unions have 
brought with them their traditional policies and practices of restriction. 
While many of the new unions are still too weak to enforce their will, 
the kinds of demands they have already made and the occasional con- 
cessions they have won, as well as their general behavior, suggests the pros- 
pects of increasing costs arising out of the adoption of the usual devices for 
restricting output. In other directions, the more extensive adoption of union 
rules, limiting the right of management to discharge and enforcing seniority 
rules in the hiring and layoff of labor, are having the effect of restricting the 
powers of management, keeping less competent workers on the job, and 
slightly but gradually and measurably adding to the costs of operation. 

Regarded in terms of the total business situation, the character of the 
recovery we have had since 1933, and the persistence of high rates of un- 
employment in many branches of industry, these increases in labor cost 
would appear to be excessive, difficult to absorb, and, hence, not calcu- 
lated to encourage new enterprise, risk-taking, and the investment of 
large funds in industry. Professor Alvin Hansen put it forcefully and in 
my judgment accurately when he said:* 


The failure of new investment in this recovery is due in large part to a tendency to 
push costs up higher than the level of income justifies. This is due partly to governmental 


* For estimates of recent changes in union membership see Leo Wolman, “Union Mem- 
bership in Great Britain and the United States,” Bulletin No. 68, National Bureau of Eco- 
nomic Research, December 27, 1937. 

* Alvin H. Hansen, “The Consequences of Reducing Expenditures,” Proceedings of the 
Academy of Political Science, XXVII, 4, 70-1. 
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policies. It is notorious that building material and labor costs have been pushed to a 
level that prevents the construction of new houses on a scale commensurate with current 
requirements. ... In our basic industries there is danger that continued increases in wage 
rates may place our cost structure in a disequilibrium position with respect to the outside 
world. The administration, and with it public opinion, has never faced the utter fallacy 
of trying to boost income, output and employment by raising costs. The question may 
well be asked whether certain types of federal expenditures have not in large part had 
the effect of boosting costs when the real purpose was to increase income and employment. 
We have apparently yet to learn the lesson that high wage rates do not of themselves 
guarantee a high labor income and full employment. We have too often put the cart 
before the horse. 

These forces which have already made for high labor costs will not in 
the near and predictable future yield to the necessities of the business 
situation but may indeed be reinforced by the rising power of organized 
labor and government and by the influence of new institutions created to 
effect social reform and to improve the lot of labor. The belief in the 
efficacy of high wage rates neither the government nor organized labor 
may be expected quickly to discard. Public commitments to this doctrine 
have been too frequently and too vigorously repeated. Much of the gains 
won by the unions may be traced to the organizing campaigns and strikes 
that resulted in substantial advances in the hourly rate of wages and equally 
considerable reductions in the work-week. A large part of the political 
following of this Administration may likewise be traced to the promise 
of higher wages and fewer hours. 

Now that the course of business has changed and we face declining 
employment and pay rolls and narrowing margins of profit, the high 
wage doctrine seems more tenacious than before. The chances for gen- 
eral adjustments in wages are not bright. In the industries producing con- 
sumers goods, whether unionized or not, moderate wage adjustments have 
been made and, if the depression fails to lift, more may be expected. But 
in the great basic industries of the country engaged in construction and 
the making of equipment, where recent rises in cost were exceptionally 
steep and quick, rates of wages and hours of work appear to be fixed 
for some time to come. It is this group of industries in the main which 
lagged in the recovery and which are most dependent for full employ- 
ment and satisfactory revival on an adequate supply of investment funds. 

The continuing conflict for supremacy between the American Federa- 
tion of Labor and the Committee for Industrial Organization will act to 
support existing wages while the depression lasts and to raise them again 
once business begins to improve. For in their struggle for membership, 
these two organizations will compete against one another by offering 
potential members higher standards of wages and hours and by hesitating to 
recede from standards already in force. How far such competition may go is 
suggested in the recent contest over the provisions of the Wages and Hours 
bill when the A.F. of L. outbid its rival by supporting national minima of 
forty cents an hour and forty hours a week while the C.I.O. was willing to 
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accept minima, presumably lower than these, adjusted to prevailing indus- 
trial and geographical conditions. 

Proposed legislation, like the Wages and Hours bill, although aimed at 
raising the rates of wages and reducing the hours of work of only the lowest 
paid and hardest worked labor, could hardly be made effective without re- 
sulting in a general increase in labor cost in the factories and industries 
affected by the law. Wherever minimum wages of unskilled labor are fixed 
in the law, the practical necessities of management will require the main- 
tenance of existing wage differentials and, therefore, a general rise in the 
rates of all grades of labor. If, furthermore, the purpose of this type of na- 
tional legislation is, as it is often stated to be, the achievement of greater 
uniformity in prevailing geographical and occupational wage differentials, 
then the rise in wages and cost may well be much greater than is con- 
templated by supporters of the bill. 

There remains a relatively new factor whose influence will probably be ex- 
erted in the same direction. This factor is our social security legislation and, 
in particular, our unemployment compensation laws. For practical purposes 
they become effective in the beginning of 1938. Under the terms of these 
Jaws, as of all similar legislation, it becomes the continuing function of 
established agencies of the government to define employment and un- 
employment and hence to determine whether jobs offered to the claimants 
of unemployment benefit are suitable or not. In the exercise of this duty 
these agencies are required to review wages and working conditions and 
to pass upon them. If we may judge by foreign experience in this regard, 
decisions as to suitable employment tend shortly to freeze existing stand- 
ards of work and wages at levels higher than they would otherwise be. As I 
pointed out some years ago:* 

Some formal and generalized definition of unemployment will be required in any 
system of unemployment insurance. But once the system of definitions becomes rigid and 
insensitive to industrial change, the resultant administrative practice will be forced to add 
to the unemployment which it is created to relieve and reduce. . . . The elaborate rules and 
practices that have grown up in the English system around the notion of suitable employ- 
ment, wherein eligibility to benefit turns on the availability of almost the right kind of 
a job, are bound in the long run to delay or obstruct that free absorption of labor which 
is a prerequisite to business activity. It would seem to me to be doing no violence to the 
record of experience to say that the successful management of widespread systems of 
unemployment insurance involve . . . complete overhauling of the doctrine of suitable 
employment and of its corollaries. 

We enter the next phase of business, whatever it may be, with the 
costs of labor already high. In the current depression the elements that 
go to make up labor cost are stubbornly and effectively resisting the forces 
of adjustment. As far as one can see into the future, the policies of 


î Leo Wolman, “Some Observations on Unemployment Insurance,” American Economic 
Review, Vol. XIX, Sup. 1 (March, 1929), pp. 26-7. 
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government and organized labor and the effects of our unemployment 
compensation laws will combine to fix labor cost at levels not much lower 
than they are today. This, in my judgment, is a labor climate not favorable to 


the large-scale expansion of investment and hence of employment and earn- 
ings. | 


FISCAL POLICIES 
ROBERT Murray HAIG, Chairman 


The chairman called attention to the significance of the discussion, repre- 
senting as it did an effort to focus upon the problem the attention of specialists 
in both monetary theory and public finance, fields that in America are often 
segregated to an unfortunate extent. He also made a plea that economic re- 
formers, in formulating their proposals involving the use of fiscal tools to achieve 
remote and indirect economic effects, give due consideration to the immediate 
objectives, such as productivity, ease of administration, certainty and equity, which 
students of public finance consider important. 

Commenting on the paper of Arthur D. Gayer, Alfred G. Buehler said: 


Although the stabilizing effects of public expenditures on economic conditions have been 
greatly exaggerated in popular discussions in recent years, it seems probable that properly 
planned, long-range expenditure programs may tend to lessen somewhat our general 
economic fluctuations. Serious difficulties arise, however, in the effort to control public 
spending so that instability is not increased, so that public moneys are not wasted on fruit- 
less projects, and so that government budgets are not dangerously unbalanced. 


After observing that relatively little thought had been devoted to the effects 
of taxation upon cyclical movements, Mr. Buehler commented on the availability 
of the various types of income taxes and death duties as business stabilizers: 


Excess profits taxes have . . . proved to be impracticable of administration. . . . Income, 
estate, and gift taxes may be used, to be sure, to reach income that might be saved, ... 
to raise revenues for more rapid debt retirement . . . so that depression spending may be 
supported safely by borrowing. .. . 

A practical difficulty . . . is the possible unwillingness . . . to cut debts substantially 
during prosperity. . . . Further complications arise in the attempt to develop a flexible 
borrowing and tax program with the maximum stabilizing effects and the minimum damage 
to economic processes, 


Selecting the undistributed profits tax for extended analysis, with particular 
reference to its economic repercussions, Mr. Buehler said, in part: 


In sponsoring the undistributed profits tax, Treasury officials . . . as well as those of 
the corporations in defense of their practices, exaggerated the facts. It was true, of course, 
that corporate speculation helped to carry the boom of the 1920’s to excessive heights, 
and that corporate reserves, with some exceptions, were inadequate to maintain a steady 
stream of dividends during the depression and to provide stabilized employment. The 
reserves did serve to some extent, however, as a shock absorber against the ravages of 
the depression. Not only corporate investments, moreover, but investments in general were 
nee away by the speculative optimism of the predepression era. It would be foolish to 
n the corporations alone for producing the boom of the 1920's and the subsequent 

epression. .. . i A a R 

The problems of investment fluctuations cannot be considered merely in terms of the 
amount of savings and other funds available for investments. The control of investments 
involves the control of the demand for funds as well as the supply. . . . Corporate savings 
and ee moreover, are only two of the many important elements in economic 
instability... . 

Undistributed profits taxation .. . has undoubtedly cperated to increase the cash dividends 
of corporations and to reduce the undistributed profits, although much of the increase 
in dividends must be attributed to improved business conditions. . . . 

The business world is generally convinced, if one may judge from recent surveys, that 
the undistributed profits tax is a serious detriment to raising capital necessary for expansion 
purposes, and that the tax has exerted a depressing influence on production. It is pointed 
out that there has been a dearth of new security financing while the tax has been in opera- 
tion. . . . The capital obtained from security issues has, of course, fluctuated more than 
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the capital derived from retaining profits. The chief detriment to new security issues has 
probably been the business outlook, although governmental restrictions upon the issue 
of new securities and security exchange activities have also had some effect. 


In conclusion Mr. Buehler said: 


The most serious problems in all proposals (to tax undistributed profits with a view 
to stabilizing economic conditions) are (1) the determination of the proper amounts of 
investments, (2) the proper rates of change in investments, (3) the proper allocation of 
investment funds, and (4) the perfectior. of a technique of control. The active controversy 
among theorists concerning the importance of various factors in cyclical movements, the 
paucity of data relative to business investments, and the inadequate development of business 
forecasting are further obstacles in a control program... . 

An undistributed profits tax may have a limited usefulness as an auxiliary measure in 
stabilizing investments, but by itself it is apparently inadequate to accomplish the de- 
sired end. ... It is plainly no panacea for business cycles. 


Arthur R. Upgren presented an analysis of prices and output since 1932 
indicating that “since 1935 in the case of the United States . . . wholesale prices 
have been increasing at a more rapid rate than industrial production.” The data 
“suggest a possible measure of inflation that may be expressed in the form of an 
index, . . . applicable to the situaticn for output as a whole and to the situation 
for individual industries.” He continued: 


It must be emphasized that this index is only an index of relative inflation. With the 
measurement of relative inflation by the ratio of price rise to output increase, the positive 
scale of the index would range from zero (no inflation, i.e., no price rise accompanied by a 
positive increase in production) to infinity (price rise without increase in production). 
The point recorded by 100 on such a scale may be regarded as a “critical” point, for 
indexes above this point indicate prices rising faster than output, or, what might be 
termed “absolute” inflation. What has been termed a secondary objective of expansionist 
measures, debt-burden reduction, can be achieved under such a condition but an equitable 
distribution of income hardly can. 

Based on the index that has been suggested “serious” but short-lived inflation com- 
menced in the United States in 1937. In the United Kingdom and Japan inflation was 
substantial in 1936. It became absolute in all countries except the United States in 
1937. 


Two aspects of fiscal policy were selected by Mr. Upgren for special examina- 
tion against the background of his price-output analysis; namely, “the perverse 
elasticity of taxation and a very special tax proposal that would serve in time 
of boom either to secure more appropriate elasticity or as an aid in control 
of the boom.” In this connection, he said: 


If the burden of total taxes is megsured by the proportion of the national income 
which they have absorbed it is found that from 1916 to 1919 inclusive total taxes paid 
required 18.9 per cent of the national income in the same years. In the four years of 
substantial prosperity from 1925 through 1928 taxes absorbed 10.8 per cent of the na- 
tional income of these years. But in the four years of depression from 1931 to 1934 
the burden of taxation was equal to 18.4 per cent of the national income in the de- 
pression years. Thus, we observe in depression years an increase of 70.0 per cent in the 
proportion of income required for payment of taxation. The correction of the dis- 
equilibrating influence of taxation may be obtained either by remission of taxation during 
depression or by its increase during prosperity or by both of these two methods. In the 
proposal which follows attention is directed toward one way in which taxes might be 
increased “when, as and if” boom or zather inflation develops. 

For the very special purpose of taxing windfall, monopoly, or inflation profits, con- 
sideration might be given to the suggestion that one element in tax policy of the govern- 
ment might be based, in the period of boom, upon the trend in price. Such a tax 
might consist of an additional graduated, progressive schedule of rates of taxation of 
profits. These graduated rates might apply to corporate incomes in accordance with the 
rate of price advance that caused the groft inflation to which the tax would apply. The 
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profit inflation could be measured, tentatively, by the increase only in profits from a 
selected base year and more permanently might be measured from the basis of a fair 
return if it were desired to combine the tax with an excess profits taxation proposal. The 
rate of taxation should be graduated with the rate of advance in the index that reflects 
the ratio of price increase to output increase. 

Carl Shoup contributed a critical examination of the problem of the proper 
treatment of the various types of nonprogressive, flat-rate taxes in arriving at 
an estimate of the amount of “income-producing expenditure of government,” 
such as that utilized in Mr. Gayer’s paper. He summarized the problem and his 
conclusions in the following paragraphs: 

In computing the net amount of net federal inceme-increasing expenditures tax pay- 
ments are subtracted from expenditures except that it is sometimes assumed that collec- 
tions from the upper brackets of the income tax and of the gift and death taxes need not 
be subtracted; in other words, it is assumed that these tax collections come out of “idle” 
money that would otherwise not be spent, for a time at least, either directly or through 
investment. For example, the data used by Professor Gayer rest on such an assumpiion 
for death taxes during depressions. The question then arises, may it not be just as reason- 
able to make the same assumption about certain other taxes? 

Evidently the property tax is potentially very important in any discussion of what 
taxes to subtract and what not to subtract from expenditures in order to get a figure of 
government’s net income-increasing expenditures. The highway taxes and the liquor taxes 
are far less important, but should not be neglected altogether. It seems doubtful whether 
the other flat-rate taxes need be considered, particularly in view of the broad strokes with 
which the picture must be painted. Since the property tax, the highway taxes, and the 
liquor tax are producing together at least 6.3 billion dollars and probably somewhat more, 
it is not impossible that the amount of otherwise idle money involved is in the hundreds 
of millions. This amount may therefore well be as great as the amount involved in the 
higher brackets of the income, gift, and estate taxes. More definite conclusions must await 
more detailed figures, particularly with respect to the property tax, where a breakdown 
into business and nonbusiness property and into land and improvements for the real 
estate total, are badly needed for many purposes. 


Melchior Palyi discussed certain aspects of the theory of Keynes in the light 
of experience in various countries, with particular reference to what he termed 
“inhibited inflation,” an interesting illustration of which he found in the Rus- 
sian experience. He stressed the importance of certain psychological factors, 
such as general community comprehension of the character of the economic 
process actually under way. 

Fritz Lehmann stated that Mr. Shoup’s analysis convinced him of the de- 
sirability of taking certain flat-rate taxes into account but challenged Mr. Gay- 
ers use of the index of velocity of circulation. He also contributed a brief 
summary of the study, recently completed by him in collaboration with Gerhard 
Cohn, stressing the interaction of such factors as the taxation of undistributed 
profits, the taxation of capital gains, and the exemption of government securities. 

Harley L. Lutz expressed a strong protest against the use of the public 
finances as measures for controlling business fluctuations and entered a plea for 
balanced budgets and retention of ‘democratic control of expenditure,” which 
he considered to be threatened by deficit financing. Budget balancing over the 
term of the cycle, he contended, was technically impossible because of the Jack 
of foreknowledge regarding the length of the cycle. In the course of further 
discussion, in which Messrs. Palyi and Upgren participated, the point was made 
that estimates regarding the course of the business cycle could not be avoided 
in any case and Mr. Lutz conceded that the problem was partly one of degree 


A 


Fizcal Policies 135 


and that unbalanced federal budgets for certain years at the depth of the depres- 
sion were probably unavoidable. 

Others who participated were Alexander Sachs, who summarized the results 
of certain statistical analyses of tax repercussions he has recently made; Fritz 
Karl Mann, who pointed out the unfortunate dilemma presented by the fact 
that the taxes most attractive from the point of view of equity were most 
vulnerable to fluctuations in business conditions; and Rufus S. Tucker, who 
called attention to the manner in which the problems of undistributed profits taxa- 
tion and capital gains taxation wer2 intertwined. 

At the close Mr. Gayer summarized the discussion: and commented upon the 
criticisms, most of which he felt would be found to be met by the complete 
version of his paper when published. 


SOCIAL SECURITY PROGRAM 
WILLIAM A. BERRIDGE, Chairman 


ELEANOR L. DuLizs: Two fallacies have often influenced the discussion of 
the effect of social security legislation on financial and economic conditions. One 
of these misunderstandings has caused the old age reserve to overshadow the 
spending and taxing provisions of the Act. Even in the early years, the excess 
of taxation over expenditures under all titles of the Act is not very great, and 
this excess tends to disappear when the program is well under way. The reason 
for the current opinion to the contrary held in many quarters is that it, for the 
most part, ignores the considerable sums being spent under Public Assistance. 
These disbursements bring the program very much closer to balance than is 
generally thought. Certain other expenditures help to bring up the total even 
though they are, of course, small compared to the main items considered here. 

A second confusion grows out of the tendency to discuss the year 1980 
rather than the earlier years. Although it is true that in 1967 the deflationary ele- 
ment in old age insurance to the extent that it existed before will have dis- 
appeared, the magnitude of the figures for the later years is staggering to those 
who are thinking in terms of pre-War relationships. If examined in a different 
way and compared with a series of curves showing the growth in many factors 
from 1910 to 1937, the possibility of further substantial changes seems reasonable 
between 1940 and 1980. 

The relative importance of different parts of the program is indicated by the 
estimates of relative percentage importance of disbursements under all the titles. 
It is clear in the figures given below that Old Age Assistance is the most im- 
portant part of the disbursements in 1937, In 1940, however, disbursements 
under the federally sponsored unemployment compensation plans will greatly 
outweigh the other titles. A little later, disbursements for old age insurance 
tend to pass other expenditures under the Act and finally come to overshadow 
the other titles. When this time comes, expenditures scheduled will substantially 
exceed the tax collections under the Act. 

The estimates here given are based on tentative projections of present ex- 
penditures and on certain actuarial calculations. The totals assumed in making 
these percentages range from about 200 millions in 1937 to approximately 5 
billion dollars in 1980. 


EXPENDITURES UNDER VARIOUS TITLES 
PERCENTAGE OF TOTAL 


1937 1941 1950 1980 


I. Old Age Assistance 64.77 25.16 18.50 7.66 
IJ. Old Age Insurance 3,11 Pye) 25.07 68.98 
IX. Unemployment Compensation 0.52 51.46 46.61 19.29 

All Other 31.60 17.83 9.82 4.07 














100.00 100.00 100.00 100.00 


It is sufficient at this point to indicate that the figures for the later years are 
little more than informed guesses. The estimates for 1980 can be adjusted 
some five or ten years prior to that date. Progressive improvement in estimates 
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means that for practical purposes the errors are not so important, but in theoretical 
discussions the errors must be kept clearly in mind at every point. 


In order to judge the effects of the Act on money and credit markets, it is 
important to note exactly what financial mechanisms are being used. It is 
generally taken for granted in discussions of the Act that its immediate defla- 
tionary effect is the result, for the most part, of the fact that taxes on pay rolls 
affect spending to a greater degree than do more progressive taxes. It is im- 
portant in this connection to remember that the Act is financed out of various 
types of taxes. The federal government is obligated to make certain payments- 
out of general revenues. The states are participating in the system, which calls 
for considerable expenditures on their part. Granting the varieties of provisions 
and methods used, recourse is had to practically every type of tax. For the 
present, of course, the pay roll tax under Title VIII and contributions under 
Title IX have the preponderant influence on the working of the program. 

If the expenditures under the Act balanced precisely at the present time with 
collections under the Act, the problem of their influence on purchasing power 
and investment would still have to be considered. Attention would then be 
focused on whether the spending by the groups and classes now covered would 
be affected indirectly, and partly by psychological means, by reason of the social 
security program. The various income classes will, on the whole, and in the long 
run, get back about the same amounts they put in. In the immediate present, how- 
ever, this is not the case. 

For the first few years, the effect on investment seems to be about as follows. 
The federal government is securing from various types of taxation more money 
than it is likely to spend under existing programs and appropriations. It will 
thus be in a position to retire a part of the federal debt. As far as can be 
ascertained in advance, this will work in the direction of releasing certain types 
of funds in the money markets for investment in nongovernment enterprises. 
It has been alleged that in a time of depression these released funds will lie 
idle and that in a time of prosperity they will tend to accentuate the boom. 
These arguments have been brought forward by some without considering the 
fact that over the cycle the Unemployment Compensation Trust Fund tends to 
act as an offsetting or stabilizing force in this set of relationships. 

Moreover, although the old age benefit spending tends to remain stable over 
the cycle, the old age taxes, like the unemployment compensation contributions, 
will decline in depressions. The combined effect of the two programs is not likely 
to work in a “vicious” manner or. the money markets. In fact, there is some 
reason to think it will be a healthy and constructive influence in booms and 
depressions. 

The qualification to this situation. should be noted in connection with a “stag- 
gering” of the old age benefits taxes. There is no possible way of knowing now 
whether these years will be timed well or badly with general economic fluctuations. 

The counteracting tendencies running against any deflationary influence are 
important enough to warrant serious consideration. Some of the compulsory 
savings under the Act may replace other types of voluntary savings which would 
otherwise have occurred, such as workers’ savings and corporate savings. Some 


{38 American Economic Association 


of the taxes collected under the Act may be offset by new or additional govern- 
ment spending for relief and public assistance and for productive or construction 
enterprises. If purchasing power is deflated temporarily to some extent, new 
credit may serve to stimulate additional demard for goods, so that workers may 
be in a better position to borrow for their personal spending and the government 
may be in a better position to borrow. Also, the Treasury, in handling the funds, 
has certain technical mechanisms at its disposal which can help to cushion the 
effects, and the Federal Reserve banks, FDIC, SEC, and other financial agencies, 
by a number of methods, can influence the interest rate and the volume of 
savings so as to counter deleterious effects of social security operations. Finally, 
it may be pointed out that the Act is almost certain to be amended in such a way 
as to advance the date of certain disbursements or to increase outpayments. 


In order to make plain as far as possible the points at which the old age 
reserve financing really touches the economic system, the procedure may be 
divided into several different steps: (1) appropriation by Congress to the Reserve 
Account, (2) collection of pay roll taxes under Title VIII, (3) transfer of 
certificates to the Reserve Account, (4) payments from the Reserve Account to 
beneficiaries, (5) disposition by the Treasury of funds available—when the 
reserve is invested in special obligations—and (6) formulation of budget policy 
by Congress. 

The appropriations by Congress to the Reserve Account are made each year 
and are based on actuarial calculations as to annual premiums needed to make 
the program self-sustaining. If expenditures under Title II of the Act were 
increased, it would call for increased appropriations unless the particular in- 
structions as to how the appropriations were to be made are altered, 

The collection of taxes is a continuous process. Although the employers are 
obligated to pay on a quarterly basis, because of various factors, including 
delinquency, returns are coming in constantly to the Bureau of Internal Revenue. 
The transfer of Treasury notes to the Reserve Account occurs monthly, the 
funds being made available under the appropriation acts. Payments at present are 
small. The amount spent will grow slowly until 1942, when monthly benefits 
begin and after that will increase much more rapidly. 

The disposition of the funds available under Title II occurs more or less as a 
matter of routine. Under the Act, the Account must be invested to yield at least 
3 per cent and has taken the form of 3 per cent special notes. This manner of 
handling the investment does not in any way preclude or relate to the retirement 
of the debt. It is simply a technical, intermeciate step. The interest paid on 
the certificates in return for the use of the money is slightly above that of the 
present rate of borrowing as indicated by the everage for the public debt. The 
Treasury incurs an obligation which cannot be overlooked. If these funds are 
used to retire old debt or as an offset to new debt, they are saving the taxpayer 
the burden of interest on the publicly-offered debt. This saving is almost identical 
with the cost of servicing the certificates in the Reserve Account. It is difficult 
to imagine any other use to which these funds can be put. 

Mention has been made of the general budget policy as a separate process 
in order to emphasize the importance of this in connection with the use and 
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effects of social security funds. If Congress wishes to expand governmental 
spending beyond the present limits, it is likely that they will do so as long as 
they consider that they can collect funds either by borrowing or by taxation from 
any source. If Congress considers it wise and necessary to restrict spending, 
the existence of the Reserve Account does not prevent this. Whether or not the 
apparent increase in revenues available under the Act will lead to a loose and 
uneconomic policy is a question which falls outside the scope of this discussion. 
There is no such easy money as has been assumed by critics of the Act. The 
points at which one can expect certain real differences in economic effects growing 
out of old age benefits financing are two. In connection with the appropriations 
by Congress to the Reserve, it should be observed that if Congress does not live 
up to the obligations set up for it in the Act, serious problems with regard to 
later obligations are raised, Then again, the use of funds released by the issue of 
special certificates is important, but primarily in connection with the formulation 
of the general budget policy. 


It ts essential for certain purpcses to appraise the degree of reliability of 
present estimates of future payments and taxation. It is considered by many 
persons, however, that the figures prepared a year or so ago will not be reliable 
indications of what is going to happen. This does not mean that they are useless, 
because these estimates are in process of revision constantly and the errors 
applicable in the next few years are relatively small as compared with the errors 
in the later period. 

It is important to note that there are some eighteen assumptions underlying 
the estimates in current use. Many of these are subject to considerable error. 
There is one assumpion in particular which will affect cost figures; that is, the 
assumption as to the degree of turnover and migration from uncovered to 
covered employment. A second assumption which is of great importance is the 
age of retirement which will be found to characterize those under the system. 
The average has frequently been assumed to be sixty-seven and one-half years, 
sometimes sixty-six and a fraction years. The cost will be very much influenced 
by this factor. A third assumption which may be selected from a group of 
factors that condition future financial operations is the average level of wages 
from year to year. There is, also, always the possibility that legal changes and 
extraordinary measures may be instituted. 


In the light of quantities and procedures above outlined, certain conclusions 
with regard to the net effect of the Act may be suggested. It is generally con- 
sidered that the Act is somewhat deflationary, but it is not likely that the net 
deflationary effect will be as high as the collections under Title VIII in any one 
year. 

With regard to the savings under the Act, it is clearly a savings program, as 
the above comment on deflation indicates, but this savings in the first instance 
is confined to a monetary influence. There is no procedure or provision of the 
Act which makes it likely that all the money saved in the first instance will flow 
into producers goods. The direction it will take will depend on the way the 
federal budget influences the money market and how private industry wishes to 
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use the funds released from public investment for private uses. In certain 
periods there may be a rapid expansion of capital goods. In others, the money 
may remain idle or actually flow into consumers goods. There is, of course, the 
possibility that the federal government will itself go into capital enterprise. 
This is not an immediate prospect and is, for most purposes, a limiting or 
theoretical possibility. 


EpIson L. Bowers: Any analysis of the possible effects of unemployment 
insurance upon production and investment must be predicated upon the nature 
of the financial operations involved in such a program. It may be observed, 
first, that the cost of unemployment insurance is levied as a tax on wages; 
second, in so far as it is a substitute for other types of unemployment relief 
its cost is not a new one; third, the cost may, under certain conditions, be shifted ; 
and, finally, unemployment insurance in its present form is a forced savings 
device. 

The nature of the financial transactions involved in the process of providing 
benefits for unemployed persons is quite as important as considerations of cost. 
These financial transactions, which may be stated in terms of types of transfer 
plans, are: (1) benefits may be paid directly from current contributions; or (2) 
benefits may be paid from past contributions (the reserve plan) ; or (3) benefits 
may be paid from borrowed funds; or (4) all three plans may be in simultaneous 
operation. The reserve plan will be followed largely in the ensuing discussion. 

If unemployment insurance contributions are levied upon the employer in 
the first instance, the final incidence of the cost will depend upon such con- 
siderations as the elasticity of demand for the product, cost conditions under 
which it is produced, the amount of unemployment, and the level of prices. 
Suppose, for example, that the employer cannot shift the original contribution 
charge. What happens? Perhaps cash balances are reduced or the money is 
borrowed from the bank; perhaps dividends are restricted or reinvestment is 
curtailed. If reinvestment is actually curtailed, there is a direct connection between 
unemployment insurance and the decline in investment in the particular business, 
but it does not follow that total investment will necessarily be less; moreover, 
whatever the effect of the added charge upon industry is, it applies mainly to 
the initial step in the process of converting contributions into benefits. 

Suppose the employer’s inability to shift the contribution costs restricts dividend 
payments. What will be the effect upon new investment? Probably there will be 
some decline in consumption demand among dividend receivers of small means, 
which may react unfavorably upon new investment, but the larger dividend 
receivers, whose consumption demands for the most part will not be affected, 
will have less funds available for investment; yet the actual amount of new 
investment may not decline, because savings represent only a fund for investment 
at a price. Suppose, however, one’s analysis leads to the conclusion that the net 
effect of collecting unemployment insurance contributions is to curtail new 
investment. The answer would be meaningless unless related to the time factor. 
And suppose one were thinking of the curtailment of investment which resulted 
from collecting contributions during a so-called “boom” period. Would the 
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further conclusion be that such a result were desirable or undesirable in respect 
to general business stability in the long run? That is the ultimate question 
toward which most economic controversies point. 

The effect of collecting contributions and of investing them is clarified some- 
what if one considers the financial arrangements required by the Social Security 
Act in relation to past experience. Suppose a reserve fund had been accumulating 
in the twenties and the Unemployment Trust Fund had bought outstanding issues 
of United States bonds. From what sources would it have obtained them? Clearly, 
only those holders of bonds would have sold who felt that the higher prices, 
which would have resulted from the additional buying, offered sufficient incentive. 
Institutional investors—insurance companies, trust companies, endowment funds, 
and so on—would have found it necessary to buy other permissible securities, 
thereby pushing up their prices. The sellers of these other securities would have 
been willing to exchange their industrial and utility bonds, mortgages, and other 
holdings for stocks, thereby adding to the speculative boom. Some individuals, 
attracted by the higher prices, might have been willing to sell their government 
bonds to obtain money for consumption purposes, but the probabilities are that 
the money would have been reinvested, say, in new issues of preferred stock or 
outstanding common stocks. Some corporations might have sold government 
securities, in which surplus was temporarily invested, to expand plant, or they 
might have bought other securities. Banks were holding government bonds in 
amounts deemed only sufficient for secondary reserves and probably would not 
have sold many even at higher prices. In short, the purchase of bonds by the Treas- 
uty probably would not have released as large a volume of funds as would have 
been taken from current consumption by the collection of insurance contribu- 
tions. Just how much of the reserve would have gone into “productive” invest- 
ments and how much would have been used in bidding up the price of out- 
standing securities is impossible to say. The lower interest rate resulting from 
the rise in government bond prices might have tended to expand plant and 
equipment, but the profit-making possibilities of investment trusts, holding 
companies, and other stock-multiplying devices would have invited some of the 
proceeds of government bonds intc these channels, Or suppose the government 
had issued “special obligations” for the investment of the Insurance Trust Fund, 
using the proceeds to retire debt. What would the holders of the called bonds 
have done with the funds? The probabilities are they would have reinvested in 
either new securities or would have forced up the market for outstanding issues. 
If budgetary conditions in the future permit the government to use social security 
money to retire its own bonds, the capital market should become more fluid, even 
though the government’s debt to the Insurance Trust Fund has been com- 
mensurately increased. So much for the collection of contributions and the 
investment of the funds. What of the liquidation of the investments and the 
payment of benefits? 

The effect upon investment of liquidating unemployment insurance reserves 
turns largely upon the methods used. The fears in this connection are not well 
founded, for two reasons. First, the size of the reserve available for liquidation 
and, more particularly, the amount of the reserve that needs to be liquidated at 
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any one time will hardly be large enough to exert a depressing effect upon the 
government bond market. Second, when reserves must be liquidated, conditions 
are likely to be such that the sale of govefnment bonds will be facilitated. What 
amounts to virtually a new government bond market is born of the depression. 
At about the time that the Unemployment Trust Fund would have to convert 
its bonds into cash to meet increased claims for benefits, there arises a desire, 
which sometimes develops into a mad rush, on the part of private business 
enterprises to improve their liquidity. This was the experience from the begin- 
ning of 1930 to the end of 1931. There is no intention of implying that the 
conditions will be duplicated in the future, but it seems reasonable to suspect 
that, given the proper incentives, the desire for “liquidity preference” will not 
diminish. 

If the government uses contribution funds to meet current expenditures it 
avoids the levying of additional taxes immediately, but adds to the federal debt. 
The avoidance of additional taxes may facilitate investment; the rising govern- 
ment debt may retard it. But if the government itself is using the unemployment 
insurance funds for investment purposes, there is at that point, of course, an 
increase in invesment, but there may not be a net increase because of the 
possible adverse effects of such a policy upon other investors; again, the govezn- 
ment’s investing, depending largely upon its timing, may stimulate private 
investing. 

The payment of benefits to the unemployed, in so far as they are not a 
substitute for other types of cash relief and do not diminish the demands of 
other consumers, will increase the demand for consumer goods which may or 
may not stimulate the capital goods industries, depending upon one’s particular 
theory of the cycle. If the spending of benefits does increase the demand for 
capital goods, the flow of new investment to these industries as well as to the 
consumer goods industries may in time be facilitated, either through the applica- 
tion of savings or of bank credit. The fact that bank credit can be used to 
expand new investment suggests that the “state of mind” of those responsible for 
the demands for new investment and for its financing has something to do with 
the question. 

Sizeable reserves, for a variety of reasons, probably will never be built in 
this country or anywhere else. Pay-as-you-go plans, made necessary by the in- 
ability to build a reserve, quickly degenerate into deficits with the coming of 
heavy unemployment. The typical situation may be one of borrowing to pay 
benefits, a procedure which may be preferable to reserve-building. When and 
if borrowing to pay benefits occurs on a wide scale in this country, as it did 
abroad, a new set of economic factors will appear which will help to determine 
the relation of the unemployment compensation program to production and 
investment. 


H. V. RoELse: It may be well to state the subject of my remarks in the form 
of a question: Is it likely that the social security program, as it now stands, will 
help or hinder the capital investments in industzy which will be needed if full 
advantage is to be taken of new inventions and improvements in technical 
methods of production, so as to increase the country’s output of goods and 
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services and thus to make lighter the burden of providing for those who become 
unemployed during business recessions and for those who reach retirement age? 

As for the desirability of a more orderly and adequate program of providing 
for the unemployed and those who by reason of age should no longer be 
expected to work, there can be no question. It is clear, also, that the taxes 
imposed under the Social Security Act do not by any means represent an entirely 
new burden on the country. 

Some important questions have arisen with respect to the social security 
program as adopted, however, which relate, not to objectives, but largely to the 
financial aspects of the program, especially the provisions for the accumulation 
of old age reserves. The taxes and accompanying accumulation of reserves were 
designed as a means of enabling individual workers to accumulate a definite 
claim on the production of the country at the time when they need it. The 
reduced spending power and higher prices which result from the social security 
taxes will tend to lower living standards of wage earners somewhat, unless, 
through further economies in processes of production, the effects of social 
security taxes can be more than offset and selling prices lowered instead of being 
raised. If the per capita output of the country could be increased as rapidly 
during the next few decades as it has been during the last few decades, the 
burden of the social security program could be carried with ease. But attainment 
of that objective will require taking full advantage of new inventions and more 
efficient plants and equipment, and that means large investments of capital. 
Conceivably the reserves accumulated under the social security program could 
be used to promote industrial efficiency, but is it likely that the present arrange- 
ments will promote such use of the reserves, even indirectly? 

At first glance, one might be tempted to answer that the present plan for 
the accumulation of reserves will have no such effect, as the proceeds of social 
security taxes are being spent currently by the government. In fact, one might 
go further and claim that the social security taxes may to some extent take the 
place of individual savings which might otherwise be invested in industry, and 
may also have the effect of reducir.g accumulations of capital out of the earnings 
of industry, Such a position is probably an overstatement of the situation, but 
may have some elements of truth. 

In discussing these questions, it is necessary, first of all, to differentiate 
between the unemployment insurance and old age retirement parts of the social 
security program. On the whole, it seems unlikely that the accumulation and dis- 
bursement of unemployment insurance reserves will have very material effects on 
business fluctuations, and, on balance, it seems likely that the influence will be 
toward stability rather than toward accentuation of business fluctuations. 

The accumulation of reserves for old age retirement benefits is by far the 
mote important aspect of the problem. The prospect is that the Old Age Reserve 
Account will grow steadily for over forty years, whatever its actual amount may 
be, whereas the Unemployment Trust Fund is expected to rise and fall with the 
level of business activity, never reaching any such amount as the Old Age 
Reserve Account is expected to attain. Since the Old Age Retirement Fund 
is to be invested exclusively in government securities and will not contribute 
directly to capital investments in industry, the question arises, will the program 
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have any effect on the accumulation of other funds for investment in industry 
or will it release other investment funds for such purposes? 

It would not be surprising if the adoption of an orderly system of old age 
benefits weakened, to some extent, the incentive to saving in the lower income 
groups. As death benefits, as well as old age benefits, ate provided for, many 
people might consider it less necessary to purchase insurance and to accumulate 
savings. While the savings of the low income groups apparently have never been 
a very important factor in the accumulation of capital, a reduction in such 
savings would, to some extent, reduce the supply of funds available for invest- 
ment in industry through the insurance companies, savings banks, and other 
channels. 

It is too early to draw any dependable conclusions from the available data as 
to the extent to which private savings are being affected by the social security 
program. The accumulation of funds available for investment in life insurance 
companies in dollar amount is now more rapid than ever before, but that is 
partly because of interest accruals on an increasing amount of principal; the 
annual rate of increase is now around 8 to 8.5 per cent as compared with an 
average rate of about 11 per cent in the twenties. Deposits in mutual savings 
banks are increasing much less rapidly than before the depression; in fact, the 
annual increase is now less than interest accruals. The increase in savings and 
other time deposits in commercial banks, however, has been more rapid than 
in savings banks. The additional funds that have become available for invest- 
ment in all such institutions have been invested largely in government direct 
obligations and government guaranteed securities during the past four years, 
and there has been a fairly substantial diversion of savings during the past two 
years to direct investments in United States savings bonds; but this situation, 
as regards mutual savings banks and life insurance companies at least, has been 
regarded as a temporary one, pending curtailment of government spending, on 
one hand, and a revival of business borrowing through new security issues on 
the other hand. 

When the federal budget is balanced, the employment of social security funds 
in government securities will result in the retirement of government securities 
held by banks and other investors, and thus will increase the supply of funds 
available for investment in corporation securities. It is questionable whether the 
commercial banks will make investments in corporation securities in amounts 
comparable to the volume of government securities retired. At least, commercial 
banks have not thus far shown much inclination to increase their investments in 
corporation securities. 

On the whole, therefore, it seems likely that the supply of capital available 
for investment in industry will be increased only to a limited extent, even in- 
directly, as a result of the accumulation of social security reserves under the 
present terms of the Social Security Act. If this conclusion is correct, there would 
appear to be some danger that the social security program, if not modified, may 
tend, to some extent at least, to curtail current consumer and business spending, 
and fail to encourage the fullest possible development of new inventions and 
improved methods of production. 

The principal alternative to the present Old Age Reserve Account is the pay- 
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as-you-go plan. Adoption of this plan would mean less taxes on employers, as 
well as employees, for some years ahead. The reduction in taxes on employers 
would probably be viewed chiefly as a reduction in costs of doing business, and 
therefore would more likely be applied to a reduction in selling prices than to 
an increase in the amount of net earnings “plowed back” into business organiza- 
tions, and the reduction in taxes on wage earners would probably be used more 
largely to increase spending than to increase savings. Consequently this plan 
would probably result chiefly in some increase in the current production and 
consumption of goods, and it is questionable whether it would result even 
temporarily in a material increase in the supply of capital available for employ- 
ment in industry. In later years, when the amount of retirement benefits to be 
disbursed is greatly increased, it would probably not be feasible to raise enough 
money through taxes on individual incomes and pay rolls to meet the disburse- 
ments of old age benefits, so that it might be necessary to resort to the general 
taxing power of the government. If the additional taxes were placed largely 
upon big incomes, reductions in the supply of funds available for investment in 
business enterprises might then result. 

Another possible alternative would be to permit the operation of private 
pension funds which come up to specified standards and to permit private 
investment of the reserves in corporation securities as well as government 
securities. The difficulty of transferring reserves from one concern to another 
when individuals change their employment might be overcome by permitting 
the organization of pension plans for whole industries rather than for individual 
business concerns. 

The main thing I wish to suggest is that it would be desirable to study ways 
by which the savings represented by social security taxes, especially the taxes 
levied in connection with the old age retirement provisions, could be used to 
improve the productive equipment of the country, and thus to promote further 
progress in raising standards of living generally, along with the establishment 
of a more orderly and adequate system of providing for those who by reason 
of age, or for other reasons, must be supported by the working population. 


In his paper on the relationship between unemployment reserves and the 
business cycle, Professor Otto Nathan discussed the manifold effects of the collec- 
tion and investment of the unemployment trust fund and suggested a type of 


future legislation which might be enacted for the purpose of smoothing out busi- 
ness fluctuations. 


RATE OF CONSUMPTION 
SIMON KUZNETS, Chairman 


Papers by H. L. McCracken, Herbert D. Simpson, George Halm, and Walter 
Egle were submitted in outline before the main report on the subject by Albert 
G. Hart was made available. But in oral discussion cognizance was taken of 
Professor Hart’s statement. 


H. L. McCracken emphasized the significance of futurity in value theory 
and in the theoretical analysis of business cycles. A valid analysis of business 
cycles has been delayed by a prevailing acceptance of classical and neoclassical 
economics which tended to explain value by looking to costs and to the past 
and furnished the analysts with the background for Say’s law of markets. The 
Austrian school shifted emphasis from cost to utility with value coming out of 
the present by the use of a sort of psychological hedonism. A much more realistic 
approach is provided by John R. Commons’ volitional theory which treats value 
as “a mental appraisal in the present of future, expected uses of incomes.” Since 
all value is futuritive the whole value process involves errors in judgment or 
discrepancies between present expectations and future realizations. 

A vulgar version of neoclassical economics which emphasized the cost approach 
to value has been combined with the notion that prices should be high enough 
to cover the costs of the highest cost producer—the submarginal “‘little man.” 
Both government and industry have fixed prices designed to cover such costs, 
thereby preventing the handing on to consumers the benefits of technical progress. 
But consumers have refused to sanction prices based on submarginal costs by’ 
refusing to buy at a rate that would sustain capacity production. The consequence 
has been a chronic state of apparent industrial overcapacity, and a growing 
variability in the fluctuations of investments. 

Further analysis of consumer demand needs to be made, according to Mc- 
Cracken, but there is already available much evidence to indicate that the rate 
of consumption would approximate capacity production and decrease the fluctua- 
tions in investment if prices were more flexible and business sufficiently com- 
petitive to drive prices down as rapidly as technological improvements decrease 
costs. 


HERBERT D. Simpson centered his discussion on the behavior of consumer 
demand in one important field, urban building. Basing his analysis upon the 
experience of the recent building cycle in Chicago, he pointed out the peculiar 
nature of the demand curve for residential and commercial buildings. Within 
certain more or less definite ranges of supply, the demand curve is distinctly 
elastic, responding to changes in supply with only slight changes in prices in 
either direction. Beyond this quantity of supply, the demand curve becomes 
distinctly inelastic, responding to changes in supply with more or less abrupt 
price changes. Chronologically this point appeared to have been reached, as 
indicated by rental curves, around 1925. The chronology, however, has no 
` theoretical significance, since, under the impact of the same volume of building, 
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the change in type of demand curve would presumably have taken place in any 
other year. 

The sustained elasticity of the demand curve up to this point, magnified by 
a high “acceleration” ratio from primary to derived demand, stimulated an 
unusual amount of construction, pushing the supply beyond the point where 
the slope of the demand curve changed abruptly from an elastic to an inelastic 
type. The diversion of subsequent consumer income from consumption to sav- 
ings, which went largely into real estate investments, provided capital for further 
prolongation of overbuilding. The result was the enormous fluctuation in volume 
of construction from the period 2921-29 to the period 1930-33. While this 
fluctuation was magnified by credit inflation and speculative elements in the 
building field, at least one of the basic factors seems to lie in the abrupt change 
in the type of demand curve when subjected to varying quantities of supply. 


GEORGE HALM pointed out that since changes in primary demand tend to 
be reflected in the field of investment through the combined effect of the 
multiplier and the acceleration principles, great caution should be exercised in 
any stimulation of primary demand lest it result in a rapid absorption of the 
lending capacity of the credit system and in a congestion that can easily become 
the starting point for a cumulative process downward. He indicated that the 
attempts by governmental agencies to augment the volume of purchasing power 
in the hands of ultimate consumers, either by direct or work relief or public 
works, are especially susceptible, because of political pressures and the greater 
importance ascribed to the visible primary effects than to the elusive secondary 
effects, to the danger of initiating too rapid and sudden an increase in primary 
demand. Obviously, cautious and careful timing of such priming of the pump 
of consumers’ demand is needed if its secondary and tertiary effects on the 
economy are to result in such an expansion as would still allow a sufficient 
supply of investable funds and a cost-return situation which would stimulate 
private business to respond in its own turn and contribute to the prolongation 
of the period of economic prosperity. 


WALTER EGLE directed his remarks to Dr. Hart’s paper. His understanding 
of Dr. Hart’s analysis of anticipation was that it contributed to the explana- 
tion of the sustained movement of the business system in a direction of ex- 
pansion or contraction, but (as Dr. Hart admitted himself) the bearing of the 
analysis upon the turning point or upon the changes in the direction of economic 
movements appeared indeterminate. The question was whether such an explana- 
tion could really be attained without a greater consideration than was allowed for 
in Dr. Hart's paper of the objective factors determining costs to the business 
enterprises. Professor Egle also discussed the possibilities of a policy of stabiliz- 
ing money wage rates. It was his opinion that the advocates of the policy of 
making all costs, or even prime costs only, flexible, were asking for the im- 
possible; and that even if the attempt were successful, it is very doubtful that 
the result would be a stabilization of the volume of economic activity. Under 
these conditions, the question mav be raised whether a greater advantage could 
not be secured from an attempt to stabilize the volume of wage payments. 
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This, if attained, would result in stabilizing the volume of consumption and 
would have a moderating effect on the fluctuations in investment. 


In the discussion from the floor K. E. Boulding summarized his observations 
of the English farmers’ attitude towards the pig cycle. He indicated that the 
farmers are aware of the existence of this cycle, but not of its duration; that 
the general counsel to those who want to make money is to stay in “pigs” all 
the time; but that, nevertheless, there was a substantial group of producers who 
rush into the industry when prices are high, i.e., exactly at the wrong time, and 
contribute to the amplitude of the swings, while there seemed to be no group 
of superintelligent producers who would begin the productive process at the 
moment of lowest prices, thus reaping the gains of peak prices. 

The chairman raised the following questions: (1) How widespread is the 
practice of anticipation analyzed in Dr. Hart's paper; and especially how 
prevalent is the practice among the going concerns of revising their long-time 
anticipations in the light of short-term changes? (2) What is the influence 
of the growing monopolistic organization of industry on the connection between 
short-term changes in the rate of consumption and short-term fluctuations in 
investments? (3) Where, precisely, should the line be drawn between con- 
sumption and investment, with particular reference to consumers’ durable com- 
modities and to the kind of ostentatious, consumption building that is often 
engaged in by business enterprises? 

In concluding the discussion, Professor Hart pointed out that the analysis 
of anticipation presented in his paper was in direct line of continuation of the 
orthodox theoretical approach in so far as it assumes rational calculation on the 
part of the business enterpreneurs; and that while undoubtedly such rational 
calculations are not the universal practice, they are sufficiently important to 
justify their assumption in a valid analysis. He also indicated that entrepreneurs 
- do tend to revise their long-term anticipations in the light of short-term changes; 
and agreed that there is need for further analysis of the peculiarity of the re- 
sponses of monopolists to unfulfilled anticipations or to changes in the rate 
of consumption. Furthermore, the analysis presented in this paper was not 
applied to the turning points, primarily for lack of space; but this aspect has 
been treated in his writings elsewhere. 


DURABLE CONSUMERS GOODS 
CALVIN B. Hoover, Chairman 


The following papers were presented at this round table: Albert Haring, 
Installment Selling of Durable Consumers Goods; Norman J. Silberling, Some 
Aspects of Durable Consumer Goods Financing and Investment Fluctuations; 
F. Leslie Hayford, The Flexibility of Replacement Demand for Durable Con- 
sumers Goods. The chairman presents his summary of the first two papers, 
together with the general conclusions, and Mr. Hayford’s own digest of his 


paper. 


PROFESSOR HaRING’s conclusions may be summarized as follows: The total 
of installment credit sales has been estimated at 6.4 billion dollars in 1929, 
at 3.6 billions in 1935, and at 4.5 billion dollars in 1936. The percentages 
of installment sales to total retail sales for the same years were 13 per cent, 11 
per cent, and 12 per cent, respectively. Durable consumers goods accounts for 
the greater portion of these installment sales, but the sale of clothing and “soft” 
goods on installment payments hes been increasing. On account of the limited 
repossession possibilities of soft goods, this trend offers serious problems. 

The importance of installment selling in retail sales of durable consumers 
goods is indicated by the fact tha: in 1935, 59.9 per cent of the sales of motor 
vehicle dealers handling new cars were made upon installment credit, that 
54.9 per cent of the sales of household appliance and radio stores were install- 
ment sales, and that the comparab-e figure for furniture stores was 48.7 per cent. 

While installment selling no doubt made possible larger sales of durable 
goods than otherwise would have been possible and thus made possible lower 
costs through large-scale methods of production, the improvement in the standard 
of living thereby obtained is offset in some degree by certain disadvantages. 
Installment sales fluctuate more rapidly than book credit sales, which in turn 
fluctuate more rapidly than cash sales. In the automobile industry the number 
of cars sold upon installment czedit as percentage of total sales was 63 in 
1929, 63.2 in 1930, 61.3 in 1931, 49.7 in 1932, 56.8 in 1933, 56.6 in 1934, 
60.8 in 1935, and 59.8 in 1936. Data for similar commodities likewise support 
this conclusion. 

In spite of the fact that the records of the large installment finance companies 
during the depression were excellent, many consumers must have depleted their 
reserves in order to meet installment payments. The advantages of installment 
selling appear, indeed, to outweigh the disadvantages only provided that install- 
ment selling is operated on sourd lines. The soundness of installment selling 
is largely determined by the amount of the down payment required, the length 
of the installment period, the character of the contracts, and the cost to the 
consumer. 

The evidence indicates that the lower the percentage of the down payment 
to the price of the commodity purchased, the greater will be the percentage of 
repossessions. This has been shown, for example, in the studies of Mr. Ray 
Fox, of the General Motors Acceptance Corporation, of the experience of 
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G.M.A.C. in selling refrigerators. Good business judgment would appear to re- 
quire a down payment of 10 per cent or more. In many department stores the 
down payment is even less than 10 per cent. Some less durable consumers 
goods, such as automobile tires, are sometimes even sold without any down 
payment. Evidence likewise indicates that the longer the period over which 
installments are paid, the greater the number of repossessions. 

Standard terms in installment selling of automobiles are a down payment of 
not less than 3314 per cent and an installment period not exceeding twelve 
months. It is disturbing to note that actually three-fifths of automobile paper 
in 1936 ran over twelve months and that one-quarter of this installment paper 
was based upon substandard down payments, 

The type of contract used in connection with the sale of durable consumers 
goods, such as furniture, is sometimes unfair and burdensome. This is par- 
ticularly true of the “add-on” contract. 

The cost of installment credit is high. About the best terms available make 
the theoretical interest rate between 11 and 12 per cent. This rate is available 
in the automobile industry. An examination of the terms offered by eleven 
stores yielded nine cases where the interest rate was over 50 per cent and one 
prominent national brand sold in a manufacturer-owned store was sold on 
terms which yielded an interest rate of over 100 per cent. 

Admitting that consumers will use credit of some sort in purchasing durable 
consumers goods, installment selling seems highly advantageous when operated 
upon sound principles. Among such essential policies would most certainly be 
included: (a) substantial down payments from 10 to 3314 per cent, depending 
upon the commodity, (b) contract periods rarely exceeding one year, (c) 
eliminating poor risks to lower average rates, (d) limiting the security to mer- 
chandise alone (eliminating wage assignments and eliminating add-on con- 
tracts), (e) simplifying and standardizing contracts which give the buyer a fair 
deal, and (f) recourse paper only (i.e., making the dealer responsible for un- 
collectible installment paper which has been discounted). 


PROFESSOR SILBERLING’S conclusions may be summarized as follows: The 
financing of durable goods of nonproductive character includes a minor part of 
public construction activity, the financing of private residential building, and 
installment financing. It is the second of these types which appears to be re- 
sponsible for major fluctuations of long duration and extreme intensity. These 
fluctuations transmit their influence to other phases of the capital market and 
appear to account for much of the instability of interest rates other than that 
produced by war conditions. 

Private residential building is characterized by islet fluctuations or waves 
of expansion and contraction, which is in marked contrast to the continually 
climbing spiral of public financing. The evidence indicates that the major cyclical 
fluctuations have a fairly regular period of about eighteen years. The tops of the 
major booms may be ten to twenty times the bottom levels in terms of total 
volume. In individual areas in the middle twenties, volume at the peak of the 
building boom was 150 times as high as at the bottom of the depression. In 
Miami, Florida, the peak was 500 times as high as the bottom. 
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Some preliminary data may emphasize the effect which these fluctuations may 
have upon cyclical changes in the general capital market and upon the rate 
of interest. In 1934 one survey shows that 58 per cent of urban, owner-occupied 
homes were mortgaged, and 43 per cent of rented properties. The rate of interest 
prevailing in 1934 was between 6.5 per cent and 7 per cent. In 1935 the total 
mortgage debt on urban homes was roughly 17 billion dollars, which is the 
largest single classification of long-term debt in the United States. It is about 
equal to the combined total of railway and industrial debt. 

What are the essential characteristics of the typical urban home building 
cycle of activity? What initiating factors may be detected? What internal fac- 
tors accentuate the movement up and down, once it is set in motion? A war, 
involving price inflation is generally detrimental to building activity. During 
such a period the growth of population accumulates an unsatisfied demand for 
housing. The cessation of hostilities consequently brings forth a renewed de- 
mand for housing accommodation and a new building cycle may be generated. 

The movement of population is also an “independent” factor in initiating 
major housing cycles. This has been an important factor in such sections as 
California, Florida, and parts of Michigan. Local or general changes in the rate 
of population growth may also influence the demand for housing. 

The residential business cycle, once set in motion, is subject to powerful 
forces of instability. The speculative character of subdivision activity, the opera- 
tion of land syndicates, the operations of promotional builders—all these make 
for instability. A considerable proportion of housing construction is undertaken 
on borrowed money and with a slender equity. The system has operated for 
years on the basis of capital loans which create enormous leverage and subject 
the entire structure to the danger of collapse as soon as some minor unfavorable 
factors appear. It is common in the mortgage field to refer to the historical 
practise of “ten-year” loans. Many loans are for periods of five or even three 
years. The average equity of the borrower has been estimated at 20 per cent. 
A high proportion of first mortgages has had no provision for amortization. 
Borrowers seem generally to have failed to realize that they must save something 
out of current income if they are ever to pay off the indebtedness incurred. In- 
stead they have merely taken the chance that somehow or other they would be 
able to obtain several thousand dollars in a rather hazy distant future and 
have been content if they were able to pay interest. 

The usual term of ten years for home financing makes it almost certain that 
difficulties will develop about ten years after the initiating factor has begun 
to create a housing boom. Values and rentals begin to weaken and this starts a 
downward spiral of foreclosures. Values decline until distressed properties can 
be bought for less than cost of construction. This is accentuated by rigid price 
and wage structures in the building industry. 

The funds for financing building booms have been pumped into circulation 
through pressure. Funds have been obtained by lending institutions through 
promises to pay interest rates above the general market rate for long-term capital. 
The volume of funds thus attracted could only be loaned by taking advantage 
of marginal cases and slender equities. 

The system of financing residential construction is now in process of recon- 
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struction through the activities of the federal government. Nevertheless the 
defect of an insufficient period of amortization of loans has not been adequately 
remedied. In view of the average worker's ability to pay rentals for housing 
accommodation it appears likely that the revival of investment in this field 
will depend upon the development of rental properties by large-scale enterprise 
and perhaps to a minor degree upon low-cost housing created as a part of govern- 
mental consumptive wealth. 

In conclusion, it may be said that to the extent that consumer-type saving 
involved in the payment for durable consumption goods is spread over a long 
period and involves a substantial interest charge, there is a tendency for con- 
sumption in other directions to be curtailed in order that repayment may be 
attempted. It is in the building cycle that this effect is probably most important. 
Just as the initial flow of capital provides a special stimulus to general consump- 
tion, so the impairment of consumption in other directions as the building cycle 
advances brings about the initial curtailment of total spending and employ- 
ment, which, as it gathers momentum, curtails the income of the very mass of 
people who are endeavoring to save. 


F. LEsLIE HayForp: The common explanation of the great amplitude of 
cyclical fluctuations of effective demand for durable consumers goods is that 
people do without most kinds of such goods when their incomes shrink. But 
doing without is not necessary for the majority of those individuals who already 
possess goods of this type. Continued enjoyment of use for a considerable time 
is possible, and all that need be foregone is as rapid replacement as has been 
customary. Deferment of replacement of course reduces current effective demand. 
And it is the postponability of replacement which makes the market for durable 
consumers goods subject to wide variations. For when a durable consumers good 
has come into quite general use, expansion of the number of its users becomes 
more and more limited and replacement demand becomes much more important 
than new user demand. 

The rôle of replacement demand is well illustrated in the passenger auto- 
mobile industry. Since the beginning of this industry 56,000,000 passenger 
automobiles have been bought by consumers in the United States, of which 
approximately 32,000,000 have passed out of existence, leaving about 24,000,000 
in use. This is the largest number of cars in use that this country has ever had. 
So that it is clear that of the 56,000,000 cars sold since the industry’s inception, 
32,000,000 have taken the place of cars which have been scrapped. In other 
words, nearly 60 per cent of the industry’s domestic passenger car business has 
come from the replacement demand. In recent years, of course—in fact since the 
middle twenties—replacement demand has been of much greater relative im- 
portance. 

If replacement proceeded at an even rate, the total effective demand would 
fluctuate much less widely than it does; that is, if cars were scrapped year by 
year at a rate which represented a constant average life-span and regularity of 
mortality rates and were immediately replaced, there would be little fluctuation 
in the effective replacement demand, and changes in new user buying would 
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virtually determine the amplitude of fluctuations of the total effective demand. 
This of course is not what happens. Scrappage and replacement buying do not 
follow a regular course, but are subject to great cyclical changes. 

During the latter half of the twenties, passenger car scrappage did proceed 
at a rather even rate, with car life averaging somewhat less than the seven-year 
life arrived at by Professor C. E. Griffin in his study of Michigan registration 
data for the years 1923 and 1924.3 If average car life had remained constant since 
the time of Professor Griffin’s study and if the “death rates” developed by him 
had prevailed, scrappage would have been somewhat less than it was from 1925 
to 1930, but it would have been much greater than it proved to be during the 
years following 1930. In fact, in 1933 and 1934 the actual number of cars 
scrapped was only about half as large as it would have been on such a basis. 
This drop in the rate of scrappage, and consequently in the rate of replacement, 
quite largely accounts for the great decline in passenger automobile sales during 
the depression. And an increase in the rate of scrappage and replacement after 
1934, together with the resumption of new user buying, which had practically 
ceased during the worst of the depression years, caused the rapid and marked 
recovery of the automobile industry in 1935, 1936, and 1937. 

That the sharp decline in effective demand during the depression was due 
chiefly to deferred scrappage and deferred replacement rather than to a great 
foregoing of automobile usage is clear from the car registration data. The num- 
ber of passenger automobiles in use apparently declined less than 10 per cent; 
that is, from 21,800,000 cars in 1$29 to approximately 20,000,000 in 1932 and 
1933. Obviously, the postponement of scrappage by extending the serviceable 
life of cars made possible the continued enjoyment of automobiles by something 
like nine-tenths as many persons as in 1929 without the necessity of continued 
replacement buying at anything lixe the rate which had prevailed in the pre- 
depression years. 

If, then, replacement demand is as important in the durable consumers goods 
industries in general as it obviously is in the automobile industry, the degree of 
flexibility of usable life of these goods will have a highly significant bearing 
upon fluctuations in the effective demand for them. The usable life of different 
kinds of durable ‘consumers goods varies greatly; but under the spur of necessity 
or desire all of them can be madz to last longer than has been customary. A 
special type of flexibility of demand is thus introduced by the flexibility of 
usable life which renders postponement of replacement without deprivation of 
use not only possible but (for a time, at least) no great hardship. 

Postponement of replacement will of course occur when consumers’ incomes 
shrink. But there are other conditions which may cause a postponement of re- 
placement and by so doing initiate a drop in consumers’ incomes which by its 
cumulative force may bring about a business depression. One of these conditions 
is the existence of a great burden of consumers’ debt, the payment of which 
will make it impossible to apply all of current income to the current purchase 
of goods. Or the feeling of the necessity or desirability of saving, either for a 


1C. E. Griffin, The Life History of Automobiles, Michigan Business Studies, Vol. 1, 
No. 1, February, 1926, 
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specific purpose or merely as a general safeguard against contingencies, may 
induce the consumer to use the old car or the old washing machine longer 
than usual. 

But when a decline in consumers’ incomes has set in, and employment is de- 
creasing, uncertainty as to the future becomes a potent factor in causing defer- 
ment of replacement of durable consumers goods, not only on the part of those 
whose incomes already have shrunk, but also on the part of many whose incomes 
have not yet been reduced but who are fearful that they may be. Lack of con- 
fidence then causes considerable curtailment of buying, without (at least for 
quite a time) subjecting the great mass of consumers to the necessity of giving 
up the enjoyment of the durable consumers goods to which they have become 
accustomed, In our present-day civilization—with its means of rapid communica- 
tion, its radio facilities for mass appeal and for the dissemination of news, 
opinions, and propaganda, its many public interpreters of and commentators on 
happenings in the business and political fields—changes in public confidence 
seem likely to occur more quickly and to be more pronounced than formerly. 
Lack of confidence now tends to develop suddenly and spread rapidly, bringing 
about fluctuations in consumer buying which are made wider by the increased 
relative importance of durable consumers goods with their great flexibility 
of replacement demand. 

Because of this flexibility of replacement demand, it may be that the ampli- 
tude of business cycles tends to become greater as the ownership of durable 
consumers goods becomes more general. But the ownership of such goods be- 
comes more general as the material standard of living rises. Perhaps, then, one 
of the costs of a high material standard of living is the endurance of pro- 
nounced fluctuations of business. 


The general conclusions of the round table may be stated as follows: 

Evidence indicates clearly enough that fluctuations in investment may be 
materially affected or even initiated by changes which take place in the demand 
for durable consumers goods. The experience of the automobile industry shows 
that fluctuations in replacement demand are basically affected by the fact that 
consumers do not have to choose between replacement and doing without but 
instead the choice is between buying a new car and using the old car longer. 
This is proved by the fluctuation in the rate of scrappage of cars during the 
depression as compared with predepression figures. The importance of install- 
ment selling as a cause of fluctuations in consumer demand is difficult to estimate. 
It appears inevitable, however, that installment selling must add somewhat to 
instability of demand. Too small down payments, too long periods for pay- 
ment of balances due, and other unsound practices accentuate this instability. 
The tremendous relative weight of urban housing mortgage indebtedness renders 
fluctuations in the demand for this type of durable consumers goods of funda- 
mental importance. The data indicate that the extremely wide fluctuations ia 
housing construction are affected by the customary period during which resi- 
dential mortgages run. Fluctuations in investment and in the interest rate are 
gteatly influenced by these fluctuations in residential building activity. 


WAGE POLICIES 
FRANK D. (GRAHAM, Chairman 


The speakers at this round table dealt chiefly with the following subjects: 
Carroll R. Daugherty, “The Reletion of Minimum Wage and Maximum 
Hour Laws to Rates of Investment, to Employment, and to Labor Income”; 
Paul M. Sweezy, “Wage Policy and Investment” ; Lorie Tarshis, “Wage Reduc- 
tions and Investment.” \ 

CARROLL R. DAUGHERTY: Because of the variety and complexity of the factors 
affecting rates of investment, it is impossible to show inductively the effects of 
wage rate and work period changes on investment rates, except in so far as 
one might obtain reliable data from enterprisers and investors themselves with 
regard to their reactions to such changes. 

Deductively, however—without en assumption of either perfect competition 
or complete monopoly but on the assumption (a) that all other investment- 
affecting factors, such as price changes, are held constant; (b) that enterprisers 
and investors have certain notions or attitudes concerning suitable rates of 
return; and (c) that, as the owners and controllers of enterprise, they react to 
cost-increasing conditions in ways intended to make possible the realization 
of their standards of investment returns—one may reach the following con- 
clusions. 

In general, a substantial, arbitrary increase in wage rates or reduction in 
work periods (‘‘arbitrary” is so defined as to mean “unjustified, in enterprisers’ 
minds, by market conditions’) so dims enterprisers’ profit prospects as to stimu- 
late them to introduce new labor-saving, cost-reducing machinery (with some- 
one’s investment funds), the net effect of which is to protect profits and to increase 
the relative employment of investment funds and capital equipment and not to 
increase the average employment and average relative income of labor. Thus, 
no matter how socially desirable it may be to increase relative average worker 
income and employment, such an objective is not generally attainable through 
substantial, arbitrary wage rate increases and work period reductions under the 
present economic system. Even assuming that one of the major causes of de- 
pression is lack of balance between consumer buying power and savings (brought 
on perhaps by inequalities in income distribution), one cannot say that recovery 
from depression can be achieved by reversing the process, i.e., by arbitrarily 
raising wage rates. A wage rate increase is an added cost of production more 
immediately than it is added purchasing power. And added costs of produc- 
tion have the deflating effects noted above. The only way purchasing power can 
be immediately increased without immediately raising production costs is through 
government expenditure. And budget balancing requires that eventually this 
credit must be stopped and repaid through cost-increasing, profit-dimming taxa- 
tion. If this general analysis is correct, the further conclusion is perhaps justified 
that some other form of economic organization would be better adapted to the 
realization of such broad social objectives. 

In particular, minimum wage and maximum hours laws tend to discourage 
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investment of funds in new plants in the highly competitive, little mechanized 
industries in which existing wage rates are low and labor costs a relatively large 
proportion of total production costs, while they tend to encourage investment 
of funds in the semimonopolistic, highly mechanized industries in which all or 
most of the wage rates are already above the law’s minimum and in which labor 
costs are a relatively small part of total costs. Enterprisers who stay in the first 
kind of industry are of course stimulated to introduce labor-saving equipment 
with investment funds. But they may have difficulty in obtaining the funds, 
and some enterprisers in this type of industry may go out of business. In any 
case it is to be doubted that the operation of such laws would result in general 
net increases in employment and average relative labor income. This conclu- 
sion is of course not a valid argument against the use of modest minimum wage 
and maximum hours laws to prohibit exploitation of workers in sweated in- 
dustries under the present economic system, especially if there is provision for 
the vocational retraining of the unemployed workers. 


PauL M. SwxeEzy: The problem of the effect of a general change in money 
wages is now generally attacked by studying the workings of a highly simplified 
model economic system. Fhe most usual models are variations of a basic type, 
the main characteristics of which are as follows: (1) perfect competition, (2) 
wage costs the only variable costs, and (3) a closed system. By appropriate 
additions in the way of expectations it is possible to reach the conclusions: that 
a general wage cut will increase investment and employment, or that it will 
leave investment and employment unchanged, or that it will decrease invest- 
ment and employment. All of these conclusions may be logical according to the 
varying assumptions, but their relevance to the problem of wage cuts in the 
real world is not great. 

It is instructive to analyze other models which differ widely from the type 
already mentioned. Let us suppose, for example, that all employers are monopo- 
lists or, as it would probably be more accurate to say, oligopolists. In such cit- 
cumstances the demand curves which are relevant to behavior are those which 
exist in the heads of the entrepreneurs, and they are made up after a full 
calculation, frequently more or less unconscious, of the probable reactions of 
more or less distant rivals. I am prepared to argue that a very likely shape for 
such demand curves will show a “corner” at the prevailing price. The entre- 
preneur in other words is likely to regard price cutting as self-defeating since 
it provokes similar action on the part of rivals {the curve is inelastic for down- 
ward movements of price); and he is likely to think that any business which 
he may drive away by raising his price will be eagerly absorbed by his rivals 
(the curve is elastic for upward movements of price). Now the curve which 
is marginal to such a demand curve, of course, has a discontinuity at the pre- 
vailing price, falling from a positive to a negative value. If the effect of a 
wage cut is in the first instance not materially to change the volume of expendi- 
ture and hence to leave the position of demand curves pretty much unaffected, 
it is evident that it will be accompanied by no increase in employment at all 
or, in so far as the employers are more prone to saving than their workers, 
the effect will tend to be adverse. This can be put otherwise by saying that 
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the marginal revenue productivity of workers for increases in employment is 
negative. 

In such an economy it is evident that shifts in the volume of employment will 
be initiated altogether by shifts in demand curves and not by shifts in cost curves; 
that is to say, by shifts in the volume of expenditure. Changes in money wages, 
since they are not likely to have any very large effect on the volume of expendi- 
ture one way or the other, are likely to have little influence on the volume of 
employment. On the other hand, those things which affect the volume of ex- 
penditure (e.g., the opening of new fields for investment, public works, large- 
scale foreign lending, armament, war, and the like) are the things which will 
have a direct effect on the volume of employment; and the latter in turn, it 
seems to me, is the decisive factor in the level of money wages. Employers will 
always cut wages to save money if they can; and they will raise them when they 
have to. Low and falling employment allow them to do the first and high and 
rising employment force them to do the second. 

I believe—it may be no more than a hunch—that the real world is very much 
more like the model which I have just analyzed than the more usual models 
mentioned previously. Believing this, I conclude that to inquire how wage policy 
affects investment is in the main to put the question backwards, and that any 
one interested in increasing the volume of employment and investment would 
do well to regard the problem of wage policy as distinctly of secondary im- 
portance. 


LoriE Tarsis: The amovnt of investment (suitably measured) depends 
upon the level of interest rates and upon the yields that entrepreneurs expect 
on new capital equipment. A general reduction in money wages involves a reduc- 
tion in labor costs and so, to that extent, an increase in anticipated yields. But 
this effect is offset, at least partly, by a decline in money expenditure resulting 
from a fall in labor’s money income, 

In an economy where inflexible prices are rather common, the decline in 
expenditure has one further sericus consequence. It occasions an increase in 
surplus capacity with respect to existing equipment in those industries which 
maintain prices at their old levels. In at least three of the industries which in 
the United States are important as buyers of new capital—railroads, public utili- 
ties, and housing—the prices of the services provided are quite inflexible. 

It is quite true that the general reduction in money wages might be responsible 
for an increase in the yield cf existing capital equipment, but because of the 
increase in excess capacity the yield anticipated from new capital would be 
lowered. This would discourage investment. In so far as the prices of new 
investment goods are themselves stabilized, investment is even further dis- 
couraged. 


Discussion from the floor was initiated by Mr. A. P. Lerner, of the London 
School of Economics, who pointed out that there is a simple and a sophisticated 
form of the old argument that an increase in wages will diminish investment 
and employment. The simple forra applies to the whole economy an argument 
that is valid only when applied to a part of it. If wages are raised in a small 
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part of an economy, costs in that sector are raised. There is also (initially) an 
increase in demand but this, being spread over the whole economy, can reason- 
ably be neglected as insignificant. Costs rise relatively to demand and there 
will be a decrease in the output of the affected sector. If wages are raised in a large 
sector of the economy, the repercussions on demand can no longer be completely 
ignored; but it can be expected that only a part of the increased income (which 
is the increased cost) is spent on the output of this sector of the economy 
so that there is again a tendency for output to shrink. But if wages are raised 
over the whole economy, the presumption that demand increases less than cost 
disappears. The simple form of the old argument thus commits the fallacy of 
composition. 

The sophisticated form is as follows: 

1. The rise in wages will bring about a rise in demand and in money prices 
and incomes, : 

2. If there is no change in people’s attitude to liquidity (i.e., the rise in 
prices does not tend to drive them out of money into goods), there will be 
an increased demand for money to hold. 

3. If there is no change in the amount of money (Le., if the monetary au- 
thorities regard it ‘as improper to satisfy the increased demand for cash aad 
bank balances), there will be a rise in the rate of interest. 

4. If there is no expectation of any further rise in prices, this will diminish 
the rate of investment. 

5. If there is no increase in the propensity to consume, there will be a de- 
cline in real demand and in profits. 

6. When entrepreneurs decide that this decline in profits is permanent they 
will diminish output and employment. 

The thesis put forward by Drs. Sweezy and Tarshis amounts to nothing more 
than the assertion that it is dangerous to glide over the whole of this (abridged) 
series of stages in the process leading from a rise in wages to a decline in output, 
because there is a high probability that the process will be arrested at some 
of the intermediate stages for periods of time sufficiently long for the further 
effects to be swamped by new developments that are certain to arise in the real 
world, In these intermediate stages there is no reason to expect a decline in 
output. Rather the reverse, for in so far as there is a shift from the (real) 
earnings of specific instruments of production to earnings of labor as a result 
of the change, this-is likely to bring about an increase in the propensity to 
consume and in demand, profits, and output, while the adverse effects on the 
rate of interest and on investment may be held up indefinitely. 

Dr. Mordecai Ezekiel raised the question whether reductions in wage rates, 
accompanied by an increase in the number of hours worked and in total wage 
payments, might not have effects quite different from reductions in wage rates 
not so accompanied. 

Dr. Lubin suggested that the effect of wage cuts might vary according to the 
phase of the cycle in which they were introduced. 

Professor Walter A. Morton and Drs. Vickery and Armstrong also participated 
in the discussion. 


~ 


MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD IN ATLANTIC CITY, NEW JERSEY, 
DECEMBER. 29 AND 30, 1937 


The first business meeting of the American Economic Association was held 
at 9:00 A.M., December 29, 1937, in Chalfonte-Haddon Hall, Atlantic City, 
President Sprague presiding. 

The minutes of the meeting cf December 30, 1936, were approved as printed 
in the Proceedings of the Forty-ninth Annual Meeting, page 296. 

The following reports were read and approved: 

1. The Secretary. (See p. 162.) 

2. The Managing Editor. (See p. 166.) 

3. The Treasurer. (See p. 168.) 

4, The Auditor. (See p. 171.) 

5. The Finance Committee. (See p. 169.) 

The President appointed Harry D. Gideonse of the University of Chicago, 
Tipton R. Snavely, of the University of Virginia, and Z. Clark Dickinson, of the 
University of Michigan, as a Committee on Resolutions. 

J. M. Clark, our representative to the American Council of Learned Societies, 
referred the members to the printed report of the activities of the Council for 
the current year. 

The Secretary read, for Robert Calkins, chairman of the Committee on Re- 
prints, the report of that Committze. The report was accepted and the Com- 
mittee discontinued. (See p. 176.) 

The following informal report of the Joint Committee on Statistics of Income 
was read by the Secretary in the absence of J. F. Ebersole: 

The Joint Committee on Statistics of Income has held no formal meetings during this 
calendar year, but the members have corresponded with Dr. George C. Haas, Director of 
Research and Statistics in the Treasury, during the year. Certain of his problems have been 
submitted to the members of the Committee, and individuals have replied with such 
suggestions as they thought it desirable to make. During the year Messrs. W. L. Crum and 
Simon S. Kuznets, who are members of the American Statistical Association half of the 
Joint Committee on Statistics of Income, have been devoting a considerable amount of their 
own time in the form of personal attendence at the Treasury Department. During the period 
of such personal attendance, it did not appear necessary to have a meeting of the Joint 
Committee. Professor Crum has now returned to Harvard for full-time work, and I 


recommend that the Committee be continued another year, and any unexpired appropriation 
be continued and not canceled. 


The report was accepted, the Committee continued for another year, and the 
unexpended appropriation transferred to 1938. 

J. M. Clark gave an oral report for the Committee on Permanent Secretariat. 
The President stated that he believed the matter should receive further con- 
sideration by the Executive Committee before being put to the membership 
for vote. 

Adjourned. 


The second business meeting of the American Economic Association was held 
at 9:00 A.M., December 30, 1937, in Chalfonte-Haddon Hall, Atlantic City, 
New Jersey, President Sprague presiding. 
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The minutes of the meeting of December 29, 1937, were read and approved. 
The following report of the Committee on Resolutions was read and ap- 
proved: 


WHEREAS, The members of the Ametican Economic Association, meeting in the fiftieth 
annual session, December 28-30, 1937, desire to express appreciation to those who have 
been chiefly responsible for the success of the conference; therefore be it 

Resolved, That the Secretary be instructed to convey the thanks of the members of the 
Association for the excellent preparation made for the meeting and for the way in which 
the details had been handled throughout the session to Ernest M. Patterson, of the Com- 
mittee on Local Arrangements, to the press for the publicity given to the program and 
activities of the Association, and to the others who participated in making the meeting 
a success; and be it further 

Resolved, That we extend to the participants in the program our appreciation for 
their contributions to the deliberations of the Association; and be it finally 

Resolved, That we extend to the management of the Chalfonte-Haddon Hall our thanks 
for the facilities placed at our disposal and for the co-operation which aided so greatly 
in insuring the success of our meetings. 

Harry D. GIDEONSE, Chairman 
TIPTON R. SNAVELY 
Z. CLARK DICKINSON 


For the report of the representatives to the Social Science Research Council, 
see p. 178. 


The Secretary presented the certification of election: 


In accordance with the by-laws on election procedure, I hereby certify the results of the 
recent balloting, and present the reports of the Nominating Committee and the Committee 
on Elections. 

The Nominating Committee, consisting of Ernest L. Bogart, University of Illinois, 
chairman; William A. Brown, Brown University; Raymond T. Bye, University of 
Pennsylvania; Henry A. E. Chandler, New York City; I. Leo Sharfman, University of 
Michigan; and Arthur W. Marget, University of Minnesota; presented to the Secretary 
the following list of nominees for the respective offices: 


For President 


Joseph S. Davis 
Alvin H. Hansen 


For Vice-Presidents 
Frederic B. Garver 
Frederick C. Mills 
William A. Paton 
Joseph A. Schumpeter 


For Executive Committee 
Benjamin M. Anderson, Jr. 
Elmo P. Hohman 
Merlin H. Hunter 
Mabel Newcomer 


For Social Science Research Council Representative 


Simon Kuznets 
Roswell C. McCrea 


The Committee on Elections prepared biographical sketches of the various candidates 
and ballots were distributed early in November. The canvass of the ballots was made on 
December 20, 1937, and the results were filed with the Secretary. 


From the report of the Committee on Elections J have the following information: 
Number of envelopes without names for identification 6 
Number received too late to count 9 
Number of defective ballots ws 
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Number of legal ballots 1,214 


Number of returns from tke mail ballot 1,249 


On the basis of the canvass of the votes cast, I certify that the following persons have 
been duly elected to the respective offices: 


President (for the term of one year) 
Alvin H. Hansen 


Vice-Presidents (for the term of one year) 


Frederic B. Garver 
Frederick C. Mills 


Members of the Executive Committee (for the term of three years) 


Benjamin M. Anderson, Jr. 
Mabel Newcomer 


Representative to the Social Science Research Council (for the term of three years) 


Simon Kuznets : 
Adjourned. 


r 


REPORT OF THE SECRETARY OF THE ASSOCIATION FOR THE 
YEAR ENDING DECEMBER 15, 1937 


The following report includes the minutes of all meetings of the Executive 
Committee held during the year. 
1. Minutes of the second meeting of the 1937 Executive Committee: 


The second meeting of the Executive Committee of the American Economic Association 
for the year 1937 was held at the Harvard Club, New York City, February 20, 1937, 
at 9:00 A.M. There were present: President Sprague, presiding, and Messrs. Bell, Brown, 
Clark, Dewey, Graham, Millis, and Mitchell. 

Voted: To approve the minutes of the December 29, 1936, meeting as printed in the 
Proceedings of the 1936 annual meeting, page 301. 

Voted: That the resignation of Mr. C. H. Crennan as a member of the Finance Com- 
mittee be accepted and that Mr. Roy C. Osgood be appointed to the vacancy thus created. 

The Secretary was instructed to communicate to Mr. Crennan the Committee’s thanks 
for his long, faithful, and effective service to the Association. 

The Secretary reported that he had notified the Director of the Census of the action taken 
at the business meeting of the Association on Decembr 30, withdrawing from participa- 
tion on the Joint Census Advisory Committee, 

Voted: To continue the Committee on Reprints, with the request that the Committee 
report at the December meeting. 

In the absence of A. S. Johnson, J. M. Clark reported for the Committee on Permanent 
Secretariat. Professor Clark asked that the Committee be continued and that it be per- 
mitted to report at the December business meeting a different form of proposal from 
that recommended last year. 

Nest To authorize the expenditure of not to exceed $300 for mimeographing round 
table papers. 

Discussed the election procedure of officers of the Association and the franchise of 
members whose dues are paid by institutions. No action was taken. 

The Secretary read a communication from L. C. Marshall, representative of the Busi- 
ness Research Council, explaining why no report was forthcoming either at the annual 
business meeting or at the spring meeting of the Executive Committee. A report is 
expected at the next business meeting. 

The Secretary made an informal report on the meeting of the association secretaries 
and of the sessions of the American Council of Learned Societies held in New York, 
January 28 to 30, 1937. 

Voted: To approve the request of D. R. Dewey for a slight increase of appropriation 
for office salaries. . 

Voted: To select Atlantic City, New Jersey, as the place of meeting for the next-annual 
convention, the dates to be December 28, 29, and 30. 

Voted: To appoint E. M. Patterson as Association representative on the Committee ,on 
Local Arrangements for the annual meeting. 

Professor Sprague announced the selection of the members of a program committee: 
A. H. Hansen, F. S. Deibler, E. S. Mason, and the Secretary. 

Adjourned. 


2. The minutes of the third meeting of the 1937 Executive Committee: 


The third meeting of the 1937 Executive Committee was held at the Chalfonte-Haddon 
Hall, Atlantic City, at 5:00 P.M., December 28, 1937. There were present: President 
Sprague, presiding, and Messrs. Bell, Clark, Dewey, Goodrich, Graham, Hansen, and 

itchell. 

The minutes of the February 20, 1937, meeting were read and approved. 

The Secretary reported that the payment of five hundred dollars to the Higgs’s bibliog- 
raphy, authorized at the December 29, 1936, meeting, had been made. The question 
of policy with regard to accumulation of reserve funds provoked suggestions involving 
expenditures which might prove more useful in conducting the activities of the Association. 
Dr. Dewey called attention to the desirability of conferring with his Board of Editors. 
Such a conference could not be held unless expenses were borne by the Association. Pro- 
fessor Hansen considered it desirable that conferences be held not only by the members 
of the Program Committee, but, where main papers and round tables are resorted to, con- 
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ferences of those preparing main papers end the chairman of round tables. One of the weak- 
nesses of this past year’s program was the lack of co-ordination which might have been 
accomplished by this means. Here again travel expenses are involved. The Secretary 
reported that Professor Ernest L. Bogart, chairman of the Nominating Committee, had 
asked for a conference to discuss nominees for the offices of the Association. 

Professor Sprague submitted a memorandum from Dean Donham describing progress 
made on the economic bibliography and asking that the American Economic Association 
subscribe three thousand dollars additional to that project (to bring about the completion 
of Volume IIJ—1500 to 1700). The Association has committed itself to pay five hundred 
dollars more in 1938. It was voted to contribute one-third of the remaining twenty-five 
hundred dollars on condition that some other American organizations, e.g., American His- 
aaa eee or the American Academy of Political and Sccial Science, subscribe the other 
two-thirds, 

i It was voted to appoint John E. Walker as council for the Association for a term of 
three years. 

The appointment of the following perscns to the Editorial Board of the American Economic 
Review was confirmed: Arthur R. Burns and Bernard F. Haley, for a term of three years; 
and Fritz Machlup for a term of one year, to finish the unexpired term of Edward H. 
Chamberlin. 

The list of honorary members was corsidered, and members of the Executive Committee 
were asked to submit nominations at the spring meeting. 

Because of long and valuable services to the Association, complimentary memberships 
were granted to Richard T. Ely and C, H. Crennan. 

It was voted to approve a change in the by-laws, so as to permit the date of nomination 
and balloting to be advanced one month. ; 

Adjourned. 


3. Minutes of the first meeting of the 1938 Executive Committee: 


The first meeting of the 1938 Exscutive Committee. was held at Chalfonte-Haddon Hall, 
Atlantic City, at 12:00 M., December 20, 1937. There were present: President Alvin H. 
Hansen, presiding, and Messrs, Anderson, Bell, Clark, Dewey, Garver, Goodrich, Graham, 
Haig, Mills, and Sprague. l 

The minutes of the December 28, 1937, meeting were read and approved. 

It was voted to hold the 1938 annual meeting, on December 27, 28, and 29, in Detroit, 
Michigan. 

The publication of a Handbook in 1938 was authorized, and suggestions were made for 
the inclusion of additional information, so as to make this volume constitute a ‘“‘who’s 
who in economics.” More definite proposals were to be submitted at the spring meeting 
of the Committee. 

The request of the American Documentation Institute that the Association appoint a 
representative to that Institute for a term of three years was put on the table pending further 
inquiry. 

Messrs. Roy C. Osgood, C. C. Wells, and the Secretary were reappointed members of 
the Finance Committee for the year 1938. 

It was voted to approve the recommerdation of Professor Dewey and Professor Bell that 
the salaries of Miss Rogers and Miss Tait be increased twenty-five dollars a month. 

Adjourned. 


The secretary’s office edited the Proceedings of the Forty-ninth Annual Meet- 
ing and carried on the regular business of the Association. 

In addition to the appointment of the Program Committee reported in the 
minutes, the following appointments were made by the President: 


Nominating Committee 
Ernest L. Bogart, Chairman 
William A. Brown 
Raymond T. Bye 
Henry A. E. Chandler 
I. Leo Sharfman 
Arthur W. Marget 
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Committee on Elections 


Melchior Palyi, Chairman 
Frank P. Breckinridge 
James Washington Bell 


Auditor 
Frank E. Kohler and Company 


Representatives to the American Academy of Political and Social 
Science Meeting 
S. Howard Patterson 
Harry J. Loman 
F. Cyril James 


Representative at the Franklin and Marshall College Sesqui-Centennial 
Celebration 


Noel P. Laird 


Representative at the Anniversary Celebration of Davidson College 
C. K. Brown 


Representative at the Inauguration of William Stuart Nelson as Presi- 
dent of Dillard University 


Donald M. Halley 


Permission for the use of the addressograph list was granted by the President 
and the Secretary to: 
International Labor Organization 
Reserve City Bankers Association 
The changes in the membership list that have taken place during the year 
ending December 15, 1937, are as follows: 


Total members and subscribers in December, 1936 3799 
Annual members in December, 1936 2556 
Members removed in 1937: 
Resigned 42 
Lack of address 12 
Nonpayment of dues 88 
Died 23 165 
2391 
Members added in 1937 261 
Total annual members in December, 1937 2652 
Life members in December, 1936 48 
Removed in 1937 4 
Total life members in December, 1937 44 
Total honorary members in December, 1936 17. 


Total members in December, 1937 2713 
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Subscribers in December, 1936 1178 


Removed in 1937 - " l 159 
1019 
Added in 1937 200 
Total subscribers in December, 1937 a 1219 
Total members and subscribers in December, 1937 g 3932 
Net gain 133 


Credit for the increase in our membership is due very largely to those who 
have sent in nominations. I appreciate this help very much and hope it will 
continue. 

It is with regret that I report that notice of the death of the following mem- 
bers was recetved during the year: 


1936 1937 
Champe S. Andrews Charles E. Brooks 
William F. Beller G. F. Cadisch 
Alfred W. Briggs William R. Gray 
John Cummings John W. W. Hallock 
Charles H. Derr William G. Hastings 
George M. Janes Ralph E. Heilman 
John P. Mitchell, Jr. Clyde L. King 
Malcolm C. Rorty Ogden L. Mills (Life Member) 
Henri See Homer W. Norton l 
Robert Whitten Thomas W. Page 
Warren M. Persons 
I. M. Rubinow 


Benjamin M. Squires 
Felix M. Warburg (Life Member) 


Respectfully submitted, 
JAMES WASHINGTON BELL, Secretary 


REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW. FOR THE YEAR ENDING 
"DECEMBER, 1937 


The expenses during 1937 by principal itéms' were as follows: 


Printing (paper, reprints, postage, etc.) ............2005- $5,917.78 
Editora b -ic.05 cee spend sare ek aos ACR eR Oe 2,500.00 
E e: 1 EERE E ire EE OR aed EE E Oe ase 2,751.00 
SUPPNGS: kerros ear EIT I N E EE AE E E EES 364.72 
COMUMOULOLS: 34.5: f0u Sioa a a A e a E a 1,541.75 

$13,075.25 


This is $275.25 in excess of the budget estimate submitted a year ago; namely, 
$12,800.00. The additional expense is accounted for in part by the increase 
of 44 pages over the 1936 volume, and also the increase in clerical assistance. 
The correspondence of the Review has grown considerably during the past two 
or three years, owing to the larger number of books which are being published 
in the field of economics and which have to be placed for review and also to 
the larger number of manuscripts which are submitted for publication. During 
the past year 775 new books have crossed the desk of the managing editor. 

As continued growth in these items is to be anticipated for the coming year, 
it appears necessary to ask for a somewhat increased appropriation. On the basis 
of printing 4,400 copies per issue in 1938, the following budget is submitted: 


Printing (paper, reprints, postage, etc.) ..............2..- $6,000.00 
BGHtOlial’ 66é24-0s Wades boi swe eae Ee MEO ae 2,500.00 
Clerical) oct cit lone ET TE E Mate eale cu tein . eee 3,000.00" 
SUPDIICS 4.2 teary ee eee tes eo Mae Se Ree euNS 400.00 
CONtEIDULOIS: sear sR Sees Rd Tada baledowais bas 1,600.00 

$13,500.007 


The budget estimate for 1937 was $12,800.00; and this, it will be observed, 
is an estimated increase of $700.00 for 1938. 

The average number of copies printed this year was 4,375; and the number 
of pages for the entire volume was 882, an increase of 44 pages over the volume 
for 1936. 

The pressure upon our space is proving to be very embarrassing. We are able 
to publish only a limited number of leading articles during the year; for this 
year the number was 31. We have in our portfolio a sufficient number of 
manuscripts already accepted by the members of the board of editors to fill 
two issues; and in this connection it might be noted that we have declined more 
than twice as many. This does not mean that all of the articles declined were 
unworthy of publication. It ought to be clearly understood that declination is- 
not rejection as that term is ordinarily used. 

The following persons have served as editors during the past year: Professors 
Clarence E. Ayres and Morris A. Copeland, whose terms expire this year; Pro- 
fessor Edward Berman, whose term expires in 1938; Professor Edward H. 


* Discrepancies between these and the auditor’s figures are accounted for by a difference 
_ in fiscal years. 
2 $300.00 subsequently added by the Executive Committee. 
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Chamberlin, who has resigned at tke end of this year; Professors Alzada Com- 
stock and Leonard L. Watkins, whose terms expire in 1939. 
During the year 239 persons have co-opërated in writing leading articles, com- 
munications, and reviews. l 
The usual tables are appended, 
Respectfully submitted, 
Davis R. DEWEY, Managing Editor 


Tase I—PacEs GIvEN To EACH Secrion* 


New Docu- Periodi- 


Year Leading Reviews | books ments, 


Notes | Theses | Totals 


articles À reports, 
listed we abstracts 
1920 395 109 155 98 122 42 15 936 
1921 331 103 133 39 117 38 11 772 
1922 293 91 158 35 124 37 13 752 
1923 298 122 134 26 113 43 14 800 
1924 339 110 191 23 113 42 18 836 
1925 325 131 178 27 110 38 23 832 
1926 270 137 134 15 198 43 27 784 
1927 262 120 195 32 114 42 27 792 
1928 335 111 176 12 121 45 28 828 
1929 315 181 173 18 1 52 28 768 
1930 348 154 210 12 0 58 29 811 
1931 369 170 197 13 0 40 25 814 
1932 351 175 203 12 . 0 27 24 792 
1933 360 178 179 6 34 28 24 809 
1934 376 120 188 7 48 44 22 805 
1935 341 198 183 7 46 37 21 833 
1936 384 161 185 5 39 31 20 838 
1937 386 194 202 4 35 41 20 882 


* Figures for 1911-19 may be found in the report for 1930, published in the Supplement, 
March, 1931, p. 284. 


Taste iIJ—Expenpirures 





Payments 
T Salary of y , , 
Year Printing to con- Clerical Supplies Totals 
editor tributors 
1920 $6,656.31 | $1,500.C0 | $1,122.75 | $1,595.64 | $ 307.20 | $11,181.90 
1921 5,646.97 1°500.CO 64.50 | 1,472.50 319.97 9,003.94 
1922 4,795.28 | 1,500.C0 — 1,370.00 314.77 7,980.05 
1923 5,032.59 | 1,500.C0 — 1,650.09 437 .86 8,620.54 


1,110.25 | 1,464.01 | 305.32 9 802.86 

1,133.50 | 1,757.32 | 406.36 | 10,510.19 

1,128.00 | 1,589.86 | 323.43 9,873.53 

1,013.75 | 1,806.50| 297.25 | 10,236.70 

1,190.50 | 1,956.50| 375.37 | 10,344.32 

1,328.75 | 2,004.50 | 261.72 | 10,022.59 

'500.C0 | 1,447.75 | 2,253.00} 347.80 | 11,935.22 
1931 5,399.94 | 2,500.C0| 1,454.75 | 2,300.00| 327.60 | 11,982.29 
1,451.00 | 2,300.00 | 386.13 | 11,780.36 

1,408.25 | 2,436.00 | 380.75 | 11,331.07 

1,384.75 | 2,420.00 | 326.12 | 11,301.30 

1,357.50 | 2,540.00 | 445.08 | 11,952.11 

1,450.00 2,540.00 | 345.12 | 12,151.68 


1937 5,917. 18 2,500.C0 541.75 | 2,751.00 364.72 13,075.25 
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REPORT OF THE TREASURER OF THE ASSOCIATION FOR THE 
YEAR ENDING DECEMBER 15, 1937 


During the past fiscal year, the total assets, of the Association have increased 
from $58,012.29 to $61,028.39. The comparative statement in the auditor’s re- 
port shows that the principal change in the composition of the assets consisted 
of the investment of an excess cash in bank and net income for the period. Total 
receipts during the year from all sources was $25,312.10. Income from dues, 
interest, dividends, and a contribution of $500.00 from a member account for 
$17,428.61 of this total, and income from subscriptions to the Review other 
than from members, sales of copies, and advertising in the Review account for 


INVESTMENT PORTFOLIO 











At Par Cost Market* Return 
Year Stocks 

Bonds Bonds Stocks Total and Bonds Stocks Total 

Bonds 

1925 | $25,000 $24,661.75 $24,661.75 $1,350.00 1,350.00f 
1926 27,000 | 26,623.25 26,623.25 1,410.00 1,410.00} 
1927 29,000 | 28,688.45 28,688.45 1,524.70 1,524.70 
1928 29,000 | 28,633.45 28,633.45 1,642.77 1,642,774 
1929 31,600 | 30,569.48 30,569.48 1,575.44 1,575.44} 
1930 31,000 | 32,439.48 32,439.48 {$32,635.40 | 1,695.21 1,695.21 
1931 39,500 | 39,134.48 - 39,134.48 | 32,307.44 | 1,886.81 1,886.81 
1932 40,500 | 41,134.48 41,134.48 | 35,239.70 | 2,014.36 2,014.36 
1933 33,500 | 32,962.48 |$ 3,954.23 | 36,916.71 | 31,522.50 | 1,679.49 |$ 108.57 | 1,789.06 
1934 31,500 | 30,989.48 | 3,954.23 | 34,943.71 | 34,714.00 | 1,593.13 218.07 | 1,811.20 
1935 | 16,000 | 15,280.48 | 28,114.50 | 43,394.98 | 50,338.72 | 1,022.96 | 680.70 | 1,703.66 
1936 47,000 | 16,260.13 | 33,712.57 | 49,972.70 | 62,991.00 801.77 | 1,597.63 | 2,399.40 
1937 20,0007 | 19,160.91 | 37,399.20 | 56,560.11 | 52,064.75§] 884.87 | 2,689.62 | 3,474.49 
* As of date of audit. 


t Estimated income for year. 
t Certificate of deposit interest included. 


§ December 3, 1937. 


$7,883.49. Total receipts of $25,312.10 compare with last year’s figure of 
$27,844.77. The latter figure, however, includes the profit from sale of securities, 
an item which can hardly be considered a normal source of income. Barring this 
item, receipts for 1937 exceed those for 1936 by a sum of $3,000.00, despite 
slightly heavier publication costs ($352.87), and a $500.00 contribution by the 
Association to the Higgs’s bibliography. Larger income is due chiefly to the 
following increases: from dues, $368.11, from interest and dividends, $1,341.16, 
from subscriptions, $315.13, and from advertising in the Review, $599.35. 

Publication expenses of $15,206.50 show a slight increase over $14,853.63 
and this may be accounted for by the increased size and number of copies pub- 
lished of the Review. No handbook has been issued this year. 

In the light of current market developments, our investment portfolio has 
shown very reasonable stability. The return on our investment, amounting to 
6.3 per cent on cost, is much larger than we can reasonably expect as a regular 
yield. To make this point clear, the Finance Committee has separated the extra 
from the regular dividends received on its holdings of stock. The investment 


ie port of the Treasurer ; 
. policy of the Commiittes is briefly stated in its report. The table submitted last 
year showing the status of our investment ‘holdings and the income derived 
therefrom is again presented, including „this ‘year’s results. The total income 
from the first two years of the period repřesents estimates and the figures from 
1927-29, inclusive, include small amounts of.income from certificates of deposit. 

A change has occurred in the personnel of the Finance Committee—the 
resignation of Mr. C. H, Crennan and the appointment of Mr. Roy C. Osgood. 
It is a matter of personal regret to his associates that Mr. Crennan’s long, faithful, 
and effective service should have to be terminated, but we welcome the cordial 
association and wise judgment of our new incumbent. 

Respectfully submitted, 
JAMES WASHINGTON BELL, Treasurer 
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REPORT OF THE FINANCE COMMITTEE 


During the past year, no substantial changes have been made in our investment 
portfolio; no securities were sold, and no shifts in securities were effected. Two 
purchases consisted of: l 


k 


Par Value Cost 
Gulf States Steel Company, ist S.F., 444%, due 1961 $3,000.00 $2,900.78 
Shares Cost 
International Harvester Company, 7%, preferred 25 33,686.63 
The portfolio as of December 3, 1937, is as follows: 
Bonds 
Par Due Cost Value 

Value Market or Last Sale 
12/12/26 12/3/37 

$1,000 Alabama Power Company, Ist 
@nd Rel id teecie O A 1956 $ 1,042.50 $ 1,027.50 $ 929.00 

1,000 Chicago, Terre Haute and South- 
eastern Railway, Ist .......... 1960 972.83 878.75 785.00 

1,000 Crown Willamette Paper Com- 
pany, Sb OF. ose ote acess 6 1951 1,005.75 1,056.25 1,032.50 

re 600 Erie Railroad Company, Ref. and 
Tipe doe vAveceancne cic cand 5 1975 932.50 876.25 465.00 

2,000 Gary Gas and Electric Company, 
1S o c N coarse nee eke 1944 1,920.40 2,015.00 1,700.00 

2,000 Si Eis and Western Rail- 
EEEE N 4 1950 1,855.45 2,065.00 1,795.00 

3,000 Gulf Fuia Steel Company, ist 
E a a a ate ante 1961 2,900.78 2,505.00 

2,000 Nevada California Electric Com- 
pany 13t. SPF ausiren epai 1956 1,895.40 1,960.00 1,430.00 

1,000 Pennsylvania Railroad Company, 
Dehaies an Era ias 41 1970 945.00 1,065.00 875.00 

1,000 Southern Illinois and Missouri 
l Bridge Company ............. 4 1951 822.00 940.00 859.00 

1,000 ae Pacific Railway Com- 
Dany coc sees sete cee eee 3 44, 1981 927.50 950.09 617.50 
2,000 Sothern Railway Company, ist.5 1994 2,070.40 2,235.09 1,835.00 

2,000 West Texas Utilities Company, 
LE: E E E 5 1957 1,870.40 1,950.06 1,735.00 


$19,160.91 $17,018.75 $16,545.00 


1937 
Dividends per Share 


Value 
Number and Class Market or Last Sale Paid or Payable 


of Shares Cost 12/12/36 12/3/37 Regular - Extra 
25 Chesapeake and Ohio 

Railroad Co., Com, ...$ 1,309.07 $ 1,687.50 $ 981.25 $2.80 $1.00 
50 General ‘American 

Transportation, Com... 3,084.30 3,750.00 1,950.00 3.50 
100 General Electric Co., 

COM. aie dea na's Garona. 2,738.19 5,150.00 4,387.50 1.60 60 
50 General Motors Corp., 

COM enaa gata ences 2,057.47 3,418.75 1,781.25 3.75 
72 Glidden Co., Com. 2,370.72 2,934.00 1,926.00 2.00 60 
25 International Harvester 

Co., 7% Pfd. a...n. 3,686.63 3,450.00 7.00 
50 Kroger Grocery and 

Baking Corp., Com. 1,297.22 1,143.75 825.00 1.60 
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25 Liggett and Myers To- 


bacco Co., Com, “B”? .. 2,018.13 2,656.25 2,250.00 4.00 2.00 
50 Link Belt Co., Com. .. 2,524.15 2,725.00 1,800.00 2.00 1.00 
50 Mesta Machine Co., 
COM. E ET 2,007.37 3,200.00 2,050.00 3.50 75 
50 J. ae Penney Co., 
Sten 5k tue Somes 2,878.28 5,050.00 3,475.00 4.00 1.50 
50 Procter and Gamble Co., l 
ES 2,459.72 2,725.00 2,375.00 2.00 25 
50 Standard Brands, Inc., 
A EE 888.15 787.50 431.25 .80 
50 Standard Oil Co., of 
California, Com. ..... 2,097.27 2,043.75 1,550.00 1.00 1.05 
50 Union Carbide and Car- 
bon Co., Com. ....... 2,867.88 5,181.25 3,587.50 3.20 
100 Wayne Pump Co., 
C: ive deat ee 3,114.65 3,500.00 2,700.00 2.00 1.00 


$37,399.20 $45,952.75 $35,519.75 


The value of our present holdings at the lower figure of market or cost, as 
of December 3, was $46,264.85, compared to $48,764.00 as of the corresponding 
date of last year. The liquidating value of $52,064.75, which includes the in- 
vestments made this year, is lower than the corresponding figure of $62,991.00 
of last year and reflects the precipitant recession of the general market this past 
fall. However, our holdings have not declined as much as the market averages. 

The income from investments for the year 1937 amounted to $844.87 from 
bonds and $2,689.62 from stocks, a total of $3,534.49. This represents an average 
return of 4.6 per cent on bonds and 7.1 per cent on stocks, or a return of 6.3 per 
cent on the total cost of the securities. 

The investment principles governing the administration of this fund have 
been, first, to conserve capital; second, to obtain a reasonable stability of income; 
and, third, to achieve as high a yield as is compatible with the risks which we 
can reasonably assume. 

The composition of the fund is approximately two-thirds in stocks and one- 
third in bonds. The Committee has seen no convincing market reasons for 
shifting out of stocks and into bonds, though it is agreed that the proportion 
should not become more heavily weighted in stocks, From January until June, 
no investments were made because it was felt that no additions should be made 
to stocks and no appropriate bonds seemed available. After holding cash for 
several months, two rather conservative commitments were made. 

Dividends have been separated to show regular and extra payments. We be- 
lieve that our income from this source this year has been abnormal and that in 
coming years these payments will necessarily decline. If the Undistributed 
Profits Tax Law should be repealed, many companies will start plowing back 
a larger part of their earnings, and even if the same earnings are continued, 
they will be less free to make dividend distributions if they feel that surplus 
is less than it should be. 

Respectfully submitted, 
Roy C. Oscoon, Chairman 
CHARLES C. WELLS 
JAMES WASHINGTON BELL 


REPORT OF THE AUDITOR 
December 21, 1937 


Executive Committee, 
American Economic Association, 
Evanston, Illinois. 


GENTLEMEN: 


As requested we have audited the books and records of American Economic 
Association for the period December 13, 1936, to December 15, 1937, and submit 


herewith our report and the following statements: 


Exhibit 
Balance sheet at December 15, 1937 


Statement of income and expenses for period December 13, 


1936, to December 15, 1937 


Results from Operations 


Number 


I 


II 


Net income for the year ended December 15, 1937, was $3,085.30 as com- 
pared to $6,980.80 for the preceding period. The preceding period, how- 
ever, included profit of $5,510.47 from the sale of investments. Excluding 
this item from 1936 net income, the comparative results for the two periods 
will be $3,085.30 and $1,470.33, respectively. Dividends from corporate 
stocks and income from advertising space in the Review were greater in 1937 
than in the previous period. A summary of operations for the two periods fol- 


lows: 
Year ended 
Particulars December December 
12, 1936 15, 1937 
Income from— 
Dues $13,010.25 $13,378.36 
Interest and dividends from investments 2,404.86 3,546.02 
Proft from sale of investments 5,510.47 —-—- 
Contribution for special purpose —- 500.00 
Other sources 4.07 4.23 
Total income $20,929.65 $17,428.61 
Expenses and costs— 
Administrative and other operating expenses $ 6,010.34 $ 6,020.30 
Contribution for special purpose, to—— 
Association — 500.00 
Member —— 500.00 
Publication costs 14,853.63 15,206.50 
Publication income 6,915.12 7,883.49 
Total expenses and costs $13,948.85 $14,343.31 
Net income $ 6,980.80 $ 3,085.30 


Increase 
or 
decrease 


$ 368.11 
1,141.16 
5,510.47 

500.00 
16 


$ 3,501.04 


$ 996 


500.00 
300.00 
352.87 
968.37 


$ 394.46 
$ 3,895.50 


Income from dues and from subscriptions again showed an increase over the 
preceding period. The increases were $368.11 and $315.13, respectively. The 
number of members and subscribers for the two years follows: 
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December 

Classification 1936 1937 

Members— ' 
Annual 2,556 2,652 
Life 48 44 
Honorary 17 17 
Subscribers 1,178 1,219 
Total 3,799 3,932 














A comparison of publication income and expenses for the years 1936 and 
1937, together with budgetary estimates of expenses based on 4,300 copies, fol- 


lows: 





Budgetary 
Year estimates 
Particulars 1936 1937 (1937) 
Expenses— 

Printing of— . 
Review $ 5,470.77 $ 6,008.12 $ 5,400.00 
Proceedings 2,037.90 1,922.03 — 
Handbook 454.36 * — 

Editor’s honorarium 2,500.00 2,500.00 2,500.00 

Paid to contributors 1,450.00 1,541.75 1,500.00 

Editorial clerical salaries 2,540.00 2,751.00 2,350.00 

Other costs and expenses 400.60 483.60 350.00 
Total expenses $14,853.63 $15,206.50 $12,300.00 

Less—Income-—- 

Subscriptions, other than members $ 5,510.93 $ 5,826.06 

Sales of copies 642.13 696.02 

Advertising 762.06 1,361.41 
Total income $ 6,915.12 $ 7,883.49 
Net publication expense $ 7,938.51 $ 7,323.01 


* None issued, 


The March issue of the Review consisted of 4,300 copies and the issues of the 
remaining quarters consisted each of 4,400 copies. The four issues contained 
a total of 940 pages, including a 16-page index in the December issue. Forty- 
three hundred copies of the Proceedings were printed, consisting of 344 pages. 


Com parative Financial Statements 


A summary of assets and liabilities of the Association at December 12, 1936, 
and December 15, 1937, showing increases and decreases between the two dates 


follows: 


Increase 
December December or 

Assets 12, 1936 15, 1937 decrease 

Cash in bank $ 5,087.97 $ 1,497.98 $ 3,589.99 
Investments, at cost, in— 

Bonds 16,260.13 19,160.91 2,900.78 

Stocks 33,712.57 37,399.20 3,686.63 

Receivables, net 685.37 980.76 295.39 

Inventories, at cost 1,986.84 1,747.54 239.30 

Furniture, fixtures, etc., at cost 1,323.14 1,394.43 71.29 

Reserve for depreciation 1,043.73 1,152.43 108.70 

Total assets $58,012.29 $61,028.39 $ 3,016.10 
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Liabilities and net worth 


Accounts payable $ 145.09 $ 108.75 $ 36.34 
Unearned income 2,734.11 2,805.49 71.38 
Membership extension fund 3,661.08 3,546.84 114.24 
Proposed permanent secretariat fund 25.00 35.00 10.00 
Life memberships 4,225.00 3,900.00 325.00 
Surplus— 
Balance, December 12, 1936 47,222.01 47,222.01 m 
Net income for period ended December 15, 
1937 —— 3,085.30 3,085.30 
Transfer from life memberships —- 325.00 325.00 
Total liabilities and net worth $58,012.29 $61,028.39 $ 3,016.10 


Additions to investment account consisted of $3,000.00 par value Gulf Steel 
Company first mortgage 414 per cent bonds, maturing in 1961, and 25 shares 
International Harvester Company 7 per cent cumulative preferred stock, at 
a cost of $2,900.78 and $3,686.63, respectively. 

‘All stocks and bonds owned by the Association were held in safekeeping by 
State Bank and Trust Company, Evanston, Illinois, and so certified to us under 
date of December 21, 1937. Interest from bonds was correctly accounted for 
and dividends received were in agreement with published reports of corpora- 
tion disbursements. 

Cash in bank was reconciled with certificate received from above men- 
tioned depository. 

Surety bonds in force at date of audit were as follows: 


; Amount 

Name Position of policy 
James Washington Bell Secretary-Treasurer $75,000.00 
Gertrude I. Tait Assistant Secretary 5,000.00 


We acknowledge with appreciation the co-operation extended us by the As- 
sociation’s personnel during period of examination. 
Very truly yours, 
FRANK E. KOHLER & Company 
Certified Public Accountants 


EXHIBIT I 


AMERICAN ECONOMIC ASSOCIATION 


BALANCE SHEET 
DECEMBER 15, 1937 


Assets 
CURRENT ASSETS AND INVESTMENTS: 
Cash in State Bank and Trust Company, 
Evanston, Illinois 
Investments, at cost— 


Bonds, par value $20, 000. 00 $19,160.91 
Corporate stocks 37,399.20 
Receivables— 

Interest accrued on bonds $ 258.74 

Membership dues 252.50 

Review advertising l 486.36 

Publication sales 70.58 

Sundry 43.83 

Total receivables $ 1,112.01 

Less—Reserve for doubtful accounts 131.25 
Inventories, at cost— 

Economic Essays $ 1,197.60 

Paper and cover stock 387.50 

Stamped envelopes 162.44 


FURNITURE, FIXTURES AND BOUND PERIODICALS, at cost 
Less—Reserve for depreciatioa 


Total assets 


Liabilities and Net Worth 
ACCOUNTS PAYABLE 
UNEARNED INCOME: 


Membership dues 
Subscriptions 


MEMBERSHIP EXTENSION FUND 
FUND FOR PROPOSED PERMANENT SECRETARIAT 


NET WORTH: 


Life memberships 
Surplus unappropriated— 
Balance, December 12, 1936 $47,222.01 
Net income for year ended 
December 15, 1937 (Exhibit II) 3,085.30 
Transfers from life memberships 325.00 


Total liabilities and net worth 


$ t 
t 
sc 


$ 1,497.98 


56,560.11 


980.76 


1,747.54 


$ 1,394.43 
1,152.43 


$ 405.79 


2,399.70 


$ 3,900.00 


50,632.31 


$60,786.39 


242.00 
$61,028.39 


$ 108.75 


2,805.49 


3,546.84 
35.00 


54,532.31 


$61,028.39 


EXHIBIT Il 


_* AMERICAN ECONOMIC ASSOCIATION 
ACTEN OF ĪNCOME AND EXPENSES FOR PERIOD DECEMBER 13, 1936, 


6 To DECEMBER 15, 1937 
Particulars Amount 
INCOME FROM: s 
Dues— i 
Regular members $13,093.36 


Subscribing and contributing members 285.00 $13,378.36 ‘ 


Other sources-— 
Income from investments— 
Interest on— 


Bonds $ 884.87 
Savings account 45.95 
Dividends on corporate stocks 2,689.62 
Total $ 3,620.44 
Less-—Custodian’s fee - l 74.42 $ 3,546.02 
Royalties and sale—Economic Essays 4,23 
Contribution from member toward 
H. Higgs Bibliography 500.00 4,050.25 
Total income : $17,428.61. 
EXPENSES: 
Administrative and other operating expenses— 
Secretary's salary $ 1,000.00 
Office salaries 2,812.50 
Postage 375.04 
Stationery and printing, and supplies 184.00 
Telephone and telegraph 60.04 
Insurance 266.60 
Exchange on checks 106.63 
Depreciation 108.70 
Annual meeting 581.42 
Executive committee expenses - 341.71 
Other committee expenses 41.54 
American Council of Learned Societies 65.00 


Contributions to H. Higgs Bibliography, 
including $500.00 received from 


member as shown under income 1,000.00 
Auditing 50.00 
Miscellaneous 27.12 $ 7,020.30 
Publication expenses— 

Printing of — 

Review $ 6,008.12 

Proceedings - 1,922.03 
Editor’s honorarium l 2,500.00 
Paid to contributors 1,541.75 
Editorial clerical salaries . 2,751.00 , 
Editorial supplies and expenses 364.72 
Sundry publication expenses 36.78 
Editor's traveling expenses 82.10 


Total publishing expenses $15,206.50 
Less——Publication income— 
Subscriptions, other than 








from members $ 5,826.06 
Sales of copies 696.02 
Advertising 1,361.41 7,883.49 7,323.01 
Total expenses 14,343.31 





Net income (Exhibit I) $ 4,085.30 


REPORT OF THE COMMITTEE ON REPRINTS a 


This Committee was appointed in 1936 to consider the reprinting of the'more 
useful and'.permanently valuable articles appearing in American journals of eco- 
nomics. It was requested to determine the names of articles to be printed, the 
probable demand, and probable cost. 

By questionnaire, correspondence, and interview, the chairman has undertaken 
to determine which articles are desired and the probable demand for them. This 
survey has led to the following conclusions: 

1. There are a great number of articles published in the American Economic 
Review, Journal of Political Economy, and Quarterly Journal of Economics (and 
in foreign journals) which are desired in reprinted form. Over two hundred 
articles have been suggested by one or more persons. 

2. The probable demand for most of these articles if reprinted, however, is 
small. For most of them the estimated sales at prices of twenty-five to fifty 
cents each would be less than fifty or seventy-five copies a year for a short period 
of years. 

3. Up-to-date articles dealing with matters of current interest such as labor, 
wages, tariffs, international trade, social security, and the like would occasionally 
be used in considerable numbers foz class purposes if available at nominal prices. 
But this demand may be expected co be highly variable, uncertain, and in most 
cases short-lived. 

4. The most frequently recommended and desired articles are those dealing 
with cost and price analysis. In the addendum to this report is a list of the articles 
most frequently recommended and for which a demand of possibly seventy-five 
to one hundred copies per year might be expected if published separately and 
sold for a price of less than fifty cents each. It is doubtful, however, if a sufficient 
number of these could be sold over a period of years to defray the cost of pub- 
lication and distribution. 

5. The publication of a volume of reprinted articles dealing with cost and 
price analysis, while desired by a small number of persons in the profession, 
would not satisfactorily meet the need of students and instructors interested 
in obtaining only certain articles at low cost. It is improbable that the publica- 
tion of such a volume could be undertaken without a subsidy. 

In conclusion, it does not appear that at present there is a sufficient demand 
for reprinted articles from the American economic journals to justify their pub- 
lication and sale at prices dictated by the costs involved. 

It is recommended, therefore, that the proposal be filed for future considera- 
tion in the event some means of cheaply reproducing them in small numbers 
or a subsidy for the venture is found. 

Roperrt D. CALKINS, Chairman 
A. E. MONROE 
JACOB VINER 


RESULTS OF QUESTIONNAIRE REGARDING THE DEMAND FOR 
REPRINTED JOURNAL ARTICLES 


(Sent to 180 Professors of Economics; replies from 43) 
American journal Foreign journal All journal 


articles articles articles 
Number of articles listed 185 37 222 
Number recomended once 162 33 195 
Number recommended twice 12 2 14 
Number recommended thrice 
or more 11 2 13 


Articles recommended thrice or more: 


Viner, J., “Cost Curves and Supply Curves,” Zeitschrift für Nationalökonomie, 
III (Reprinted). 

Robertson, D. H.; Shone, G. F.; and Sraffa, P., “Increasing Returns and the 
Representative Firm: A’ Symposium, * Economic Journal, Xi, 80. 

Bullock, C. J., “The Variation of Productive Forces,” Quarterly Journal of 
Economics, XVI, 473 (Reprinted). 

Bye, R. T., “The Natute and Fundamental Elements of Costs,” Quarterly Jour- 
nal of Economics, XLI, 30. 

Ferger, W. F., “The Static and the Dynamic in Statistical Demand Curves,” 
Quarterly Tournal of Economics, XLVII, 36. 

Schultz, H., “Marginal Productivity and the Pricing Process,” Journal of Politi- 
cal Economy, XXXVII, 505-51. 

Silberling, N. J., “Graphic Illustration of the Laws of Price,” American Economic 
Review, XIV, 417. 

Taussig, F. W., “A Contribution to the Theory of Railway Rates,” Quarterly 
Journal of Economics, V, 438. 

Taussig, F. W., “Is Market Price Determinate?” Quarterly Journal of Economics, 
XXXV, 394. 

Taussig, F. W., “Price Fixing as Seen by a Price Fixer,” Quarterly Journal of 
Economics, XXXIII, 205. 

Working, E. J, “What Do ‘Statistical Demand’ Curves Show?” Ozarterly 
Journal of Economics, XLI, 212. 

Working, H., “The Statistical Determination of Demand Curves,” Quarterly 
Journal of Economics, XX XIX, 503. 

Viner, J., “The Utility Concept in Value Theory and Its Critics,” Journal of 
Political Economy, XXXII, 369-87, 638-59. 


ANNUAL REPORT OF THE SOCIAL SCIENCE 
RESEARCH COUNCIL, 1936-37 


The Council, after a thorough review of past and current activities, reas- 
serted its primary function to be that of a general staff planning and guiding 
the advance of science in attack on the problems of society. It further recog- 
nized that in addition to participation in the execution of measures directly 
arising out of this primary function, the Council on occasion may usefully en- 
gage in other less immediately cannected activities. 

Planning aimed not alone at extension of knowledge but also at improvement 
in the ways of working toward the attainment of knowledge was continued by 
the so-called nuclear committees. These enterprises, directed specifically at the 
articulation of new research with existing knowledge, engaged in the effort 
to develop experimentally the possibility of greater continuity and coherence in 
research and thereby in resulting knowledge. Such undertakings were conducted 
within the broad area of personality and culture in the fields of acculturation, 
of competitive co-operative habits, of cultural hybrids, and of delinquency, and in 
the area of population. 

The work of the committee cn competitive co-operative habits was com- 
pleted. Its report was printed wich a supplementary memorandum in mimeo- 
graphed form. The memorandum contains reports by a number of assistants cov- 
ering research literature on co-operation and competition, with suggestions of 
research problems arising out of the literature; and includes an interpretative 
summary by the committee. The bulletin attempts to present an orienting theory 
of co-operation and competition, to organize existing knowledge that is relevant, 
and to suggest promising research problems. 

Efforts were directed to development of other experimental lines of improve- 
ment of scientific procedure. A new committee was charged with the special task 
of conducting appraisals of completed research. 

Through collaboration of a number of investigators a committee made an ex- 
amination of what research had been undertaken, what materials gathered, and 
what research and materials are needed on social effects of the economic depres- 
sion of 1929. The committee cancluded its undertaking with publication of 
thirteen memoranda on resezrch in religion, education, family, consumption, 
recreation, reading, crime, minorities, migration, rural life, health, relief, and 
social work as affected by the depression. 

Other research planning reacked some stage of development during the 
year in the fields of agricultural marketing, forestry economics, international re- 
lations, banking and credit in relation to economic stability, social security, eco- 
nomic stability in relation to social security, and in public administration. 

In relation to the development of research personnel the Council during the 
year: maintained 8 predoctoral fellows in the first year of graduate study, in the 
amount of $11,361, and made 7 new appointments for 1937-38; maintained 
7 predoctoral fellows in the second year of graduate study, all of whom 
had held Council fellowships during the first year of graduate. work, in the 
amount of $10,411, and made 7 appointments for 1937-38 of holders of 
first-year fellowships in 1936-37; maintained 10 fellows for predoctoral field 
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training, in the amount of $20,925, made 19 new appointments for 1937-38, 
and provided for awards for 1938-39; maintained 13 postdoctoral fellows, in 
the amount of $45,775, made 2 renewals and 11 new appointments for 1937- 
38, and provided for awards for 1938-39; has followed the careers of candi- 
dates given the committee’s fellowship tests, in continuation of the report 
published in 1935 on the selection of graduate students with a further report 
in view. Special graduate training courses were continued in agricultural eco- 
nomics and rural sociology with course enrollments numbering 47. These courses, 
housed at times at American University and at the Brookings Institution, came 
to an end in June, after six and a half years of operation. During that period 
there had been 517 registrations in advanced courses designed for improvement 
of personnel particularly in branches of public service expanding beyond the 
available supply of trained men. American University will in the future offer as 
a regular part of its curriculum substantially similar courses. 

Among activities having to do with the materials of research, the Council 
published a report covering operation of the committee on government statistics 
and information services appointed jointly with the American Statistical As- 
sociation. After its first emergency task of discovering where the forced budget 
economies of 1933 could be absorbed with least loss of value, this committee 
had made surveys of the statistical work of various units of government and 
examined critically and constructively the organization, personnel, work, loca- 
tion, and co-ordination of these services. The Council also published a report 
by the committee created jointly by the American Farm Economic Association 
and the committee of the Council on agriculture, covering an examination of 
the various federal censuses of agriculture with a view to a better understand- 
ing by economists of the character and limitations of the published data and 
to the possibility of indicating ways by which their values may be enhanced; 
under the auspices of the committee on materials of research appointed jointly 
with the American Council of Learned Societies, publication of a second edition 
of a manual on reproduction and further study of methods of reproduction and 
of related copyright questions. 

In relation to actual research, committees and staffs in the fields of social 
security and of public administration maintained active contact with government 
officials, public and private agencies, and research workers, acting as a channel 
of communication between them, planning, and in some cases executing re- 
search, which resulted in publications on the labor supply and regional labor 
markets, on industrial pension plans as affected by legislative acts and pro- 
posals, on population problems in relation to unemployment insurance in West 
Virginia, on administration of unemployment compensation in Wisconsin and 
New Hampshire, and on administration of old age assistance in New York, 
New Jersey, and Massachusetts. 

The study of real estate financing as a part of the broader study of banking and 
credit in relation to economic stability was continued and a first bulletin pub- 
lished by the National Bureau of Economic Research on national income and 
capital formation. 

The Council provided 40 grants-in-aid on a nationwide basis to scholars 
of proved competence to assist in the completion of research of special sig- 
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nifiance, in the amount of $23,260; made 43 new grants to be enjoyed in 1937- 
38; and provided for awards for 1938-39. 

The Council also awarded 7 grants-in-aid for 1937-38 under geographical 
limitations to members of southern faculties; and provided for awards for 1938- 
39. 

A comprehensive review was made of the Council’s grant-in-aid program. 

During the year the Council met in full session for four days, in September 
and April. 

The Carnegie Corporation of New York, the General Education Board, the 
Rockefeller Foundation, the Julius Rosenwald Fund, and the Russell Sage 
Foundation have generously supported the operations of the Council. New grants 
made to the Council 1936-37 totaled $515,250, of which $225,000 was for 
fellowships, $25,000 for national grants-in-aid, $78,750 for general administra- 
tion, $105,000 for work in the field of social security, and $81,500 for work in 
the field of public administration. 

SUMNER H. SLICHTER 
E. G. NOURSE 
F. H. KNIGHT 


PUBLICATIONS 


OF THE 


AMERICAN ECONOMIC ASSOCIATION 


1938 


FIRST SERIES 
Numbers starred are. sold only with the sets; the supply of those double starred is 
exhausted, For information apply to the Secretary. 


Volume I, 1886 
Price in paper 
$ .50 


1. Report of Organization of the American Economic Association. Pp. 46. 
2-3. ie agi of the Modern Municipality to the Gas Supply. By E. J. James. 
. 66. -73 
4. Co-operation in a Western City. By Albert Shaw. Pp. 106. -73 
5. ** Co-operation in New England. By E. W. Bemis. Pp. 136. 75 
6. ** Relation of the State to Industrial Action. By H. C. Adams. Pp. 85. 75 
Volume II, 1887 

1. Three Phases of Co-operation in the West. By Amos G. Warner. Pp. 119. as 
2. Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. Pp. 

106. 75 
3. The Railway Question. By Edmund J. James. Pp. 68. 75 
4, Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. 75 
5. ** Medieval Guilds of England. By E. R. A. Seligman. Pp. 113. 75 
6. Relation of Modern Municipalities to Quasi-Public Works. By H. C, Adams 

and others. Pp. 87. 75 

Volume II, 1888 

1. Statistics in College, by C. D. Wright; Sociology and Political Economy, F, H. 

Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. 75 
2. Capital and Its Earnings. By John B. Clark. Pp. 69. 
3. The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking Valley, 

y E. W. Bemis; Report of the Second Annual Meeting. Pp. 86. : 

4-5, ** Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 1.00 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 75 


Publications of the American Economic Association 


Volume IV, 1889 


Contributions to the Wages Question: The Theory of Wages, by Stuart Wood; 
Possibility of a Scientific Law of Wages, by J. B. Clark. Pp. 69. 

Socialism in England. By Sidney Webb. Pp. 73. 

Road Legislation for the American State. By J. W. Jenks. Pp. 83. 

Third Annual Meeting: Report of the Proceedings. Pp. 123. 

** Malthus and Ricardo, by 5. N. Patten; The Study of Statistics, by D. R. 
Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69. 

An Honest, Dollar. By E. Benjamin Andrews. Pp. 50. 


pà 
+ 


A yawn 


Volume V, 1890 


1. The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122. 

2. Two h on Child-Labor. By W. F. Willoughby and Clare de Graffenried. 
p. 150. 

3-4, Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85. 

5. History of the New York Property Tax. By J. C. Schwab. Pp. 108. 

6. Educational Value of Political Economy. By S. N. Patten. Pp. 36. 


Volume VI, 1891 


1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 

_ 3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. 
4-5. Municipal Ownership of Gas in the U.S. By E. W. Bemis. Pp. 185. 

6. State Railroad Commissions. By F. C. Clark. Pp. 110. 


Volume VII, 1892 


1, ** The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 

2-3, F* Sey and Incident of Taxation, By E. R. A. Seligman. Pp. 424, (Re- 
vised. 

4-5, Sinking Funds. By Edward A. Ross. Pp. 106. 

6. The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 


Volume VIII, 1893 


1. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 

2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 
4-5, Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 

6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 


Volume IX, 1894 


Sixth Annual Meeting: Handbook and Report. Pp. 73. 
1-2. ** Progressive Taxation in Theory and Practice. By Edwin R. A. Seligman. 
Pp. 222. (See 1908, No. 4.) 
3, ** The Theory of Transportation. By C. H. Cooley. Pp. 148. 
4, Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey. A. T. 
Hadley, and J. G. Brooks. Pp. 94. 


Vclume X, 1895 


Seventh Annual Meeting: Handbook and Report, Pp. 138. 
1-3. ** The Canadian Banking System, 1817-1890. By R. M. Breckenridge. Pp. 478. 
4, Poor Laws of Massachusetts and New York. By John Cummings. Pp. 136. 
5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. Pp. 
204, (In cloth, only.) 


Volume XI, 1896 


1-3. ** Race Traits and Tendencies of the American Negro, By F. L. Hoffman. 


p. 330. 
4, Appreciation and Interest. By Irving Fisher. Pp. 110. 
* General Index to Volumes I-XI. (1886-1896.) 
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ECONOMIC STUDIES 
($2.50 per volume) 


Volume I, 1896 


Eighth Annual Meeting: Handbook and Report. Pp. 178. i $ .50 
1. The Theory of Economic Progress, by J. B. Clark; The Relation of Changes in 
the Volume of the Currency to Prosperity, by F. A. Walker. Pp. 46. 50 


2. The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by H. R. 
Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate System, by F. W. 


Taylor. Pp. 83. 50 
3, ** The Populist Movement. By Frank L. McVey. Pp. 81. 50 
4, The oe Monetary Situation. By W. Lexis; translated by John Cummings. 
p. 72. . ->50 
5-6. The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. 75 
Volume II, 1897 
Ninth Annual Meeting: Handbook and Report. Pp. 162. 50 
1. Economies and Jurisprudence. By Henry C. Adams. Pp. 48. 50 
2. The Saloon Question in Chicago. By John E. George. Pp. 62. 50 
3, The General Property Tax in California. By C. C. Plehn. Pp. 88. 50 
4, Area and Population of the United States at the Eleventh Census. By W. F. Will- 
cox. Pp. 60. 30 
5. A Discussion Concerning the Currencies of the British Plantations in America, 
etc. By William Douglass. Edited by C. J. Bullock. ‘Pp. 228. 50 
6. Density and Distribution of Population in the United States at the Eleventh Census. 
By W. F. Willcox. Pp. 79. 50 
Volume III, 1898 
Tenth Annual Meeting: Handbook and Report. Pp. 136. 50 
1, Government by Injunction. By William H. Dunbar. Pp. 44. 50 
2. Economic Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 50 
3. The Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50. 50 
4. The American Federation of Labor. By Morton A. Aldrich. Pp. 54. 50 
5. Housing of the Working People in Yonkers. By E. L. Bogart, Pp. 82. 50 
6. The State Purchase of Railways in Switzerland. By Horace Michelie; translated 
by John Commings. Pp. 72. 50 
Volume IV, 1899 
Eleventh Annual Meeting: Handbook and Report. Pp. 126. 50 
1. I. Economics and Politics. By A. T. Hadley. II. Report on Currency Reform. 
IN. Report on the Twelfth Census. Pp. 70. -50 
2. Personal Competition. By Charles H. Cooley. Pp. 104. 50 
3. Economics as a School Study. By F. R. Clow. Pp. 72. 50 
4.5. The English Income Tax. By J. A. Hill. Pp. 162. 1.00 
6. . Effects of Recent Changes in Monetary Standards upon the Distribution of Wealth. 


By F. S. Kinder. Pp. 91. 


NEW SERIES 
1. ** The Cotton Industry. By M. B. Hammond. Pp, 382. 1.50 
2. Scope and Method of the Twelfth Census. Critical discussion by over twenty sta- 
tistical experts. Pp. 625. 2.00 


THIRD SERIES 
Note—During 1896-1899 the Association issued its publication in two series, viz., the 
bimonthly Economic Studies, and the “New Series” of larger monographs printed at irregu- 
lar intervals. In 1900 it reverted to the policy of issuing its monographs, now called the 
"Third Series’ of the publications at quarterly intervals. 
Price per volume, $4.00. 
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Vclume J, 1900 


Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 
Trusts; Railroad Problems; Public Finance; Consumers’ League: Twelfth 


Census. Pp. 186. $1.00 
The End of Villeinage in England. By T. W, Page. Pp. 99. 1.00 
Essays in Colonial Finance. By Members of the Association. Pp. 303. 1.50 
Currency and Banking in the Province of Massachusetts Bay. By A. McF. Davis. 

Part I: Currency. Pp. 464 +- 91 photogravure plates. 1.75 


Veclume II, 1901 


** Thirteenth Annual Meeting: Papers on Competition; Commercial Education; 
Economic Theory; Taxation of Quasi-public Corporations; Municipal Ac- 


counts. Pp. 300. 1.25 
Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 341 -+ 18 

photogravure plates. 1.75 
** Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 132. 1.00 
Administration of City Finances in the U.S. By F. R. Clow. Pp. 144.. 1.00 


Volume III, 1902 


Fourteenth Annual Meeting: Papers on International Trade; Industrial Policy; 
Public Finance; Protective Tariff; Negro Problem; Arbitration of Labor 
eg in Coal Mining Industry; Porto Rican Finance; Economic History. 

00 


: ‘ 1.50 
** The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 1.25 
Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 1.25 
** Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. a 
Volume IV, 1903 
Fifteenth Annual Meeting: Papers and Discussions on Economic and Social Prog- 
ress; Trade Unions and the Open Shop; Railway Regulation; Theory of 
Wages; Theory of Rent: Oriental Currency Problem. Pp. 298. 1.25 
Ethnic Factors in the Population oz Boston. By F. A. Bushee. Pp. 171. 1.00 


History of Contract Labor in the Hawaiian Islands. By Katharine Coman, Pp. 74. .75 
** The Income Tax in the Commor.wealth of the United States. By Delos O. Kins- 
man. Pp. 134, 1.00 


Volume V, 1904 


Sixteenth Annual Meeting. Papers and Proceedings published in two parts. 
Part I—-Papers and Discussions on Southern Agricultural and Industrial Problems; 
Social Aspects of Economic Law; Relations between Rent and Interest. 
Pp. 240. 1.00 
Part II—Papers and Discussions on The Management of the Surplus Reserve; 
Theory of Loan Credit in Relation to Corporation Economics; State Taxation 
of Interstate Commerce: Trusts; Theory of Social Causation. Pp. 203. 1.00 
au tao Combinations in the German Coal Industry. By Francis Walker. sc 
p. 340. f 
** The Influence of Farm Machinery on Production and Labor. By Hadley Win- 
field Quaintance. Pp. 119. .75 


Volume VI, 1905 


Seventeenth Annual Meeting. Papers and Proceedings published in two parts. 
Part I—Papers and Discussiors on the Doctrine of Free Trade; Theory of Prices; 
Theory of Money; Open Shop or Closed Shop. Pp. 226. _. 1.00 
Part 1—Papers and Discussions on Government Interference with Industrial 
Combinations; Regulation of Railway Rates; Taxation of Railways; Preferen- 
tial Tariffs and Reciprocity; Inclosure Movement; Economic History of 
the United States. Pp. 270. : 1.00 
** The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 
Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 
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Volume VII, 1906 


1. Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth and 
the Public Service; Theory of Distribution; Government Regulation of Rail- 
way Rates; Municipal Ownership; Labor Disputes; The Economic Future of 


the Negro. Pp. 325. $1.00 


2. Railroad Rate Control. By H. S. Smalley. Pp. 147. 
3. On Collective Phenomena and the Scientific Value of Statistical Data. By E. G. F. 
Gryzanovski. Pp. 48. 
Handbook of the Association, 1906. Pp. 48. 
4, The eaten of the Gross Receipts of Railways in Wisconsin. By G. E. Snider. 
p. 138. 
Volume VIII, 1907 


1. Nineteenth Annual Meeting: Papers and Discussions on Modern Standards of 
Business Honor; Wages as Determined by Arbitration; Commercial Edu- 
cation; Money and Banking; Western Civilization and Birth Rate; Economic 
History; Government Regulation of Insurance; Trusts and Tariff; Child 
Labor. Pp. 268. 

2. Historical Sketch of the Finances and Financial Policy of Massachusetts from 1780 
to 1905. By C. J. Bullock. Pp. 144. 

Handbook of the Association, 1907. Pp. 50. 
3. The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322. 
4, The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 


Volume IX, 1908 


Handbook of the Association, 1908. Pp. 49. 

1. Twentieth Annual Meeting: Papers and Discussions on Principles of Government 
Control of Business; Are Savings Income; Agricultural Economics; Money 
and Banking; Agreements in Political Economy; Labor Legislation; Relation 
of the Federal Treasury to the Money Market; Public Service Commissions. 

p. 311. 

Chicago Traction. By R. E. Heilman. Pp. 131. 

Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119, 

** Progressive Taxation in Theory and Practice. Revised Edition. By E. R. A. 
Seligman. Pp. 334. 


SYN 


Volume X, 1909 


1. Twenty-first Annual Meeting: Papers and Discussions on The Making of Economic 
' Literature; Collective Bargaining; Round Table on Accounting; Labor Legis- 
lation; Employers’ Liability; Canadian Industrial-Disputes Act; Modern In- 
dustry and Family Life; Agricultural Economics; Transportation; Revision 
of the Tariff; A Central Bank; The National Monetary Commission; Cap- 
italization of Public Service Corporations in Massachusetts. Pp. 432. 

Handbook of the Association, 1909. Pp. 59. 

** The Printers. By George E. Barnett. Pp. 379. 

Life Insurance Reform in New York. By W. H. Price. Pp. 95. 


Volume XI, 1910 


1. ‘Twenty-second Annual Meeting: Papers and Discussions on History of the Asso- 
ciation; Observation in Economics; Economic Dynamics; Theory of Wages; 
Country Life; Valuation of Public Service Ccrporations; Trusts; Taxation. 


hala 


Pp. 386. 
** Handbook of the Association, 1910. Pp. 79, 
The Child Labor Policy of New Jersey. By A. S, Field. Pp. 229. 
The American Silk Industry and the Tariff. By F. R. Mason, Pp. 178. 


THE ECONOMIC BULLETIN 


grat 


1.00 
75 
25 


1.00 


1.50 

25 
1.25 
1.00 


Published quarterly in 1908, 1909, and 1910, and containing personal notes, news of 
the economic world, announcements of special lines of investigation, and a classified and 


annotated bibliography of the current books and articles on economic subjects. 


Volume JI. 1908. Four numbers. $2.00; each .60 
Volume II, 1909. Four numbers. $2.00; each .60 
Volume III, 1910. Four numbers. $2.00; each .60 
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FOURTH SERIES 
Subscriptions by nonmembers, libraries, etc., $5.00 a year. 


Volume I, 1911 


187 


The American Economic Review, ** Merch, June, September, and December; each, $1.00 


Twenty-third Annual Meeting: 
Papers and Discussions on the Significance of a Comprehensive System 
of Education; Money and Prices; The Ricardo Centenary; Accounting; Canals 
and Railways; Population and Immigration; Labor Legislation; Taxation; 
A Definition of Socialism; Competition in the Fur Trade. Pp. 388. 

** Handbook of the Association, 1911. 


Volame II, 1912 


The American Economic Review, March, June, September, and December; each, 
Supplement—Twenty-fourth Annual Meeting: 
Papets and Proceedings. The Economic Utilization of History; Tariff Legis- 
lation; The Federal Budget; Rural Conditions; Selection of Population by 
Migration; The Price Concept; An International Commission on the Cost 
of Living; Industrial Efficiency. Pp. 146. 


Volume II, 1913 


The American Economic Review, March, June, ** September, and ** December; each, 
Supplement—Twenty-fifth Annual Meeting: 
Papers and Proceedings. Population or Prosperity; The Rising Cost of Living 
~——Standardizing the Dollar; Banking Reform; Theories of Distribution; 
Farm Management; Governmental Price Regulation, Pp. 155. 
Supplement—-Handbook of the Association, 1913. 7 


Volume IV, 1914 


‘The American Economic Review, March, June, September, and December; each, 

Supplement.—T wenty-sixth Annual Meeting: 
Papers and Proceedings. The Increasing Governmental Control of Economic 
Life; The Control of Public Ucilities; Railroad Rate Making; Syndicalism; 
Trust Decisions and Business. Pp. 211. 

Supplement-——-Handbook of the Associetion, 1914. 


Volume V, 1915 


The American Economic Review, Marck, June, September, and ** December; each, 

Supplement Twenty-seventh Annual Meeting: 
Papers and Proceedings. Econamics and the Law; Regulation of the Stock 
Exchenges; Market Distribution; Statistical Work of the United States 
Government; Relation of Education to Industrial Efficiency; The Effect of 
Income and Inheritance Taxes on the Distribution of Wealth; Public Regu- 
lation of Wages. 

Volame VI, 1916 
The American Economic Review, ** March, ** June, September, and ** December; 


each, 
** Supplement.—Twenty-eighth Annual Meeting: 


1.50 
25 


1.00 


1.25 


1.25 


1.25 
30 


1.25 


1.25 
75 


1.25 


1.25 


1.25 


Papers and Proceedings. The Apportionment of Representatives; Effect of - 


the War on Foreign Trade; Budget Making and the Increased Cost of 
Government; Economic Costs of War; Economic Theorizing and Scientific 
Progress; The Rôle of Monev in Economic Theory; Price Maintenance; 
Investment of Foreign Capital, Pp. 248. 

Supplement—Handbook of the Association, 1916. 


Volume VII, 1917 


The American Economic Review, Marzh, June, September, and December; each, 
Supplement.—Twenty-ninth Annual Meeting: 
Papers and Proceedings. The National Point of View in Economics; Landed 


1.25 
75 


1.25 
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Property; Two Dimensions of Economic Productivity; Some Social Surveys 

in Iowa; The Land Problem and Rural Welfare; The Federal Farm Loan 

Act; Statistics of the Concentration of Wealth; Gold Supply at the Close 

of the War; Loans and Taxes in War Finance; Problems of Population 

after the War; Some Phases of the Minimum Wage. Pp. 275. 
Supplement-~—Index to the Publications, 1886-1910. 


Volume VIII, 1918 


The American Economic Review, March, June, September, and ** December; each, 
Supplement.—Thirtieth Annual Meeting: 
Papers and Proceedings, Economic Reconstruction; Federal Taxes upon In- 
come and Excess Profits; Land Utilization and Colonization; Federal Valua- 
tion of Railroads; Co-ordination of Employment Bureaus; Control of the 
Acquisition of Wealth; Motives in Economic Life; Price-Fixing; Problems 
Governmental Efficiency; Economic Alliances and Tariff Adjustments. 
p. 317. 


Volume IX, 1919 


The American Economic Review, ** March, June, September, and December; each, 

** Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Public Service; Interest on Investment 
a Manufacturing Cost Factor; Control of Marketing Methods and Costs; 
War and the Supply of Capital; War and the Rate of Interest; Index of the 
Cost of Living; Securing the Initiative of the Workman; A Legal Dismissal 
Wage; After-War Gold Policies; Foreign Exchange; Stabilizing the Dollar; 
Tenancy of Landed Property; Price-Fixing; Economic Theory in an Era of 
Readjustment; Psychology and Economics; The Open Door and Colonial 
Policy; Reports of Committees on Foreign Trade and Purchasing Power of 
Money. Pp. 368. 

*% Supplement No. 2.—Report of the Committee on War Finance, Pp. 142. 

Supplement No. 3.—Handbook of the Association, 1919. 


Volume X, 1920 


The American Economic Review, ** March, June, September, and December; each, 

*%* Supplement.—Thirty-second Annual Meeting: 
Papers and Proceedings. Excess Profits Taxation; Germany’s Reparation Pay- 
ments; International Supervision over Foreign Investments; Results of a 
Balanced Industrial System; Employee’s Representation in Management of 
Industry; Prices and Reconstruction; Banking Policy and Prices; Large- 
Scale Marketing; Reports of Committees on Foreign Trade, Co-ordination 
in Taxation, Census Advisory Committee. Pp. 278. 

Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244 


Volume XI, 1921 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-third Annual Meeting: 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade Balance; 
Problems of the Bituminous Coal Industry; Traditional Economic Theory; 
Non-Euclidean Economics; Federal Taxation of Profits and Income; Teach- 
ing of Elementary Economics. Pp. 194. 

Supplement No. 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp. 118. 


Volume XII, 1922 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-fourth Annual Meeting: 
Papers and Proceedings. Business Cycles; American Trade Unionism; The 
Railroads; Workmen’s Compensation; Federation in Central America; 
Teaching of Elementary Economics; The Chain Store Grocer; Economics 
and Ethics, Pp. 194. 

Supplement No. 2.—Handbook of the Association, 1922. 


$1.25 


35 


1.25 


1.25 


1.25 
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Volume XIII, 1923 
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The American Economic Review, March, June, September, and December; each, $1.25 


Supplement. —-Thirty-ffth Annual Meeting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest and 
Investment; Outlook for Wages and Employment; Overhead Costs; Com- 
mercial Rent and Profits; Labor Turnover; Factors in Wage Determinations; 
Income of Farmers; Large-Scale Production and Merchandising; Marketing 
Farm Products; Bureaus of Business Research. Pp. 293 


Volume XIV, 1924 


The American Economic Review, ** March, ** June, September, and December; each, 

Supplement.—-Thirty-sixth Annual Meet:ng: 
Papers and Proceedings. International Trade and Commercial Policy; Rail- 
road Consolidation; Economic Theory; Transportation; American Foreign 
Trade; Marketing. Pp. 192. 

Supplement No. 2.—-Handbook of the Association, 1924. 


Volume XV, 1925 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-seventh Annual Mzeting: 
Papers and Proceedings. The Economics of Advertising; Problems of Eco- 
nomic Theory; Transportation; Marketing; Giant Power; The Teaching of 
Business and Economics; Business Administration; Monetary Stabilization; 
Foreign Service Training; Highway Economics; Psychological Problems of 
Industry. Pp. 165. 

** Supplement No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. Pp. 22. 


Volume XVI, 1926 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Economics; 
Consuming Power of Labor and Business Fluctuations; Economic Problems 
Involved in the Payment of Int=rnational Debts; Economics and Geography; 
Agriculture in our National Policy; Tariff Making; Trade Assocations; 
Theory of Wages; Reducing the Costs of Marketing; Topics in Economic 
History; Railway Problems; Land Economics; Federal Reserve Policies. 


Pp. 353. 
Supplement No. 2.—Handbook of the Association, 1926. 


Volume XVII, 1927 


The American Economic Review, March, June, September, and December; each, 

** Supplement.—Thirty-ninth Annual Meeting: 
Papers and Proceedings. Econcmics of Prohibition; Economic History; Use 
of the Quantitative Method in the Study of Economic Theory; Present-Day 
Corporation Problems; American Practices Analogous to Foreign Controls 
over Raw Materials; Marketing; Interest Theory and Price Movements; 
Problem of Effective Public Utility Regulation; Immigration Restriction— 
Economic Results and Prespects; Family Budgets; Motor Transportation in 
the United States, Pp. 218. 

suppiemen No. 2.—Report of the Dinner in Honor of Professor John Bates Clark. 

p. 18. 


Volume XVIII, 1928 


The American Economic Review, March, June, September, and December; each, 
Supplement.—Fortieth Annual Meeting: 
Papers and Proceedings. Land Economics; Marketing; Present Status and 
Future Prospects of Quantitative Economics; Post-War Fluctuations of Com- 
modity Prices; Relationship between Departments of Economics and Col- 
legiate Schools of Business; Economic History; Simplification of the Federal 
Income Tax; Economic Significance of the Increased Efficiency of American 


1.25 


1.25 


1.25 
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Industry; An Approach to the Law of Production and Its Relation to the 
Welfare of the Wage-Earner; Meaning of Valuation; Railroad Valuation 
with Special Reference to the O’Fallon Decision; Interest Rates as Factors in 
the Business Cycle; Should the Debt Settlements Be Revised; An Examina- 
: tion of the Reasons for Revision of the Debt Settlements. Pp. 305. 
Supplement No. 2.—Handbook of the Association, 1928. 


Volume XIX, 1929 


The American Economic Review, March, June, September, and December; each, 

Supplement-—Forty-first Annual Meeting: 
Papers and Proceedings. Market Shifts, Price Movements, and Employment; 
Some Observations on Unemployment Insurance; Marketing; Land Eco- 
nomics; Law and Economics; Price Stabilization; London and the Trade 
Cycle; Federal Reserve Policy and Brokers’ Loans; Central Planning of Pro- 
duction in Soviet Russia; International Differences in the Labor Movement; 
Tariff Making in the United States; Economic History; Locality Distribution 
of Industries; Regulation of Electric Light and Power Utilities; An Inductive 
Study of Publicly Owned and Operated vs. Privately Owned but Regulated 
Public Utilities; Regulation of the Common Carrier; Commercial Motor 
Vehicle and the Public. Pp. 284. 


Volume XX, 1930 


The American Economic Review, March, June, September, and December; each, 

Supplement.—-Forty-second Annual Meeting: 
Papers and Proceedings. Economic History, Public Works Plan and Unem- 
polyment; Theory of Economic Dynamics as Related to Industrial Instability; 
Chief Economic Problems of Mexico; Reparations Settlement and the Inter- 
national Flow of Capital; Federal Reserve Board—lIts Problems and Policy; 
Economic and Social Consequences of Mechanization in Agriculture and 
Industry. Pp. 214. 


Volume XXI, 1931 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Forty-third Annual Meeting: 
Papers and Proceedings. Decline of Laissez Faire; Small Loan Business; So- 
cial and Economic Aspects of Chain Stores; Russian Economic Situation: 
Trustification and Economic Theory; Persistence of the Merger Movement; 
Program of the Federal Farm Board; Social Implications of Restriction of 
Agticultural Output; Land Economics and Real Estate; Institutionalism— 
What It Is and What It Hopes to Become; An Approach to World Econom- 
ics; International Industrial Relations—-Migretion of Enterprise and Policies 
Affecting It; World-Wide Depression of 1930; Present Depression—A 
Tentative Diagnosis; Power and Propaganda; Failure of Electric Light and 
Power Regulation and Some Proposed Remedies. Pp. 302. 

Supplement No. 2.—Handbook of the Association, 1931. 


Volume XXII, 1932 


The American Economic Review, March, June, September, and December; each, 


Supplement.—Forty-fourth Annual Meeting: 

Papers and Proceedings. Private Enterprise in Economic History; Shorter 
Working Time and Unemployment; Quantitative Economics; Theory of Tech- 
nological Progress and the Dislocation of Employment; Measurement of Pro- 
ductivity Changes and the Displacement of Labor; Stabilization of Business 
and Employment; Principle of Planning and the Institution of Laissez Faire; 
Institutional Economics; Elasticity of Demand as a Useful Marketing Con- 
cept; Investments of Life Insurance Companies; Real Estate in the Business 
Cycle; Investments and National Policy of the United States in Latin Amer- 
ica; Recent Changes in the Character of Bank Ltabilities and the Problem of 
Bank Reserves; Bank Failures in the United States; Transportation by Rail 
and Otherwise; Our Changing Transportation System. Pp. 306. 


$1.25 


2.00 


1.25 


1.25 


1.25 


1.25 


1.25 


1.25 


1.25 


1.25 


Publications of the American Economic Assoctation 191 


Volume XXIII, 1933 


The American Economic Review, Marzh, June, September, and December; each, $1.25 
Supplement.—Forty-fifth Annual Meeting: 
Papers and Proceedings. Rise of Monopoly in the United States; Record of 
Insurance in the Depression; Some Theoretical Aspects of Unemployment 
Reserves; The Economics of Unemployment Relief; American Economic 
Thought; Formation of Capital: Measurement and Relation to Economic In- 
stability; Size of Business Unit as a Factor in Efficiency of Marketing; Re- 
serve Bank Policy and Economic Planning; Federal Reserve Policy in World 
Monetary Chaos; Tariff Reform: The Case for Bargaining; Speculation in 
Suburban Lands; Real Estate Speculation and the Depression. Pp. 206. 1.25 
Supplement No. 2.—Handbook of the Association, 1933. 2.00 


Volume XXIV, 1934 


The American Economic Review, March, June, September, and December; each, 1.25 
** Supplement.—Forty-sixth Annual Meeting: 
Papers and Proceedings. The History of Recovery; Public Utilities in the 
Depression; Imperfect Ccempetition; Fundamentals of a National Transpor- 
tation Policy; Correlation of Eail and Highway Transportation; Marketing 
under Recovery Legislaticn; Economics of the Recovery Act; Measurement 
of Unemployment; Controllec Inflation; Banking Act of 1933—An Ap- 
praisal; Some Statistics on the Gold Situation; The Problem of Tax Delin- 
quency; The Problem of Expanding Governmental Activities; The Economics 
of Public Works. Pp. 224. 1.25 


Volume XXV, 1935 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-seventh Annual Meeting: 
Papers and Proceedings. NRA Examined; Rate-making Problems of TVA; 
New Deal and the Teaching of Economics; Paths of Economic Change; 
Business Enterprise and the Organization of Production; Changes in the 
Character, Structure, and Conditions of Production; International Aspects of 
Problems of Production and Trade; International Movements of Capital; Our 
Commercial Banking System; Aspects of Co-ordination and Finance; Some 
Lessons Drawn from European Experience; Nationalism; Security Regulation 
and Speculation; Monetary Stabilization from an International Point of View; 
Monetary Stabilization from a National Point of View; Decentralization of 
Population and Industry; Co-ordination of State and Local Finance; Relief 
Aspects of the New Deal; Unified Program for the Unemployed. Pp. 240. 1.25 


Volume XXVI, 1936 


The American Economic Review, March, June, September, and December; each, 1.25 

Supplement.—Forty-eighth Annual Meeting: 
Papers and Proceedings. Some Distinguishing Characteristics of the Current 
Recovery; Price Theories and Market Realities; Notes on Inflexible Prices; 
Effect of the Depression upon Earnings and Prices of Regulated and Non- 
regulated Industries; Size of Plants in Its Relation to Price Control and Price 
Flexibility; Requisites of Free Competition; Monopolistic Competition and 
Public Policy; Banking Act or 1935; Recent Legislation and the Banking 
Situation; Economic Aspects of an Integrated Social Security Program; 
Capital Formation; Trade Agreements Program and American Agriculture; 
Founding and Early Histcry of the American Economic Association; Devel- 
opments in Economic Theory; Federal Revenue Act of 1935; Relations 
between Federal, State, and Local Finances; Equalization of Local Govern- 
ment Resources; Adjustment to Instability; Transportation Problems; Fifty 
Years’ Developments in Ideas of Human Nature and Motivation; Institu- 
tional Economics; Place of Marginal Economics in a Collectivist System; 
Problem of Prices and Valuation in the Soviet System; Effects of New Deal 
Legislation on Industrial Relations; Report of the Fiftieth Anniversary 
Dinner. Pp. 350. 1.25 

Supplement No. 2—Handbook of the Association, 1936. 2.00 
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Volume XXVII, 1937` 


The American Economic Review, March, June, September; and December; each $1.25 . 
Supplement.—Forty-ninth Annual Meeting: 

Papers and Proceedings. Economic Interdependence, Present and Future; 
Quantitative and Qualitative Changes in International Trade During the 
Depression; Current Tendencies in Commercial Policy; Trade Problem 
of the Pacific; Analysis of the Nature of American Public Debts; Limits to 
Possible Debt Burdens, Federal, State, and Local; Debt Retirement and the 
Budget; United States Debt—Distribution among Holders and Present 
Status; Federal-State Unemployment Compensation Provisions of the Social 
Security Act; Unemployment Relief and, Insurance; Economic Problems 

- Arising from Social Security Taxes and Reserves; The Situation of Gold 
Today in Relation to World Currencies; Mechanisms and Objectives 
for the Control of Exchange; The Adequacy of Existing Currency Mech- 
anisms Under Varying Circumstances; Present Situation of Inadequate 
Housing; Financing of Housing; Some Economic Implications of Modern 
Housing; Managed Currency; A Critique of Federal Personnel Poli- 
cies as Applied to Professional Social Science Positions; New Oppor- 
tunities for Economists and Statisticians in Federal Employment; Govern- 
ment Employment as a Professional Career in Economics; Indicia of Re- 
covery; Housing and Housing Research; Distribution of Purchasing Power 
and Business Fluctuations; Forecast of Power Development; The Possibility 
of a Scientific Electrical Rate System; Co-ordination of Public and Private 
Power Interests in European Countries; Recent Developments in the Theory 
of Speculation; Control of Speculation under the Securities Exchange Act; 
Unorganized Speculation: the Possibility of Control. Pp. 333. 1.25 


Volume XXVIII, 1938 


The American Economic Review, March, June,-September, and December; each, “1.25 
Supplement.—Fiftieth Annual Meeting: i e 
Papers and Proceedings. The significance of Marxian Economics for Present- 
- day Economic Theory; The Significance of Marxian Economics for Cer- 
rent Trends of Governmental Policy; The Rate of Interest; Security Markets 
and the Investment Process; Relation of Price Policy to Fluctuations of 
Investment; General Interest Theory; Rate of Interest; Security Regulation; 
Corporate Price Policies; Fiscal Policies; Rate of Consumption; Wage Rates; 
Social Security Program; Rate of Consumption; Durable Consumers Goods; 
Wage Policies. Pp. 191. . 1.25 


The American Economic Association, founded, among other purposes, for “the encourage- 
ment of economic research” and “the ‘encouragement of perfect freedom of economic dis- 
cussion,” has over three thousand members, including public and professional men and most 
of the leading students of political economy in America. Membership dues are five dollars 
a year. Each member receives all current reports and publications of the Association. 

Address all orders for publications, applications for membership, and inquiries to the 
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THE RELATION OF SURPLUSES TO INCOME AND 
EMPLOYMENT DURING DEPRESSION! 


Prevalent opinion is that business enterprise created employment during the depression 
by spending accumulated surpluses. Income estimates, which show that income paid out 
exceeded income produced, have been used to prove this view. But this is a misuse of these 
income data, which in reality indicate disinvestment, and hence less employment. Negative 
business savings, or the excess of incom=2 paid out over income produced, result from busi- 
ness losses and are not dependent upon accumulated surpluses. The reduction in surplus does 
not mean that business disbursed to the community a larger income than it received from it. 
In fact, business hoarding usually accompanies reduced surpluses and negative business 
savings. The latter reflects capital consumption—the making available for today’s consump- 
tion of income that was produced yesterday. 

The accumulation of surpluses may be inimical to the stability of the system as a whole 
by (1) increasing rigidities and (2) encouraging the payment of unearned dividends. The 
latter involves disinvestment at the very zime when expansion is called for. The multiplier is 
a concept of dubious worth because adcitional consumption may be accompanied by either 
investment or disinvestment, A decline in the rate of investment is accompanied by unen:- 
ployment because we do not increase consumption (except relatively) when our savings are 
falling. i 


I 


Previously accumulated corpozate surpluses have been widely credited 
with having cushioned the shock of the depression. A recent study by the 
Brookings Institution is definitive on this point: 


The truth of the matter is that just as American business enterprises had paid 
out something less than the amount of income produced during the prosperous 
years preceding 1930, they paid out more than was produced in the lean years 
of the depression. The following deta compiled by the United States Department 
of Commerce show ... (that) the aggregate income disbursed was in excess of 
that produced by almost 22 billion dollars... . 


In conclusion the analysis states that “¿n the absence of accumulated sur- 
pluses it is obvious that the volume of disbursements would have been 
limited to the actual amount of income produced.’’* Far from being obvious, 
this assertion is, in fact, inconsistent; for it says, in effect, that business 
enterprise cannot suffer a loss without previously accumulated surpluses. 
The point deserving emphasis is quite different—namely, that business enter- 

tI am obliged to Mr. H. Gordon Hayes, Mr. Robert Nathan, and Mr. Peyton Kerr for 


helpful discussion of this paper. 
* The Undiztributed Profits Tax, M. Slade Kendrick, 1937, pp. 89, 90. (Italics mine.) 


£ 
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prise cannot suffer a loss without paying out a larger income than has been 
produced. The issue raised by this disagreement is no mere quibble regarding 
accounting terminology; it is of interest to those concerned with the nature 
of income; and, more important, it is vital to public policy.® 

The most elementary facts cited in the Brookings study itself will show 
the error of their conclusion. From 1929 to 1933; the surplus account of ‘all 
non-financial corporations was reduced $15 billions; yet, during the same 
period, the excess of income paid out over income produced was $25 billions. 
Thus the entire $25 billion excess of disbursements over income produced 
could not have been dependent upon previously accumulated surpluses, 
which were reduced only $15 billions. There can be no doubt that a sub- 
stantial portion of the excess of income paid out over income produced is 
attributable to corporations which did not have large surpluses and which 
did not pay dividends at all. Also, corporations make numerous changes in 
their balance sheets which alter the surplus but are not reflected in the in- 
come statement: these include capital gains and losses, write-ups and downs, 
adjustments in reserve accounts, etc. 


II 


Just what is the meaning of negative business savings and what relation 
do they bear to (a) employment and (b) the reduction of surpluses during 
depression? 

Income produced is the really basic category in the sense that the level of 
employment depends upon it. Income paid out is a subdivision, not a parallel 
concept, and represents the income made available for consumption—that 
part of the total income flowing into the hands of individual consumers. 


Tase I. ESTIMATES or NATIONAL Income! 
(Billions of dollars) 





1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 


Income produced......... 80.8 | 68.0 | 53.5 | 39.6 | 41.8 | 49.6 | 54.9 | 63.8 
Income paid out......... 78.2 | 72.9} 61.6} 48.5 | 44.9] 51.0} 54.6 | 62.1 


Total business savings....| 2.6 | —4.9 | —8.1 | —8.9 | —3.1 | —1.4 1:7 


1 Source: see note 6. 


From the standpoint of economic analysis, income paid out is less significant 
than income produced. The level of employment is not immediately de- 
pendent upon income paid out (received by individuals) because a part of 


? Thus, Senator Byrd’s recent pronouncement: “Until that law (the undistributed profits 
tax) is repealed, there is no way in which reserves can be accumulated to maintain employ- 
ment and wage levels during times of depression.” Reported in the New York Times, 
January 27, 1938. 

* Dun’s Review, September, 1937, p. 31. The income estimates are those of the Depart- 
ment of Commerce. Both are cited by the Brookings study, pp. 89, 90. 
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the income paid out in one accounting period may have been produced in an 
earlier period, or less than the total income produced (value of net product) 
may be paid out during the current accounting period.’ The difference be- 
tween income produced and income paid out has been called business sav- 
ings, positive or negative, and represents changes in the net worth of busi- 
ness enterprise: positive savings are additions to capital out of earnings; 
negative savings are business losses and unearned dividends.’ 

Since dividends are included in income paid cut, business savings are not 
identical with profits but represent the addition to net worth of business 
enterprise—the difference between profits and dividends. Business savings 
are estimated by first adjusting net income of business to eliminate profit 
and loss from sale of assets, and then subtracting dividends from the ad- 
justed net income. The estimates of business savings represent additions to 
fixed or working capital and may, of course, take the form of any type of 
asset, such as cash or securities, inventories, accounts receivable, additions 
and betterments, reduced debts, etc. 

When enterprise is in the red and is paying out its net worth, business 
savings are, of course, negative. These estimates are obtained by adding divi- 
dends to business losses (in the tax collectors’ definition of the term) that 
have been adjusted by removing deductions for losses from sale of assets. 
Thus, while negative business savings result from business losses and the 
payment of dividends, they may represent decreased cash and securities, 
reduced inventories, lower prices on inventories held, write-offs for bad 
debts, lower valuation on assets, and failure to replace equipment and keep 
up plant. Negative business savings result from the fact that the value of 
net product (income produced) is less than the total income disbursed. 

Increasing or decreasing a firm’s debt affects business savings only to the 
extent that net worth is affected. In the creation of retirement of a debt both 
sides of the firm’s balance sheets are altered, and hence both income pro- 
duced and income paid out are increased or decreased, thus leaving the 
firm’s net worth (and hence business savings) altered only by the gee or 
loss. 

Business savings, positive or negative, do not show either the aeni or 
the net investment in the whole economy, but only that part of investment 
which represents changes in the net worth of enterprise. If it is assumed that 
investment is increased by one billion dollars through the expansion of bank 
credit and the sale of bonds, there is, as a consequence, a change in business 


3 Of course, the use which individuals make of their income influences the income pro- 
duced and hence employment. 

° Income paid out is estimated directly, but income produced is obtained indirectly by 
adding business savings, which is estimated directly, to the income paid out. The estimates 
of income paid out represent “the payments to, or receipts by, individuals in the form of 
wages, salaries, interest, dividends, entrepreneurial withdrawals, and net rents and royal- 
ties’—-in other words, all forms of inzome received. National Income, 1929-1936, U. S. 
Dept. of Commerce, GPO, pp. 11, 14, 24. 
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savings only to the extent that the additional value of net product is more 
or less than the additional income received by individuals. 

One gets the impression from the Brookings study and from others cited 
that a vast dishoarding was taking place which served to mitigate the evils 
of depression and to stimulate recovery. Nothing of the sort happened. In 
fact, corporations were hoarding a part of their current receipts, as is shown 
by the reduction in their bank loans. Thus, in the most significant economic 
sense, less income was being paid out to the community than was received 
from it. But this fact—the hoarding of current receipts to reduce debts, 
rather than spending to produce goods—is mof measured by business savings. 
For in hoarding, both income produced and income paid out are reduced. 

If, instead of reducing loans, inventories and fixed capital had been main- 
tained, only then would employment have been maintained. But this would 
have appeared in the income estimates in the form of business savings, 
positive or negative, only to the extent that the value of the products so 
manufactured was more or less than the costs expended. Thus negative 
business savings are largely irrelevant to the question of hoarding and are 
no index of the contribution of business to recovery. 

Hoarding or dishoarding affects both the income produced and the income 
paid out. Changes in business savings reflect only the changes in net worth. 
Negative business savings, then, in no way indicate that business is disburs- 
ing more money income to the community than has been received from it. 
In fact, it appears probable that at a time when the net worth of the firm 
is being reduced by losses (7.¢., when business savings are negative), the con- 
cern will be disbursing less money income to the community than it re- 
ceived because, at such a time, it will usually be reducing its debis. Assume 
that a corporation begins the year with $50,000 cash and ends the year with 
$250,000 cash. At the same time, capital equipment which depreciated 
$300,000 has not been maintained. Thus negative business savings are 
$100,000. Since the cash has been increased, the concern has disbursed more 
than was produced only in terms of goods and services. 


M 


This leads us to examine also a more fundamental and more significant 
question. What rôle do reserves and surpluses play in the stabilization of an 
economic system? The belief prevails that, by building surpluses, business 
enterprise can mitigate the instability in our economic life—that the spend- 
ing of these reserves during depression reduces unemployment. 

The prevalent explanation of how, during depression, surpluses con- 
tribute to recovery was first made, so far as I am aware, by Colonel Leonard 
Ayres. The annual excess of income paid out over income produced during 
the depression is shown by Colonel Ayres under the caption “Billions Spent 
for Recovery.” 


$% 
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The truth is that the spending of business savings has constituted a far larger 
contribution toward staving off national disaster during this depression than 
has come from federal expenditures, or from any other sources.” ' 


_ Similar interpretations have become common. Thus the National Indus- 
trial Conference Board says: 


Without reserves accumulated in pzofitable years, corporations will reduce pay- 
rolls and dividends earlier and more drastically, thereby accentuating business 
decline. . . . In the recent period of ‘depression many corporations drew on sur- 
plus and reserves for the purpose of maintaining payrolls, for meeting other 
current expenditures, and in order z0 pay dividends. . . . The experience in the 
recent depression, during which surplus and reserves served as a stabilizing 
influence ...8 


Unfortunately, no one has troubled to show the process by which surpluses 
contributed to recovery or how the excess of income disbursed over income 


TABLE II. CASH AND Securities or ALL NON-FINANCIAL CORPORATIONS! 
1929-1933 (end of year) 





(Milions of dollars) 
1929 1930 1931 1932 1933 
EE E oe E 7,909 7,805 6,495 6,337 5,984 
Tax-exempt investments....] 2,953 2,616 2,607 2,733 2,839 
Other investments.......... 21,824 29 , 286 24,755 27,417 24,687 
TO ete ease erent 32,682 39,707 33,857 36,487 33,510 


1 From Statistics of Income for 1929 through 1933, U. S. Treasury Department, Bureau of 
Internal Revenue, Washington. 


produced represents a contribution to reémployment. Though quite generally 
referred to,® nowhere does one find an explanation of how that effect is 
produced.*° 

One supposes the consensus to be that the depression is cushioned and 


T Cleveland Trust Company Bulletin, March 15, 1936, p. 3. 

è Conference Board Bulletin, December 13, 1937, pp. 105, 111. See also Alfred .G. 
Buehler, The Undistributed Profits Tax, ch. iv, passim. It is interesting to note the resemb- 
blance of the view which is here under criticism to the wage-fund theory. It is now said by 
some that wages and employment in depression are determined by the fund of invested 
capital, and by others that they are increased by the fund of accumulated surplus. The fact is 
that wages are paid out of current income, The level of employment depends upon the level 
of production which, in turn, depends both upon the level of consumption and upon invest- 
ment. Now disinvestment may be described as reducing the level of employment which 
corresponds to any given level of consumption, or as raising the level of consumption cor- 
responding to any given production level. But disinvestment cannot, as has been asserted, 
raise the level of current employment. 

° By senators, by corporation presidents (see Steel, December 20, 1937), by bank letters, 
and by research organizations. 

**A note by the author in an early issue of the Marxian Quarterly deals with some 
fallacies regarding the corporate surplus and touches on the present treatment. 
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employment increased by the dishoarding of cash and the sale of securities.#? 
But the notion that, during a depression, all business enterprise dishoards 
cash on a large scale is mistaken, as is the further belief that dishoarding cash 
is Shown by either (a) the excess of income paid out over income produced 
or (b) a reduction in surplus. Some one, after all, must hold the nation’s 
cash and securities in both prosperity and depression, and it is unreasonable 
to suppose that al} business enterprise can reduce either its cash or securities 
on the scale that has been inferred from the income estimates. 

Between 1929 and 1933, the cash of all non-financial corporations was re- 
duced by less than $2 billions, ‘‘tax-exempts”’ remained about the same, and 
other investments increased almost $3 billions (Table II). There were 
changes in reporting procedure during this period, so that these data can be 
taken only as a rough index. Also, it is difficult to determine just what is 
involved in “other investments,” the great bulk being unmarketable securi- 
ties. But, despite these limitations, it seems fair to conclude that only an 
insignificant portion of negative business savings is due to depleted cash 
and securities. Likewise, the $15 billion reduction in surplus does not repre- 
sent the dishoarding of cash and securities. In any case, it is obvious that a 
firm can dishoard its cash without a previously accumulated surplus. 

It is also true that a firm can disburse a larger income than has been pro- 
duced without reducing its cash or securities. When we increase our capital, 
less income can be made available for consumption (paid out) than is pro- 
duced; when we eat up our capital, more income can be made available for 
consumption (paid out) than is produced. It does not require a profound 
knowledge of either accounting or economics to recognize that neither proc- 
ess is dependent upon an accounting surplus. 

A little reflection will show the reader, I believe, that there is nothing 
about this process of disinvestment which adds to current employment. There 
is a cushioning of the depression only in the sense that more can be con- 
sumed (or be made available for consumption) than is produced—but this 
is a deepening of today’s unemployment by consuming out of yesterday's 
employment instead of today’s. 

The farmer who eats the apples stored in the cellar (inventories) and who 
fails to repair the barns and fences (fixed capital) is paying out in excess of 
the income produced. The obvious fact is that he has less employment than 
if he were to maintain inventories, buildings, and equipment. The excess of 
income paid out by business enterprise over income produced during the 
depression reflects the reduction in inventories and, mainly, the depreciation 
on fixed capital. In addition, the estimates of income are complicated by price 

4 Eg., “The ability of corporations to pay out in depression years billions which were not 
earned in those years proves that a large portion of the surpluses earned in the boom years 


were not used for expansion.” Seth Axley, "Public Extravagance, Not Over-Saving, the 
Logical Cause of Unemployment,” T'he Annalist, vol. 50, no. 1289, October 1, 1937, p. 532. 
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changes, so that, in part, the apparent excess disbursement may reflect only 
lower prices on inventories held and revaluation of other assets. 
ki 


IV 


The life of capital assets is limited—hence charges are made for depre- 
ciation. The accounting treatment is to insure that the cost be charged to 
operating expense over the estimated life of the asset. There is no impli- 
cation of replacement. During depression, a firm which disburses all its cur- 
rent receipts without maintaining its assets will suffer a loss and, as a conse- 
quence, will pay out a larger income than has been produced: disinvestment, 
or negative savings, occurs.\* Negative savings take the form of impaired 
plant and equipment and result from the fact that the value of net product 
is less than the income disbursed. The business loss—the reduction in net 
worth—is reflected in the impaired capital.* In order to understand this 
simple process, it is important to be clear about two things: (1) The source 
of all income paid out is current receipts. (2) Negative business savings 
result from the failure to maintain assets. If this is clear, it will be seen that 
there is nothing about the process of disinvestment which makes available 
additional funds for hiring labor and promoting recovery. Negative business 
savings reflect less, not more, employment. 

The fallacy of the view that negative business savings contribute to re- 
covery is seen by comparing the year-to-year changes. Since negative busi- 
ness savings were $8.9 billions in 1932 and only $3.1 billions in 1933 
(Table I), business contributed, according to Colonel Ayres’s reasoning, 
more than two and one-half times as much toward recovery in the earlier 
year. The fact is, however, that the decline from 1932 to 1933 in negative 
business savings is a consequence of income produced having increased 
faster than income paid out (2.e., of smaller business losses); it reflects re- 
covery and greater employment (falling disinvestment), not a smaller con- 
tribution to recovery and less employment. 

The Ayres view not only has the meaning backwards—it also misses the 
relevant relationship. It is not whether business savings are positive or 
negative, but whether they are rising or falling, which is relevant to im- 
creasing production and employment. Decreasing (increasing) negative 
business savings and increasing (decreasing) positive business savings show 
the same change, to wit, increasing (decreasing) production and employ- 
ment. The error lies in mistaking a point for a process. While business sav- 
ings were negative in each year of the period 1932-1935, they were declin- 

” Negative business savings may also result from the payment of unearned dividends 
(discussed belew). Thus, while all losses represent negative business savings, not all nega- 
tive business savings represent losses. 


* Another accounting source, though unimportant, of negative business savings is the 
write-offs for bad debts. 
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ing. Thus, though disinvestment is indicated at any point, the process was 
one of investment—hence, of increasing employment. 

Just as depreciation charges’ are the source of negative business savings 
which represent a disinvestment in fixed capital, so also negative business 
savings may result from a reduction in working capital. A firm can, by de- 
pleting its stock of goods, pay out a correspondingly larger income than is 
produced. Again, the source of the income paid out is current receipts from 
the liquidation of assets. But it is obvious that there is less current produc- 
tion and employment for any given level of consumption when a part of that 
consumption is out of inventories. 

These estimates overstate the volume of negative business savings, due 
to (1) the practice of writing down the price of inventories and (2) the 
use of the straight line in figuring depreciation. Since prices were declining, 
teplacements could have been made at lower prices. Thus, in the mechanics 
of estimating, the figures for income produced are too low because the 
volume of negative business savings is too large. Due to price declines, we 
were not eating into previous savings as fast as the estimates indicate. 

According to Mr. Kuznets’ most recent work concerning the influence of 
revaluation of inventories upon business savings, the aggregate negative 
business savings during the depression would have been reduced by $5 
billions, or less than one-fifth. 

In order to eliminate price changes and to clarify the concepts, let us 
assume for a moment a barter economy: the business enterprise of the nation 
creates 50 units of goods and services and in the same period distributes 
55 units to the employed agents. Obviously, this is possible only by distribut- 
ing among the employed agents 5 units of capital equipment. It would be 
logically conceivable for the individual recipients to save the 5 units and 
thus for the capital equipment of the nation to remain unchanged. From this 
we can see that income paid out need not represent income actually con- 
sumed. But, of course, in a monetary economy the physical equipment is not 
distributed to the employed agents; what happens is that the equipment is 
not maintained. Hence there is capital consumption. 

If, now, we suppose that $55 billions are paid out by all corporations, 
which, as a consequence, suffer a loss of $5 billions, then the income pro- 
duced is $50 billions. The corporations would have been able to disburse the 
$55 billions without any changes other than letting their capital equipment 
run down to the extent of $5 billions. In such a case, the nation has consumed 
capital to the extent of $5 billions. It scarcely seems necessary to repeat that 
this process is neither limited by nor dependent upon an accounting surplus. 
Furthermore, it does not increase employment, but reflects a lower level of 
employment, that is, lower than would have been required for the same level 
of consumption if the capital assets had been maintained, Thus negative 
business savings, which reflect capital consumption, indicate the relative in- 


** Simon Kuznets, National Income and Capital Formation, 1919-1935 (1937). 
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crease of consumption at the expense of current production and employment. 

Since these comments have been concerned with the claims made for sur- 
pluses and negative business savings, they have, perforce, dealt with broad 
generalities. A line of modification is in order. We have seen that rising 
negative business savings represeat disinvestment and hence falling employ- 
ment. But if we assume that the economy is operating at partial capacity and 
that all current receipts are spent on wages, with no return to owners,** then 
negative business savings need not reflect lower employment. But it is clear 
that they can never be regarded as increasing employment. 

As to the surplus, it would be possible, no doubt, to postulate conditions 
where it could be used to increase employment (but I think that such con- 
ditions would be quite contrary to actual behavior). This argument has been 
merely that the data adduced do not support the conclusions which were 
cited. 


y 


It may be true, of course, that accumulated surpluses fortify invidual firms 
against bankruptcy, but care should be exercised not to confuse liquidity with 
an accounting surplus. There is nothing in the nature of a surplus account, 
per se, which enables a concern to withstand depression. Rather, it is the 
liquidity of the firm’s assets which largely determines its fate. It is entirely 
possible for a firm with no surplus to survive, while suffering losses for 
several years, if a substantial portion of its assets is liquid. On the other 
hand, however large the corporation’s surplus, it may not survive if its 
assets are fixed and not subject to sale or loan. 

The surplus is a legal requisite to the declaration of unearned dividends, 
but the ability of the firm to pay out any and all funds under its control is 
not so limited. The funds disbursed as dividends during the recent depres- 
sion could have been paid out for maintenance, expansion, or current pro- 
duction. And the volume of available funds was not any larger because there 
happened to be a surplus on the books rather than some other form of equity. 

The data of accounting have a highly conventional meaning. The surplus 
is an accounting device by which additions are kept separate from the original 
capital—an artificial division of proprietorship which sets a limit to the 
dividends that can legally be declared. Dividends are not, however, paid 
out of surplus—an absurd statement. Nothing can be patid out of surplus; 
payments must be out of cash. Hence the source of all income paid out in 
both prosperity and depression is receipts from current business, from the 
sale of assets, and from loans.1* Now, it goes without saying that a firm can 


33 It is for precisely this reason that the disposition to pay unearned dividends is inimical 
to the stability of the system. See below. 

**It is the belief of some that the surplus is represented by cash and securities which are 
dishoarded in depression. But this is not the case. From 1929 to 1933, surpluses were reduced 
$15 billions while cash and securities were increased almost $1 billion (cash items alone were 
reduced $2 billions; see Table II). 
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disburse its entire receipts and borrowed funds whether or not there is an 
accounting surplus. It is thus elementary that the paying out of all receipts 
is nowise contingent upon a surplus. Whether paying out unearned dividends 
is beneficial depends upon how the funds would otherwise be used. 

The commonly held view that the payment of unearned dividends is a 
stabilizing influence is a dubious one. Consider the depression experience of 
American Telephone and Telegraph Company, a favorite example, which 
naturally was charging a huge volume of current receipts to depreciation. 
Business prospects, however, made it unwise to spend currently on main- 
tenance the cash receipts charged to depreciation. It is thus easily possible that 
cash from current receipts was used to pay dividends in excess of earnings. 

The effort of corporations to stabilize the dividends of stockholders during 
the depression may have had an adverse effect upon the economic system 
as a whole. Lower interest rates and readjustments of costs during a slump 
should have the effect of inducing investment, but the disposition to pay 
dividends by disinvesting is an offsetting factor which may exercise an ad- 
verse influence upon business stability. Similarly, in periods of prosperity, 
the corporation, by plowing back profits, increases the rate of investment at 
a time when retardation rather than acceleration is called for.17 The whole 
point is that in a depression the enterprise should be borrowing and invest- 
ing at the reduced interest rates. Instead, it is disinvesting, that is, paying 
out—liquidating fixed and working capital and paying it out as dividends. 
By the same token, the enterprise is over-investing in the prosperity phase; 
by the self-allocation of earnings, the higher interest rates are evaded and the 
stockholders go begging. The disposition to pay unearned dividends helps 
bring about disinvestment. In a situation where the stability of the system 
requires that corporations increase investment and where incentives to such 
an increase exist in the form of reduced interest rates and reduced costs, the 
result actually is disinvestment because of the disposition to pay dividends. 
In order to plow back earnings in prosperity and to pay them out in de- 
pression, it is necessary to over-invest at the peak and to disinvest at the 
trough of the cycle. The self-allocation of funds in this manner by corpora- 
tions nullifies the beneficial effect of a flexible interest rate and is for this 
reason inimical to stability. 

The payment of unearned dividends may, of course, be of some benefit to 


" See Alvin Hansen, Economic Reconstruction (Report of Columbia University Com- 
missicn), p. 220. The truncated argument here assumes familiarity with the work of Wick- 
sell. In point of fact, it is easily possible to exaggerate the rôle of unearned dividends. Income 
data clearly show that the great bulk are received by individuals in the higher brackets. The 
payment or non-payment of dividends may be mostly a matter of whose debts are to be 
retired, those of the individual or those of the corporation. There is no way of judging 
whether, if unearned dividends were not paid, the corporation would hoard more or less than 
would the stockholders if they were paid. In order to reduce instability, it is requisite that 
business enterprise spend its receipts in producing goods and services instead of paying 
unearned dividends or reducing debts. 
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the individual corporation. So, also, a surplus may save a corporation from 
bankruptcy. But it does not follow that either stabilizes the system. 

Aside from this question of irterest rates, there may be a legitimate differ- 
ence of opinion concerning the effect of accumulated surpluses on the eco- 
nomic system as a whole. My own notion is that the rigidities in the system 
are likely to be increased. For, by this means, the position of the manage- 
ment and bondholders is rendered more secure, with the result that produc- 
tion can be shut down until better times appear. Moreover, reorganizations 
and other cleansing and beneficial effects of depression are more successfully 
resisted. One of the striking and unfortunate characteristics of the recent 
depression was the failure to scale down capital values. Large surpluses may 
be conducive to the longevity of some individual corporate units and some 
particular group of managers; but, for just that reason, instability of the 
system is thereby increased. Securely intrenched behind substantial surpluses, 
it seems likely that corporate managers are less willing to accept quickly 
price corrections and other reorganizations. Fixed obligations can be met 
over long periods by disinvestment. Thus it appears probable that the prac- 
tice of building large surpluses is unfavorable to stability on two counts: 
first, it has the effect of lowering the rate of interest in prosperity and rais- 
ing it in depression; second, it aids and abets corporate managers in their 
disposition to resist the requisite adjustments and reorganizations by in- 
creasing rigidities and limiting the capacity of the system for correction. 


A Note on Government Spending and the Multiplier 


These misconceptions regarding negative business savings have been sup- 
ported by comparison with government spending. Thus it is said that the 
excess of income disbursed over income produced has the same effects as 
government spending financed by borrowing."* But this is not the case. Gov- 
ernment borrowing creates additional bank deposits; but negative business 
savings represent only a transfer from the corporation to individuals. Fur- 
thermore, in case public works are built by the government, there is an ex- 
pansion in real investment which is quite the opposite of the disinvestment 
process that is indicated by negative business savings. In one respect, how- 
ever, direct spending for relief may be analogous to negative business sav- 
ings: both may represent a relative increase in consumption. The difference 
is that there is an actual increase in consumption as a consequence of govern- 
ment spending; but negative savings are a result of a relatively greater de- 
cline in production than in consumption. 

When the additional consumztion financed by government borrowing is 
effected by depleting inventories and equipment, it is analogous in this one 

* A false analogy which appears to have support in one statement of Keynes: “Unemploy- 


ment relief financed by borrowing is best regarded as negative saving.” The General Theory 
of Unemployment, Interest, and Money, p. 109. 
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respeçt to negative business savings. But this is precisely the case where it is 
least effective in increasing employment. It has frequently been presumed 
that government spending would eventuate in disinvestment only under 
conditions of full employment, but there can be no assurance on this point. 
If, despite government spending, business enterprise still prefers to disin- 
vest and reduce its debt, the consequence of the spending will be consump- 
tion out of inventories and equipment. It is for this reason that the multi- 
plier appears to be a concept of dubious worth. In a rich nation, the range is 
so great from the highest rate of investment to the highest rate of disinvest- 
ment that the multiplier may be anything from a small fraction to a large 
whole number. This being true, it may take as much as $7 billions of public 
spending to accomplish what seemed, on the face of it, to be the work of 
$1 billion. 


A Note on Disinvestment and Unemployment 


This analysis suggests a final word on the relationship between unemploy- 
ment and disinvestment, for I think it can be said that it is impossible to dis- 
invest—or even to reduce the rate of investment—without unemployment. 
Orthodox thought has always assumed that if, for any reason, the rate of 
investment is to be reduced, consumption will be correspondingly increased, 
thus maintaining full employment. But is this in accord with common be- 
havior? Do we increase consumption when our savings are being reduced? 
We must agree, I think, with Mr. Keynes that we do not. We save a larger 
part of our income when it is rising; only when our income is falling are we 
willing to reduce the rate of saving. Production and consumption move up 
and down together but at different rates, consumption changing more slowly 
in either direction. 

The individuals of a nation are neither able nor willing to expand con- 
sumption absolutely while reducing saving; only if both are falling do they 
expand consumption relatively. So long as we disinvest (or reduce the rate 
of saving) only if our income is falling, disinvestment will always be ac- 
companied by unemployment. If, for any reason,’® investment is proceeding 
at a rate which cannot be maintained, it is then impossible to reduce that rate 
except by depression and unemployment. To avoid unemployment while 
reducing the rate of investment would necessitate that consumption be ex- 
panded relative to savings.” This, apparently, we are willing to do only 
when income is falling. 

Don D. HUMPHREY 

Washington, D.C. 


* E.g., expansion of bank credit. 

2 The essence of my argument is that consumption is increased relative ta saving only 
when both consumption and saving fall. Orthodox thinking has usually assumed that con- 
sumption can be expanded absolutely while saving falls. 


BORROWING IN THE MARKET BY THE FEDERAL RESERVE 
BANKS: AN APPRAISAL OF A POSSIBLE 
CONTROL DEVICE 


Although the federal reserve authorities have at their disposal a wide selection of control 
devices, consideration should be given to the possibility of borrowing in the money market. 
Professor Viner has pointed out the potentialities of this weapon and has commented on 
its use by the Bank of England. A review of the Bank's experience with this contro! tech- 
nique indicates that it is a powerful selective means of tightening the money market. It 
may supplement open-market sales of securities or may serve at times when that particular 
device cannot be used. The federal reserve banks might find borrowing in the market useful, 
especially since the problem of monetary control in the future will probably be the re- 
striction of expansion of bank deposits. Since a period of experimentation must precede the 
regular use of a new instrument of control, it is urged that the necessary legal and admin- 
istrative details be worked out so that the instrument may be available if needed. 


In view of the multiplicity of control techniques possessed by the central 
banking authorities of the United States, the suggestion that still another 
be adopted may appear to be unwarranted. Only recently the variable reserve 
ratio was added to an already long list.1 Nevertheless, the available means 
of control are not more than adequate for making the appropriate monetary 
policy effective. Although the American authorities have deliberately copied, 
and in some cases unknowingly rediscovered, the mechanisms used by the 
Bank of England in the course of its long history, one of the most impor- 
tant of the Bank’s weapons has not been employed—namely, borrowing in 
the market.? 

Because of the large part played by open-market operations in the United 
States,® it may be profitable to consider in detail this particular control! device, 
which may be classified as a species of open-market operations. The Bank 
of England has used borrowing in the market on occasion with remarkable 
effectiveness; Professor Viner has suggested that it might well be adopted 
by the federal reserve authorities, pointing out its thoroughly respectable 
lineage.* 

An examination of the Bank of England’s utilization of this instrument 
of control may prove helpful in evaluating its potential usefulness to the 
federal reserve system. Therefore it is proposed to sketch the use made of 
borrowing by the Bank, and then to examine the question of whether or not 
the federal reserve banks could apply this control device to advantage. The 

1L. L. Watkins, “The Variable Reserve Ratio,’ Jour. of Pol. Econ., xliv (1936), pp. 
339-73, especially p. 353 ff. 

2 See J. Viner, Studies in the Theory of International Trade (New York, Harper, 1937), 


p. 254 ff., on the point that twentieth-century banking control techniques are not new dis- 
coveries. 

3? CH. J. M. Keynes, Treatise on Money (New York, Harcourt Brace, 1930), ii, pp. 250- 
60; C. O. Hardy, Credit Policies of the Federal Reserve System (Washington, Brookings 
Institution, 1932), pp. 228-33; J. H. Williams, “The ee Act of 1935,” Am. Econ. 
Review Suppl., xxvi (1936), p. 102. 

tJ. Viner, “Recent Legislation and the Banking Situation,” Am. Econ, Rev. Suppl., xxvi 
(1936), p. 118. 
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proposal made by Professor Viner in 1935 appears to be of sufficient im- 
portance to justify exploring this topic, especially in view of the fact that the 
United States will be confronted for some time to come with a plethora of 
funds in the money market 

Everyone is familiar with the rôle of the central bank as a lender; but 
very little attention appears to have been given to the potentialities of its 
rôle as a borrower. In obtaining funds by borrowing, the central bank may 
be desirous of strengthening its own cash position or of removing funds 
from the market. The Bank of England has used borrowing for both of 
these purposes, as will be shown in the next section. A central bank may 
borrow at home or abroad. Again, the Bank of England has done both. The 
principal emphasis in this paper will be placed upon domestic borrowing 
for the purposes of control. By restricting discussion to this sphere, much 
extraneous material may be eliminated.® 

If a central bank borrows in the market, it receives funds either in the 
form of cash or in the form of its own notes, or more typically, in the form of 
drafts against itself. In any case its reserve ratio tends to rise. With regard 
to the possible use of borrowing by the federal reserve banks, it is sufficient to 
treat the payment medium as deposits in the reserve banks. A loss of member- 
bank reserves would tend to result from borrowing in the market. This 
qualification does not apply to borrowings in the early years by the Bank of 
England. Until well into the nineteenth century the Bank appears to have 
borrowed primarily to obtain additional reserves. Thereafter, borrowing was 
used to absorb funds for purpose of control, and the net result was essentially 
the same as would be expected in the United States. 

In using borrowing as a control device, a central bank deprives the mar- 
ket of funds. Because of its unique position as the holder of reserves of the 
commercial (member) banks, a reduction of bank reserves is induced. Ob- 
viously, borrowing in the market by agencies other than the central bank 
does not produce this effect.” Borrowing in the market has both quantitative 


5I -ealize that in portions of this paper I am merely duplicating Professor Viner’s work. 
I have however, tried to bring in additional material on Bank of England operations, par- 
ticularly for the period after 1860; I have also endeavored to consider the position of the 
federal reserve banks somewhat more fully. My debt to Professor Viner is heavy, and I 
trust that he will not regard my elaboration of this topic as anything more than an attempt 
to draw the attention of economists to a matter deserving further consideration. 

"The Bank of England was obliged to borrow to obtain cash on several occasions, prin- 
cipally because until rather late in its career it failed to maintain excess reserves to meet 
emergencies. Cf. J. Viner, Studies in the Theory of International Trade (New York, Harper, 
1937), pp. 254, 264 ff. Borrowing abroad is associated with the meeting of emergencies 
in the field of international management. Domestic and international management may 
be conveniently separated for purposes of analysis even if the monetary authorities as a matter 
of fact are obliged to carry on both concurrently. 

7 This statement should be qualified by the observation that an institution which holds 
balances at the central bank can produce the same effect. For example, the Treasury could 
induce a contraction of member-bank reserves by borrowing in the market and holding the 
proceeds in the form of deposits in the reserve banks. 
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and qualitative aspects, for it may serve to check the flow of funds into a 
use not acceptable to the central bank as well as to reduce bank reserves. 


The Example of the Bank of England 


The Bank of England found borrowing to be a useful device from almost 
the outset of its existence. There are repeated instances of its having gone 
into debt; and, although the record is not as complete as one might desire, 
there is no mistaking the point that borrowing was often resorted to. Thor- 
oughly systematic use of this type of transaction is found only in the last 
hundred years. Recently the device has been held in abeyance. 

In 1696 the Bank was hard pressed as a result of the parliamentary author- 
ization of Chamberlain’s land bank and had recourse to borrowing £100,000 
from the Bank of Amsterdam and £440,000 in two separate loans from its 
subscribers. Its own stockholders appear to have held substantial amounts 
of cash and were able to add to the Bank’s cash reserve. The loans were 
apparently repaid." Again in 1707 panic conditions developed, and the 
Bank sought assistance in the domestic market, borrowing from nobles, 
merchants, and private individuals and also calling upon its shareholders.’ 
On other occasions in the eighteenth century the Bank seems to have used 
systematic borrowings to adjust its position.° The record of the Bank’s 
operations in the eighteenth century is by no means complete, but there ts 
no doubt that the instrument was used, although the Bank certainly did not 
make the most of its power to control the market. 

Extensive use of this technique was to come only in the latter half of the 
nineteenth century; but there is sufficient evidence to indicate that the Bank 
continued to borrow from time to time during the first half of the century. In 
1825, the Bank borrowed from the Bank of France, which was to come to its 
assistance in subsequent panics.’ It was only in 1833-34 that the Bank 
adopted the practice of “borrowing on consols” for the express purpose 
of controlling the market.%* This was later to play an important part in 
regulating the supply of funds. In 1839, during one of the most serious 
of frequent panics, the Bank again turned to Paris and Hamburg.%* An 

° For a description of this episode, see A. Andréadés, History of the Bank of England, 
2nd ed. (London, P. S. King, 1924), pp. 108-09, 113. 

* Ibid., p. 121. . 

© J. Viner, Studies in the Theory of International Trade, pp. 256-57. 

"W, T. C. King, History of the London Discount Market (London, Routledge, 1936), 
pp. 14, 83-84. King notes especially that Treasury operations were a disturbing element. 

“J. Viner, op. cit, pp. 273-75. E. T. Powell, Evoluticn of the Money Market (London, 
The Financial News, 1915), p. 329. 

BW. T. C. King, op. cit, p. 116. “Borrowing on consols” is the descriptive phrase 
applied to a sale of consols for cash and a simultaneous purchase of consols on account. 
Viner suggests that this operation should be regarded as borrowing. Op. cit., p. 261. 

"E, T. Powell, op. cit., p. 268, pp. 367-68. Actually the 1839 transaction took the form 
of the Barings’ drawing bills which were discounted abroad. T. E. Gregory says that borrow- 


ing from merchant bankers also took place, An Introduction to Tooke and Newmarch’s 
A History of Prices (London, P. S. King, 1928), p. 60. 
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outflow of gold in 1847 caused the Bank to borrow £1,275,000 on consols. 
The situation was very tense, and rationing as well as an unusually high 
discount rate was applied. The immediate crisis passed, but conditions re- 
mained critical. Two years later, according to Gregory, the Bank again 
borrowed in the market.** So far as the evidence goes, it seems to indicate 
that in the first half of the nineteenth century the Bank used borrowing 
largely as an emergency device. Its failure to use its powers to better advan- 
tage has been sharply commented upon by Professor Viner.” 

In the second half of the century the Bank used borrowing as a control 
device, depriving the market of funds in order to make the Bank rate effec- 
tive. In 1874, the Bank borrowed on consols for this purpose.** Again dut- 
ing the 1880's, the market rate was frequently below the Bank rate, and 
“the Bank was obliged to resort more and more frequently to the ancient, 
but unsatisfactory, expedient of ‘borrowing cn consols.’ ™!® In 1889, the 
situation was especially critical, the Bank being out of touch with the mar- 
ket; and special steps were taken by it to obtain control of surplus balances 
that were available to the market. In commenting on this situation, King 
again makes the point that borrowing on consols was “clearly inadequate.”’?° 
The next twenty years saw extensive use of the device of borrowing in the 
market. Fortunately this period has been analyzed carefully by a recent 
writer.2* Sayers summarizes the Bank’s policy in this period with these 
words: . 

Down to the outbreak of the Great War, however, the Bank continued to control 
the market when the external situation called for control, mainly by borrowing in 
the market and securing the control of customers’ funds previously lent out in the 
market.2? 

He distinguishes three types of borrowing: (1) borrowing in the market; 
(2) borrowing from the clearing banks; and (3) borrowing from special 
depositors.” A carefully formulated plan was adopted for dealing with 
the problem of surplus funds. The operations were not always the same; 
the borrowing operations were directed to absorbing funds at the source. In 
1890-91, Governor Lidderdale obtained coöperation of the India Council, 
and funds previously placed in the market were loaned to the Bank.™ Simi- 
larly in 1905-06, the Bank got control of Japanese funds, the volume of 
which was large as a result of Japan’s favorable international position after 
the Russo-Japanese War.” The borrowings from the clearing banks came 

King, op. cit., p. 139-40. 

T. E. Gregory, Select Statutes, Documents and Reports Relating to British Banking 
1832-1928 (Oxford, Oxford Univ. Press, 1929), i, p. zl. 

7 Op. cit., p. 254. » W., T. C. King, op. cit, p. 287. 

3 Thid., p. 296. * Ibid., pp. 302-305. 

"R, S, Sayers, Bank of England Operations, 1890-1914 (London, P. S. King, 1936), pp. 
34-43, 118-19, 124, 128. Sayers’ information is based largely on the Economist and Statist. 
The Bank itself has never seen fit to reveal these operations. 


2 Tbid., p. 48. = Thid., pp. 34-43, 
* Ibid., pp. 40-41. 3 Ibid., p. 42. 
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in 1905-06 and were regarded by the financial press as a new departure. 
Direct borrowing in the market, in the sense of borrowing from bill brokers 
and finance houses, took place in 1890, 1892, 1893, in the period 1897- 
1906, and in 1909-11.77 These borrowings according to Sayers, were not 
the same as “borrowing on consols.” The Bank deposited collateral, showed 
bankers deposits reduced, and a liability to “sundry creditors.”?® The 
mechanism was never officially described in detail, but Sayers’ statement 
seems to be confirmed by King’s remark that in 1908 “such ‘borrowing’ 
[selling consols spot and buying on account] had not occurred for ‘several 
years, °’?° 

There can be no doubt that the Bank made extensive and effective use of 
its power as a borrower to control the money market in the 1890-1911 
period. Unfortunately the record is not complete, and, as Sayers points 
out, the history of this period must be constructed from unofficial sources. 
“Borrowing on consols” was in large part displaced by true borrowing 
from bill brokers, finance houses, banks, and those who normally placed 
funds in the market." The aggressive position taken by the Bank at the 
turn of the century stands in sharp contrast to its policy in the early part of 
the nineteenth century. 

During the period of the World War, the Bank again found that borrow- 
ing in the market could be used to advantage in absorbing surplus funds. 
These operations have been considered at length by Harris and are com- 
mented upon by Hawtrey and Dodwell.*? The Bank paid interest on “special 
deposits” of domestic and foreign institutions, although it did not abandon 
its policy of refusing to pay interest on ordinary deposits. The operations of 
the war period are not particularly striking when placed against the back- 
ground of the Bank’s procedure in the preceding two decades.** Perhaps the 
treatment of special deposits as a borrowing operation may appear extraordi- 
nary in view of the sharp distinction usually made between a bank’s indebted- 
ness to creditors and to depositors. However, the classification of indebted- 

= Ibid., pp. 37-38. E. T. Powell, op. cit, pp. 651-52. 

"R, S. Sayers, op. cit, p. 34. ` 

2 Ibid, p. 35. The “borrowing on consols” operation appears to be similar to a sale 
under repurchase agreement. 

2 W., T. C. King, of. cit p. 315. 

“J, M. Keynes, however, objects to the general policy of restriction followed in the 
early nineties, op. cit, ii, pp. 164-70. Whether or not the monetary policy adopted by the 


Bank was the proper one is not in dispute here. The point to be emphasized is that the 
Bank made effective the chosen policy. 

"t Sayers is quite explicit on this point and observes that many persons have thought that 
“borrowing an consols” was the only device used. Op. cit., pp. 27-30. 

S, E. Harris, Monetary Problems of the British Empire (New York, Macmillan, 1931), 
pp. 46-59, 149-50; R. G. Hawtrey, Te Art of Central Banking (New York, Longmans 
Green, 1932), p. 152; D. W. Dodwell, Treasuries and Central Banks (London, P. S. 
King, 1934), pp. 73-74. 

* Nonetheless, Hawtrey is probably correct in describing what took place as “an ex- 
ceptional procedure.” Op, cit, p. 152. It should be noted that the comparative ease of the 
money market was caused largely by Treasury borrowing at the Bank. 
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ness to special depositors as borrowings seems entirely logical. In this mat- 
ter, Sayers’ example is followed. 

In the post-war years, the Bank has not had recourse to borrowing in the 
market. The Treasury-bill mechanism has apparently been adequate. Accord- 
ing to Sir Ernest Musgrave Harvey, “borrowing on consols” is “a relic of 
past history.” "+ He also explained that the Bank does not carry accounts for 
foreign governments, which presumably would rule out the operations such 
as those undertaken by the Bank in the 1890-1911 period when it carried 
foreign government balances.** If foreign government balances in the Lon- 
don market were to become a disturbing element, presumably the Bank 
would work through foreign central banks rather than directly with the 
governments themselves. 


Other Central Banks 


Space does not permit an examination of the use of this device by other 
central banks, although there appears to be little indication that borrowing 
is important. One authority disposes of the issue by stating unequivocally: 
Such a Bank [a central bank} should not ordinarily require to borrow in the 
domestic market, either for its own needs or for the purpose of exerting control 


of the market, as it can increase its cash assets and diminish the supply of funds 
in the market by selling bills or securities.?¢ 


Foreign borrowing by the central bank is also condemned, with the observa- 
tion that the Bank of England’s borrowings abroad in 1925 and 1931 repre- 
sent special cases. The 1931 borrowings in New York and Paris were in 
fact carried out by the issue department, which is almost a government 
agency.?* Many central banks are actually prohibited or severely restricted 
by their charters in the matter of borrowing.** Kisch and Elkin’s arguments 
against borrowing in the domestic market are based on the principle that 
other control mechanisms are adequate, and against borrowing abroad on 
the principle that this is properly a government function. With the latter 
point, there can be no quarrel. With the former, however, there is ground 
for dispute. A final evaluation of this point must be postponed until the 
position of the federal reserve banks has been considered. 


The Federal Reserve Banks 
The question may now be raised as to whether or not the federal reserve 


3 Minutes of Evidence Taken before the Committee on Finance and Industry (London, 
H. M. Stationery Office, 1931), i, pp. 27-28. This bit cf evidence came as a result of T. E. 
Gregory's question whether or not “borrowing on consols” is used currently. Nothing was 
said regarding true borrowing. 

3 Ibid., p. 34. 

°C. H. Kisch and W. A. Elkin, Central Banks (London, Macmillan, 1932), p. 150. 

%1 Ibid., pp. 151-52. For a description of the organization of the issue department, see 
Minutes of Evidence Taken before the Committee on Finance and Industry (London, H. M. 
Stationery Office, 1931), i, pp. 7-8, 11-16. 

= C. H. Kisch and W. A. Elkin, of. cit., Appendix i, especially pp. 198, 346, 419. 
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banks could use borrowing in the money market to advantage. Professor 
Viner has been the only person to my knowledge to support this position.®° 
The fact that the Bank of England has used this technique with considerable 
success suggests that the possibility ought to be considered. The difference 
in the institutional organization of the two money markets is not great 
enough to rule out the consideration. 

There is some doubt as to whether the federal reserve banks are at pres- 
ent authorized to conduct these operations. Professor Viner suggested in 
his 1935 address that perhaps their charters might be so interpreted as to 
allow them to borrow. Congress alone can give this power to the reserve 
banks if they do not now possess it. 

The repurchase agreements negotiated by the reserve banks with dealers 
in government securities and acceptances represent the inverse of borrowing 
in the market.*° The legality of these transactions has been questioned; but 
it may be argued that if these are allowable, the converse should be also. 
The “borrowing on consols” operation of the Bank of England has already 
been described as having the same effect as a sale under repurchase agree- 
ment. If the reserve banks can buy bills and government securities under 
repurchase agreement on the theory that this comes under the open-market 
operations authorization, they should also be able to sell bills and govern- 
ment securities under repurchase agreement. This point, however, is a mat- 
ter for law rather than economics. 

The reserve banks have in the past carried out transactions which closely 
approach this operation. The tax-date operations involved the lending of 
funds to the Treasury and the borrowing of the reserve banks from the 
member banks. Actually these operations took the form of a sale of a one- 
day certificate by the Treasury to the reserve banks and the granting of a 
participaticn in this sale to member banks.4? As Burgess notes, such trans- 
actions between the reserve banks and the Treasury are prohibited by the 

® Am. Econ. Rev. Suppl, xxvi (1936), p. 118. Professor Viner’s extensive studies of 
England’s experience explain his keen insight at this point. Fortunately he has made available 
much of this material in his recently published book, to which reference has already been 
made. 

* For a discussion of federal reserve policy on repurchase agreements, see S. E. Harris, 
Twenty Years of Federal Reserve Policy (Cambridge, Harvard University Press, 1933), i, 
pp. 289-90. See also W. R. Burgess, The Reserve Banks and the Money Market (New 
York, Harper, 1936), p. 122, pp. 234-35, p. 318. 

“For information on amount of securities and acceptances bought under repurchase 
agreement see Hearings before a Subcommittee of the Banking and Currency Committee of 
the United Siates Senate Pursuant to S. Res. 71, 71st Congress, 3rd Session part vi, pp. 
794-947, especially pp. 819, 847, 947. This source is cited hereafter as Hearings S. Res. 71. 

2 By these transactions the Treasury was enabled to meet maturities slightly in advance 
of the collection of taxes, and at the same time the reserves of member banks were prevented 
from rising as a result of the disbursement of the funds borrowed by the Treasury from the 
reserve banks. For further details see: C. O. Hardy, Credit Policies of the Federal Reserve 


System (Wasnington, Brookings Instituticn, 1932), pp. 68-69; D. T. Smith, Deficits and 
Depressions (New York, Wiley, 1936), pp. 50-51; W. R. Burgess, of. cit., pp. 115-18, 191. 
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Banking act of 1935.** Broadly considered, the tax-date operations involved 
borrowing in the market by the reserve banks. Hence one may say that 
borrowing in the money market is not entirely unknown in the United 
States. The use made of this device is, however, severely limited. 

With regard to the use that might be made of borrowing in the market, 
all that one can do is to consider the various possibilities. Assuming that the 
reserve authorities wish to tighten money market conditions, they may pro- 
ceed in a variety of ways. They may sell earning assets, 7.¢., government 
securities or bills, raise discount rates, increase legal reserve ratios, apply 
rationing, and employ moral suasion. Borrowing in the money market could 
not displace entirely these techniques. At most, the reserve banks could 
borrow for short periods, thus meeting only one type of situation—namely, 
the short-term plethora of funds.*4 

So long as the reserve banks hold substantial portfolios of short dated 
assets, they can ordinarily meet the situation by allowing maturing assets to 
run off and not replacing them. They cannot do so with acceptances, for the 
market has never developed to the point where the reserve banks can with- 
draw their support entirely.“ They may not wish to reduce their government 
security holdings because of a desire to avoid depressing the market. Actually 
this seems to have been a factor in 1936 and 1937 in leading the reserve 
authorities to raise reserve requirements rather than to sell government 
securities to cope with excess: reserves.** In short, the fact that the reserve 
banks have assets which they may sell is no assurance that they will sell. 
Conceivably under these circumstances, borrowing in the market might be 
used to absorb temporary excess funds.“ 

Another possible case for the use of this technique might be under cir- 
cumstances where the reserve banks had no assets to sell.#® One can conceive 


4 Ibid., p. 117n, 319. The relevant portion of the Federal Reserve act, as amended is 
section 14(b), par. 3, which permits the reserve banks to deal in government obligations 
only in the open market. Burgess suggests, however, that the way is still open for tax-date 
adjustments, Nothing would prevent the Treasury’s selling one-day certificates directly to 
member banks through the reserve banks as agents. 

“Long-term adjustments by means of borrowing may be ruled out of the discussion. 

* For a discussion of the acceptance policy of the reserve system, see C. O. Hardy, op. cit., 
pp. 243-63; S. E. Harris, op. cit, i, 317-37. 

* The federal reserve authorities did not give this reason in their official statement. Ob- 
viously they cannot go on record as being motivated by the necessities of government financ- 
ing. Had considerations of the security market not been a factor, they might have decreased 
excess reserves by raising reserve requirements somewhat and by selling some government 
securities. 

“R. G. Hawtrey also suggests that borrowing may serve to absorb surplus funds at a 
time when an outright sale of assets might result in a capital loss. Op. cit, p. 151. Cf. J. 
Viner, op. cit, p. 118. 

“J. M. Keynes seems to argue that the central bank must have previously acquired 
assets, Op. cit, ii, pp. 258-59. 
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of a situation in which the portfolio might be too small to allow the volume 
of funds in the market to be absorbed by sales in the open market. Until 
1928 the reserve banks never held more than one billion dollars of open- 
market assets; and only in recent years has the portfolio been continuously 
above that figure.*® Prior to our entry into the World War, the government 
debt was too small to permit open-market operations in government securi- 
ties in any volume. Acceptances have not been able to serve, because of the 
policy of the federal reserve system with regard to this type of paper. Possibly 
there is no reason to expect that the reserve banks will again find themselves 
with a small portfolio of open-market assets in view of their present large 
holding of government securities. The variable reserve ratio can serve to 
absorb large amounts of excess reserves as has been demonstrated, and gold 
imports can be sterilized by the Treasury. Nevertheless, this consideration 
does not bar a discussion of the potential usefulness of this device.” 

Precisely how might borrowing in the market be carried on? From whom 
might funds be obtained? These questions must be answered, and the opera- 
tions of the Bank of England suggest in part the answers. It borrowed from: 
(1) its own stockholders; (2) bill brokers and finance houses; (3) banks; 
and (4) holders of balances which were normally loaned in the market. 
The first and third sources are not distinct in the United States if one assumes 
that non-member banks may be disregarded. The second source is not large, 
fer the bill market in the United States is not extensive. As to borrowing 
from banks, the existence of a unit system complicates the matter. Borrow- 
ing from every member bank would be out of the question, and probably 
only a few of the large city banks could be contacted. Obviously borrowing 
is much simpler where the banking system consists of a few large branch 
banks as in England. However, the same difficulties arise in the use of any 
instrument of control. If borrowing were directed toward absorbing excess 
reserves, for example, a large number of banks would have to be dealt 
with." The extremely large number of banks in the United States would 
prevent the selective power of borrowing from being used to the maximum. 
Even so, the reserve authorities could to a considerable extent select the lend- 
ers; and selectivity is one of the great advantages of borrowing over open- 
market selling. 

Holders of balances, which are loaned in the market, fall into two nat- 
ural groups, domestic and foreign. Information concerning the magnitude 


Annual Reports of the Federal Reserve Board. The data are not available in a single 
table. Location of back figures is indicated in Annual Report of the Board of Governors for 
1935, p. 63. 

© Assuming eventual retirement of the government debt and no further development of 
the use of acceptances, the conditions of the pre-war era may again prevail. 

“In discussing the use of the variable reserve ratio, Watkins raises the question of 
the direction of the control device. Op. cit., pp. 359-64. 
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of these balances and their utilization is very incomplete*? Although the 
situation in the United States is not exactly the same as in England, it is 
analogous. Conceivably, the reserve banks could obtain control of balances 
of domestic and foreign institutions just as did the Bank of England. Before 
effective use could be made of this technique a statistical reporting service 
would have to be set up to supply current information as to the amount and 
utilization of balances." 

Still another source of funds is the balances of the Treasury with the 
depository banks, other than the federal reserve banks. These balances are 
not constant in amount but are frequently very large.** If the reserve banks 
could borrow these, the money market could be tightened promptly. As the 
matter now stands, the Treasury decides how its balance shall be distributed 
between reserve banks and depository banks. By giving the reserve banks a 
means of controlling the distribution, a powerful weapon would be placed 
in the hands of the central banking authority. Close coöperation between 
the Treasury and the central bank may accomplish the desired end. Indeed, 
in view of the extensive central banking powers of the Treasury, as a bank 
of issue, as a holder of large balances, and as an operator of a stabilization 
fund, the Treasury must work in close harmony with the central bank. None- 
theless, it would seem desirable that the central banking authorities be given 
as great a degree of autonomy as possible.” 

Finally, the point should be made that borrowing in the market by the 
reserve banks should be placed under the contro] of the open-market com- 
mittee. Like other control devices, administration could be effective only if 
complete power were vested in a central responsible body. 

The mechanics of borrowing, were this to be used, would present a 
problem. Perhaps the borrowing might take the form of having the reserve 
banks give their own promissory notes (secured or unsecured) to the lender. 


® Studies made of loans to brokers throw some light on this topic. S. E. Harris, cp. cit., 
ii, pp. 454-58. Hearings, S. Res. 71, pp. 1020-29. As to forzign balances and their use, see 
Statistics of Capital Movements (Washington, U. S. Treasury Dept., 1936-37). Federal 
reserve banks have placed funds in bills for foreign banks, and the amounts are reported 
in the Federal Reserve Bulletin and the Annual Reports of the Federal Reserve Board. This 
type of funds is of course already under control. It is funds placed through agencies other 
than the central bank which must be considered. Some measure of the volume of these funds 
can be obtained by adding together outstanding acceptances, commercial paper, Treasury 
bills, and brokers loans. More precise information would have to be based on an analysis of 
the holders of balances. 

8 The growth of social insurance schemes will add a new element to the picture. Social 
insurance funds will probably become large investors in the money market. 

* On June 30, 1936, the Treasury held balances totalling $1,899,259,466.63, of which 
$690,103,434.19 were in reserve banks and the remainder in other banks. Aznual Report of 
the Secretary of the Treasury for 1936, p. 211. 

The alternative is to have the central bank offset the results of Treasury operations 
upon the money market. This line of action is appropriate only when Treasury operations 
are of a purely fiscal character. 
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Perhaps securities or bills might be sold under a repurchase agreement. In 
any case, an interest payment would be involved; and, although there is no 
statutory prohibition on the payment of interest by the reserve banks, they 
have not paid interest upon deposits. The way would appear to be open 
for payment of interest upon borrowing or payment of interest to special 
depositors, or in other words for adopting the technique of the bank of Eng- 
land. However, Congress might have to make specific authorization of in- 
terest payment. 

Although in general there can be no quarrel with the principle that the 
central bank should not pay interest on balances, the possibility of doing so 
in special circumstances is desirable. Interest payments would be necessary 
to attract the funds from alternate uses. This does not apply to Treasury 
balances, but it does apply to balances of banks and non-banking lenders. 
Since the payment of interest might be required at a time when the earning 
assets were low, perhaps some provision ought to be made for the govern- 
ment’s bearing this cost. If this were done, there would be less chance of the 
central bank’s endeavoring to obtain the necessary earnings by acquiring 
assets currently or subsequently and thus perhaps defeating the fundamental 
purpose.°® 


Summary 


Borrowing in the money market by the federal reserve banks might well 
serve a useful purpose. In elaborating the suggestion made by Professor 
Viner, the possibilities in this technique of control have been canvassed. 
There seems to be no good reason for accepting Kisch and Elkin’s categorical 
denial of the usefulness of this device. Probably our purposes for the present 
would be served by placing the federal reserve banks in the same position 
as the Bank of England—namely, of having a potentially powerful instru- 
ment of control in reserve.* 

At some time in the future, especially since member bank reserves are 
now excessive, the necessity of absorbing surplus balances may become a 
genuine problem. By having at hand a selective device, which can be di- 
rected toward that area of the money market where funds are excessive, 
the authorities will be well prepared. The device is more selective than sales 
of securities in the open market, for open-market sales are notably non- 
directional. In borrowing, the reserve banks could negotiate directly with 
those agencies which held surplus funds and thus be assured of removing 
excess funds at the source. 

In retrospect, the suggestion may be made that borrowing in the money 
market in 1928 and 1929 might have served to absorb some of the funds 


6 Cf, R. S. Sayers, op. cit., p. 128, where the question of the Bank of England’s bearing 
the interest cost is discussed. 
"cf, R. G. Hawtrey, op. cit., p. 152. 
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would have been sirable ‘need not be considered ‘kere. Suffice it to say 
that the reserve authdxities felt themselves handicappedsin that they could 
not control these funds.** 

The use to be made of this technique in the future, assuming that it were 
adopted, is purely a matter of conjecture. If the variable reserve ratio is to 
be used only infrequently, and if open-market purchases and sales are to 
be used for adjusting the reserve position of member banks in the short 
run, then borrowing in the market may be used as a very short-run mechan- 
ism. Borrowing for long periods would probably not be necessary for other 
means are available to meet the needs in that sector of the field of conirol.5 

Finally, would there be a handicap in the fact that the operation of the 
reserve banks would not be secret?® Actually only the leaders would know 
of the transactions in advance of their being made known to the general 
public through the weekly press release. This does not appear to be an 
important point, for the federal reserve banks are less anxious to have their 
operations cloaked in secrecy than is the Bank of England. 

The final ‘conclusion is that borrowing in the market by the federal 
reserve authorities might prove to be a useful device for absorbing tem- 
porarily a superfluity of funds. Borrowing would not displace other control 
mechanisms but would allow the monetary authorities to operate selectively 
against surplus balances. Even if no immediate use were found for this 
technique, it would be well for the necessary preparations to be made. A 
few trials of the device would serve to familiarize the money market with 
this type of operation and also to build up the desirable tradition for the 
use of this technique. With the necessary groundwork laid, the federal re- 
serve authorities would have at their disposal a potentially powerful weapon — 
of control. 


placed in the calk market by non-banking Sead or not that 


EDWARD C. SIMMONS 
University of Michigan 


S Hearings, S. Res. 71, pp. 1023-27; S. E. Harris, op. cit., ii, pp. 488-92; C. O. Hardy, 
op. cit, pp. 148-53. The passage of legislation in 1933-34 restricting brokers’ borrowings has 
eliminated the possibility of the development of another situation like that of 1928-29. 
The most important legislation is section 8 of the Securities Exchange act of 1934 which 
vests in the federal reserve authorities the power to control brokers’ loans. 

? Calling upon the member banks for payment in full of stock subscriptions to federal 
reserve banks is one device not often considered. Another would be for the reserve banks 
to issue and sell their own debentures. These devices are of course alternative to further 
increase of reserve ratios. Still another possibility is for the Treasury to build up balances 
at the reserve banks by tax collections or by sales of securities. 

© Cf. R. G. Hawtrey, op. cit, p. 152. Hawtrey argues that “borrowing on consols” was 
less easily discerned than direct borrowing in the market. 


rapier 
THE LIQUIDITY-PREFERENCE THEORY = y 


This paper is an expansion of some remarks delivered before a Rgund Table on General 
Interest Theory at the Fiftieth Annual Meeting of the American Economic Association in 
Atlantic City, December 29, 1937. 


Mr. Keynes’s liquidity-preference theory of interest is that the interest rate is determined 
by liquidity preference and the quantity of money.}A number of different interpretations of 
the term “liquidity preference” are possible. These alternative definitions are divided into 
two groups: (1) substantial definitions concerned with common-sense notions of liquidity; 
(2) formal definitions concerned with the total demand for money. No formal definition 
is equivalent to any substantial definition except under very artificial assumptions. Under 
more general conditions, the substantial definitions render the theory wrong and the formal 
definitions render it less useful than alternative correct theories, as tested by simple criteria 
of usefulness set up for the purpose. It is the ambiguity in the definition of liquidity prefer- 
ence which gives it the appearance to some of being at one and the same time useful, formally 
valid, and of very general application. It may with suitably chosen definitions be any two of 
these but never all three. 


Mr. Keynes has recently advanced what purports to be a new theory of 
the rate of interest, the liquidity-preference” theory.! The rather volumi- 
nous criticism called forth by the appearance of this theory has been seriously 
hampered by the difficulty of deducing from apparently conflicting state- 
ments exactly what the theory is supposed to say. I propose in what follows 
to subject the various alternative interpretations to a more or less systematic 
analysis in the effort to determine which of them if any are formally correct 
theories, which fruitful, and whether the two categories correspond. The 
specific criticisms here advanced are derived almost entirely from the work 
of others, to whom I am deeply indebted. Detailed acknowledgment at 
evety point where it is due would submerge the structure of the paper in a 
swamp of footnotes; but the reader will detect at once the pervasive influence 
of Mr. Robertson, Professor Ohlin, Professor Viner, Mr. Hicks, Professor 
. Angell, Professor Hansen, and many others.’ 


I 
The liquidity-preference doctrine iş that the rate of interest (hereafter 


simply 7) js determined (subject to certain conditions) by two variables: 

liquidit fos etn arate aning of the doctrine 
O leper derapon the Hearing: oF the term tiquidy p preference. More than 
five separate and inconsistent meanings have been found explicitly or im- 


1 Cf. The General Theory of Employment, Interest, and Money, Macmillan, 1936; “The 
General Theory of Employment,” Quart. Jour. of Econ., Feb., 1937; “Alternative Theories 
of the Rate of Interest,” Econ, Jour., Dec., 1937; The Theory of the Rate of Interest in Les- 
sons of Monetary Experience, edited by A. D. Gayer, Farrar and Rinehart, 1937. 

2 Cf. especially D. H. Robertson, Quart. Jour. of Econ., Nov., 1936, p. 168 ff., and 
Econ. Jour, Sept., 1937; J. R. Hicks, Econ. Jour., June, 1936, p. 238 ff., and Econometrica, 
April, 1937, p. 147 ff.; Bertil Ohlin, Econ. Jour., June, 1937, p. 221 f., and Sept., 1937, 
p. 423 ff 

My most extensive pilferings are from unpublished comments of Mr. R. M. Bissell, Jr., 
of Yale University, who has suggested much of what is here said, though it would be un- 
charitable to hold him answerable for my restatement of his ideas. 
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plicitly in the works of the doctrine’s chief advocate, Mr. Keynes. Clarity 
demands that we first distinguish between them.* They fall into two groups: 
(1) Meanings defined formally by reference to some relation not directly 
dependent on the common-sense notion of liquidity. Call these formal mean- 
ifigs. (2) Meanings relating to the preference of an individual (or com- 
munity) for holding his assets in a particular form, that is, meanings derived 
primarily from the ordinary banking notion of liquidity. Call this group 
substantial meanings. 
The important distinctions in each group are: 


1. Formal Meanings 


a. The liquidity-preference curve is a curve connecting the total demand for 
money (for whatsoever purpose) to various rates of interest. It is drawn 
up, like any demand curve, relevant to a particular set of circumstances and 
is instantaneous in the sense that it represents those demands for money 

‘which would immediately arise in the given situation (of income, expecta- 
tions, etc.) if the rate of interest were placed at any given figure, all other 

. factors remaining unchanged. It can be drawn for any situation, equilibrium 
or disequilibrium. Changes in income and other factors shift the whole 
curve back and forth. Call this the instantaneous total demand curve for 
money. 

b. The demand for money is split into two demands, one assumed to be a 
function of the level of income only, the other a function of 7 only. The 
function of 7 alone is defined as the veloute peeping schedule. This too 
is defined instantaneously to show the immediate change in demand con- 
sequent upon a change in 7 alone. Call this the instantaneous partial demand 
curve for money.* . 

c. Again the curve is defined as a total demand curve, but it represents a series 
of equilibrium positions rather than a series of instantaneous alternatives. 
It assumes that each value of 7 corresponds to a particular equilibrium level 
of income. The curve then shows the amount of money corresponding to 
each 7 as that amount which will in fact be demanded (for all purposes) 
at the equilibrium level of income which that 7 determines. Changes in in- 
come in this case are represented by movements along the curve rather than 
by shifts in the curve itself. Call this the equilibrium total demand curve 
for money. | 

d. Again, this curve may be split into two curves, as in (b). This time the sec- 
ond half represents not those changes in demand instantaneously consequent 
upon a change in 7 but rather those differences in demand between two 
equilibrium situations not determined by the differences in income in the 
tw6 situations, Call this the equilibrium partial demand curve for money. 


2. Substantial Meanings 
a. In Mr. Keynes’s writings liquidity preference is said to be essentially the 


3? Mr. Keynes almost certainly would select one or more of these definitions as the one 
he meant to use, denying that the others are to be found in his writings. Since it is not clear 
to me which ones he would reject, however, it is safer to discuss them all. Each meaning 
has been imputed to Mr. Keynes by one or more students of his work, 

*It is this device which is represented by Mr. Robertson’s diagram, Q.J.E., Nov., 1936, 
p. 181. 
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same thing as the propensity to hoard. This seems to require two different 

interpretations in different contexts: 

(1) The amounts of money that people will try to hold in idle balances (at 
a given moment) at various rates of interest. This we may call the 
demand for idle balances (in terms of 7) .5 l 

(2) The proportion (or percentage) of their total assets (including idlé 
balances but not including active balances) which people will try to 
hold in the form of idle balances at various rates of interest. Call this 
the propensity to hoard. Professor Angell adopts a concept similar to 
this, but varying with factors other than 7, 

In several places Mr. Keynes divides what is commonly conceived to be the 
demand for idle balances into two parts, one demand resulting from the 

“precautionary” motive, one from the “speculative” motive. It 1s the latter 

only which he makes responsive to 2 

b. Finally appears the terminologically reasonable concept of liquidity prefer- ° 
ence as the preference of an individual for a certain average degree of 
liquidity in the assets he holds. Call this liquidity preference proper, further 
roughly definable as follows: Any given type of asset possesses a certain | 
liquidity dependent upon (1) the length of time required for realizing in 

cash the full value of the asset (period of maturation in the case of a dated > . 

Joan), (2) probable amounts obtainable from quicker forced liquidation 

of the asset, (3) risk of loss of part or all of the principal (default on a 

loan, burning down of a house, or other damage to the asset itself). A 

rough liquidity index can be constructed reflecting these factors for any 

given type of asset. An index of the average liquidity of the assets of the 
individual can then be calculated by weighting the liquidity of each type of 
asset by the value of the amount of the asset held.* For an individual there 
is, in a given set of cifcumstafices (given interest rate, income, state of ex- 
pectations, etc.) a given average liquidity which is preferred to others. This 

is liquidity preference proper. It can be plotted against z (ceteris paribus). 

Note that increased average liquidity for the individual can be obtained in 

three ways at least: (1) by moving into cash, (2) by moving from long- 

term into short-term assets, (3) by moving from high to low-risk assets. 


II 


Certain preliminary remarks should be made about these definitions and 
their relations to one another. In particular, the curves formally defined are 
drawn up subject to certain assumptions which must be kept constantly in 
mind when those curves are used. Mr. Keynes first defines liquidity prefer- 
ence simply as the total demand for money as a function of z. Thus we have: ~ 


(1) L=L/(i) : 


This is subject to no limiting assumptions except the one common to all 







ë Mr. Keynes does not himself use the term “idle balances,” It is here used in the sense 
of “balances held for other than transactions purposes.” For a more statistically precise 
definition, see Professor Angell, J.P.E., June, 1937, p. 292n. The common-sense meaning is 
really all that is required here. f 

*J have toyed with the construction of such an index, and believe the problem is soluble, 
at least in a rough sort of way. This is not the place to present the details, but I hope-to be . 
able to do so in a Jater paper. - a 
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two-dimensional demand curves—namely, that all factors influencing the 
demand other than ż are reflected in the form (and constants) of the func- 
tion L. Shifts in any of these factors change the form of the function. This 
is the instantaneous total demand curve for money. 

A more complicated function is then introduced to take care of the effect 
of income Y: 


(2) L(i, Y)=L(Y) + L,(i) 


This involves the assumption that one portion of the demand is ue anaes A 
independent of 7 and the remaining portion independent of Y. In places! 


Mr. Keynes seems to identify L,, or what I have called the partial demand 
for money, with liquidity preference. It is then clear that if the theory that 7 
is determined by liquidity preference in this sense and the quantity of money 
is to have any pretense to validity, we must always add to the statement of 
the theory that the value of Y and the form of L, are given. The influence of 
Y is, in this case, zot reflected in the form of the “liquidity-preference”’ 
function, L,, and hence it is not enough simply to say that Y is constant. 
Either of these functions could be defined so as to be instantaneously 
relevant. That is, having been drawn up for any situation, they would show 


what would happen immediately to the demand for money if 7 alone were 


changed. No equilibrium conditions of any sort are imposed on these curves. ! 
But for that very reason they do not suit Mr. Keynes’s purposes. A change in 
2 will ultimately induce a number of other changes. principally in income. 
These curves, drawn on the very short-period assumption. that income is in- 
‘dependent of /, are not useful in the comparison of the equilibrium situations 


with which Mr. Keynes is primarily concerned. For one of the corner stones / 


of the general theory is that in equilibrium (with given propensity to con- 
sume and fixed schedules ofthe marginal efficiency of capital) there is a 


unique correlation between the level of income, Y, and the rate of interest, 


į. Thus we have: | 

(3). _  .Y e Y(i). 

where the symbol e means “equals in equilibrium.”” Now by substituting 
for Y in expression (2), we come out with: 


(4) L eL,(i) + Li(i) = L(t) 
This appears offhand to be the same as (1), but the addition of the e over 


TA large parc of the confusion of Mr. Keynes’s work arises from his failure to dis- 
tinguish clearly between mathematical identities and equilibrium equations. Thus the equiva- 
lence of investment and saving is an identity, but the equivalence of the marginal efficiency 
of capital and the rate of interest is in a sense an equilibrium condition, Exactly what sort 
of equilibrium is involved needs to be further specified, but whatever it may turn out to be, 
the relation is clearly not one of identity. I shall employ the symbol » for equilibrium equa- 
tions. i S 


+ 


/ 


"i 


\ 


me 


anamannan” 
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the equals sign represents a red flag with the following assumptions in- 
scribed upon it: 


1. The total demand for money consists of two demands, one a unique function 
of Y, the other a unique function of 2. 

2. Y isa unique function of 7 in equilibrium situations. 

3. (A corollary of the above) Equation (4) holds only for equilibrium situations, 
that is, it shows not what will happen immediately to the demand for money if 
7 is changed, but what the demand will be if, as, and when a new equilibrium 
at a new 7 is reached. 


Another way of putting assumptions (2) and (3) is that the rate of in- 
terest inserted in the function, LZ, is assumed to have worked out its full 
effect upon income. As I shall show later, the assumption of equilibrium 
here made involves the assumption that income is stable and expected to 
remain indefinitely at the existing level. Thus this ‘‘liquidity-preference”’ 
curve (the third of the formal curves defined above) is the locus of total 
demands for money in a series of stable income situations corresponding to 
a series of interest rates. 

Turning, finally, to the last of the formal definitions, it should be aged 
that L, in the expression: 


(5) L e L(Y) +L,(i) 


is a very different thing from L, in expression (2). The instantaneous L, 

shows what will happen to all demands for money when 7 is changed and 
before income is affected. The L, in (4) and (5) above is subject to all the 
equilibrium assumptions. Each level of income is assumed to be associated 
with a given determinate demand for money. Any demands for money over 
and above those associdted with the level of income must then be represented 
in La, the equilibrium partial demand-curve. y< | 


II. 

Nothing has been said as yet concerning the relation between the formal 
and the substantial meanings. Mr: Keynes appears to use the tern term liquidity 
preference i in all of the above different ways in different places in his work, 
often, it is true, only by implication. The liquidity-prefererice theory of in- 
terest is presented, however, not as five or.six theories but as a simple unified 
theory. This would,of course, be justified only if the various definitions were 
all equivalent. The argument from this point on may be summarized as 
follows: Only under very strict limiting assumptions can any of the formal 
meanings be made equivalent to any of the substantial meanings. ‘The as- 
sumptions are such as to destroy completely the generality of the theory. If, 
then, we wish to interpret the theory in such a way as to render it applicable 
to more than one vetry rare type of situation, we may choose as relevant e#ther 
one of the substantial meanings or one of the formal meanings, but not both 
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at once. It will then be argued that when any of the substantial meanings are 
used, the theory, though suggestive, is formally incorrect. When any of the 
formal meanings are used the theory, though perhaps formally correct, is 
neither a useful nor a fruitful tool of analysis. Mr. Keynes has been able by 
jumping about unannounced from one definition to another to give the im- 
pression that the theory is at once general, fruitful, and formally valid. When 
the discussion centers upon fruitfulness, he concentrates on a substantial 
meaning; when formal validity is at stake, he uses a formal definition; and 
by conveniently forgetting his limiting assumptions he conveys the im- 
pression that the two are in general equivalent. 

Let us consider first the equivalence of the formal and the substantial , 
meanings. Clearly the only equivalence that could be in any way alleged is ., 
between the partial demand curve for money (the L, function) and the de- 
mand for idle balances. In fact, Mr. Keynes is careful to point out that only 
that portion of the demand for idle balances which is dependent on the 
“speculative motive” is to be identified with L,. The assertion of identity 
is equivalent to the following assertion’ ¥he demand for idle balances for 
speculative purposes is the only factor influencing the total demand for 
money other than through changes in the level of income. This assertion un- 
qualified by important restricting assumptions is clearly untrue. An increase 
in the marginal efficiency of capital due to an increase in physical productivity 
or due to an increase in expectations of future income will lead to a sharp Y“ 
rise in the demand for money for transactions purposes before any increase i 
in income has taken place Similarly, if there is an expectation of an increase 
in income, the demand for money for precautionary purposes will probably 
fall off considerably before the change in income occurs. ‘Thus if L, is defined 
instantaneously, it is clearly not equivalent to any of the substantial defini- 
tions. 

If we take the equilibrium partial demand curve, with the assumptions 
appropriate to it, the identity becomes much more reasonable. For if we 
assume that for each value of 7, Y has reached its equilibrium value, and is 
expected to remain stable at that value, the complications of the dynamic 
process are in part at least avoided. Comparing two such stable situations we 
may say that differences in the marginal efficiency of capital or in the pro- 
pensity to consume affect the demand for money through the differences in 
the levels of income they determine rather than through a direct effect on 7. 
Conversely, it may be said that though a fall in 7 may lead immediately to an 


oe 


"Mr. Keynes, although overlooking this factor in his book (as he admits), has recog- 
nized it in a recent article as what he calls “funds for finance” (Econ. Jour, Dec., 1937). 
He appears, however, to minimize both its practical importance and its significance for his 
theory. Surely if the rate of investment ex ante is changing at all rapidly, the accompanying 
changes in the demand for liquid funds may have a decisive effect on 7. But if this is the 
case, į is affected importantly by factors other than Lz, In, and Y. This emphasizes the fact 
that the “long-period” curve is relevant only in the special case in which income and the 
rate of investment are stable and expected to remain so. 
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increase in the demand for funds for transactions purpesés, when the new 
equilibrium has been established, income will be greater. The increased 
transactions demand may then in equilibrium be said to be associated with 
the higher level of income, and may thus be represented in L, rather than 
in L,. This can be done, of course, only if the transactions demandi is assumed 
to be uniquely correlated with the level of income in equilibrium. This is 
a weakness since the same equilibrium level of income, achieved in different 
ways, may require the holding of different amounts of money for transactions 
purposes. 

Thus, when the equivalence of L, with some portion of the demand for 
idle balances is alleged, it must be borne clearly in mind that this equivalence 
holds only in equilibrium situations of stable income and subject to the as- 
sumption that each level of income requires the holding of a unique amount 
of money for transactions purposes. 

A theory of interest limited to this very rare type of situation is surely not 
a very useful device. For interest theory is of use to economists chiefly in the 
analysis of fluctuations in investment as during the trade cycle. Mr. Keynes 
seems to imply that his theory of interest will be of some use in this type of 
problem. We must then turn to an examination of the fruitfulness and 
validity of the “substantial” theories and the “formal”? theories in more 
common situations where they are no longer equivalent. 


IV 


In what follows, it will be said that the liquidity-preference theory of 
interest is formally incorrect if there are factors affecting the rate of interest 
which do not affect either liquidity preference or the quantity of money. The 
theory is formally correct if all factors affecting 7 act through one of these 
two. I am sure that Mr. Keynes, if challenged, would deny that he meant 
to imply that the rate of interest is determined even proximately solely by 
the reaction of the demand for idle balances, or the propensity to hoard, or 
liquidity preference proper and the supply of money. Yet certain passages in 
his book suggest this, and the theory has been so interpreted by some of his 
readers. It is worth pointing out, therefore, that when one of the substantial 
meanings of the term liquidity preference is used, the theory is formally in- 
correct in serious respects in that there are important factors affecting 7 which 
have no necessary connection with liquidity preference as substantially 
defined. 

The first such factor is the physical productivity of capital. Clearly an 
invention which raises the marginal productivity of capital will give rise to a 
demand for funds for the purposes of investment. If this demand does not 
call forth an equivalent increase in the quantity of money, and there is no 
necessary reason why it should, it will operate to raise the market rate of 
interest, Yet it need not have any effect on either the demand schedule for 
idle balances, or the propensity to hoard, or liquidity preference proper. 
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Here, then, is a factor which affects the interest rate without affecting either 
the quantity of money or liquidity preference substantially defined. Hence the 
theory, when based on such a definition, is formally incorrect. A second such 
factor is an increase in the level of incomes. This need not affect any of the 
above three substanially defined quantities. Yet if the banking system does 
not increase the supply of money, an increase in income will increase the 
demand for active balances and thus raise 7. Similarly, an increase in the 
marginal efficiency of capital due to expectations of increased future income 
may lead to an increased demand for funds without affecting liquidity prefer- 
ence as substantially defined. Thus the theory is in general formally incorrect 
if “liquidity preference” means the demand for idle balances or something 
like it. 

It will be superfluous to prove that formally correct theories of 7 can be 
constructed on the basis of the remaining definitions of liquidity prefer- 
ence—namely, the formal definitions, if we can prove that such theories, if so 
constructed, would not be as useful or convenient tools for the analysis of 7 as 
others already at hand. To do this we need to establish criteria for the useful- 
ness and fruitfulness of a theory of interest. 

In economic theory it 1s customary as a first approximation to describe 
prices and quantities as determined by the intersection of two two-dimen- 
sional curves, such as a supply curve and a demand curve. The liquidity- 
preference theory of interest is such a two-dimensional graphic device. The 
use of such curves does not imply that the explicit variables, demand and 


- supply, are wholly independent of all other variables in the system except 


Ly 


the price in question. It has long been recognized that in the theory of any 
particular price, as in the theory of interest, more than two variables are in- 
volved. Indeed, since the time of Walras and before, it has been realized that 
all the variables in the economic system are related to some extent. In any 
given problem, however, it is convenient to define two variables, demand 
and supply, for explicit representation in curves. The effect of the remaining 
variables is then expressed implicitly in the shape and position of the curves. 

‘Thus the effect of a given price of pork on the quantity of beef sold at 
various prices is expressed in the shape and position of the demand curve 
for beef. If the price of pork changes, the demand curve for beef (and 
probably the supply curve) will shift in some fashion. Similarly, the curves 
will shift as a result of changes in other prices, changes in income, and so 


on. Now it would clearly be possible to define demand and supply curves 


in terms of various different variables. We could hold the quantity of beef 
constant and express its demand price as a function of the price of pork, 
or, holding this constant, as a function of income or any other variable. The 
problem then arises: In defining demand and supply curves, which of the 
many variables affecting quantity x shall we pick out for explicit representa- 
tion? What criteria are to govern our choice? 


4 
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In ordinary partial equilibrium price analysis it was classically assumed 
‘a that the effect of two particular variables (usually the price and quantity of 
the good in question) would be much larger than that of any others in the 
short period. It was felt that all but the two explicitly represented quantities 
could be assumed to be roughly constant for most purposes. Thus the 
criterion of fruitfulness of any particular set of curves was the relative con- 
stancy of the position of the curves with respect to all the variables not taken 
account of in the graph. In other words, the curves should be so drawn that 
for most purposes the other variables in the system (such as other prices, the 
level of incomes, etc.} could be forgotten altogether. 

Now there has been a growing conviction in interest theory that no such 
constant curves could be defined determining the rate of interest. There are 

_too many highly variable factors affecting 7 significantly. Changes in the 

marginal productivity of capital, changes in expectations, changes in the 
demand for idle balances, changes in the propensity to consume, changes in 
the supply of money, and many other factors, all subject to considerable 
variation, may each be of great importance at one time or another in the 
determination of 7. This does not mean that two-dimensional analysis in 
terms of the intersection of curves is no longer useful as a start on the prob- 
lem, but it does mean that no useful results can be obtained until the effects 
of other variables on the positions of the two curves are very carefully 
studied. Whatever variables we select to establish our curves, we must 
clearly realize that movements of the curves themselves will probably be 
more significant than movements along the curves. No two-dimensional 
analysis of 7 whatsoever, be it in terms of supply and demand for saving and 
investment, supply and demand for money, supply and demand for idle 
balances, supply and demand for claims, or anything else, can avoid this 
difficulty. There are simply too many relevant variables. 

This circumstance of necessity changes the criterion of fruitfulness of 
any particular two-dimensional analysis. The classical criterion of relative 
constancy of the curves chosen must be abandoned in interest theory simply 
because no two curves can be found which will in the real world be any- 
thing like constant. If we choose, then, to continue to initiate our analysis 
of 7 by representing graphically a preliminary relationship between two of 
the relevant variables, what are to be the criteria of fruitfulness governing 

fe choice of this relationship? I suggest that the following are important ` 
Ji considerations: 

1. The Criterion of Evident Dependence. The curves must be of such a 
nature as to make us remember rather than forget, as formerly, the relevant 
excluded variables. They should be drawn up in such a way as to call atten- 
tion to the fact that they are incomplete, that they tell us little by them- 
selves; and the relation of other variables to them should be so clear that 
they are really helpful in analyzing the effect of these variables on 7. 
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2. The Criterion of Unambiguous Definition. They should be capable of 
definition as accurate and unambiguous as possible. Since the effect of many 
other variables on these functions must be carefully studied, it is of the 
utmost importance not only that the definition be as precise as possible but 
also that it be sufficiently simple so that careless misinterpretation is unlikely. 

3. The Criterion of Relevance to Dynamic Conditions. In interest theory 
especially, if the theory is to be of any use in analyzing the reactions on 
investment and on the trade cycle, it must be capable of extension to dynamic 
conditions, that is, conditions in which the level of income and the state 
of expectations in particular are moving rapidly in one direction or the 
other. This means that the curves taken as the proximate determinants of 7 
. must not be so defined as to have meaning only in an equilibrium situation 
with constant incomes expected to remain at their present levels. They must 
be instantaneously relevant in avy situation. They may be extremely unstable 
through time in a transition state (indeed, I see no way in which this can 
be avoided) ; but they must be at least definable at any given moment. 

4. The Criterion of Relevance to a Complex of Rates, Finally, in interest 
analysis the curves must be applicable to the analysis of a complex of rates 
as well as to that of a single rate. Indeed, it is doubtful if, outside of ele- 
mentary courses on the principles of the static state, it is useful to conceive of 
the interest rate as anything other than some kind of weighted index of all 
the rates actually ruling in the markets for all sorts of assets. Conclusions 
. about ¢he rate of interest in so far as they are conclusions relating to the 
availability of capital can really only be arrived at in practice after an ex- 
amination and weighting of the relative importance of each particular rate. 
. Theory should be so formulated as to be capable of describing such prac- 
tical situations.’ 


V 

We turn now to the task of applying these criteria to the theory that 7 is 
determined, at least proximately, by the intersection of a-liquidity-preference 
curve and a curve of the supply of money where liquidity preference is 
defined in one of the formal ways outlined at the beginning. As Mr. Keynes ` 
has set up the theory, it fares badly when cor-fronted with the Criterion of 
Unambiguous Definition. The great trouble with all the formal definitions 
is that they are so easily mistaken for one another. It is further to be re- 
gretted that they were stated as definitions of “liquidity preference’; for this 
confuses them immediately with the substantial meanings of the term. This 
further tends to obscure their dependence on the marginal efficiency of 


_ * For further comments on the interest rate as an index of the availability of capital, see 
R. M. Bissell, Jr, The Rate of Interest, a paper read before the meetings of the A. E. A. 
in Atlantic City, Dec., 1937, and published in the Am. Econ. Rev, Suppl, March, 1938, 
pp. 23-40. 
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capital, the propensity to consume, the level of income, etc.; since the sub- 
stantial “liquidity preferences” are relatively independent of other economic 
variables. 

The chief confusion of formal meanings is between the instantaneously 
fdefnea curves and the equilibrium curves. It is easy to slip from a definition 
of either partial or total demand for money which is set about with nu- 
merous special assumptions to one which is not thus set about. But, as we 
have shown, when this transition has been made, we have a very different 
theory whose usefulness is even more dubious, though its. generality is much 


greater. Most of the fruitful analysis of the demand for money in The Gen- ,, 


eral Theory is carried out subject to the assumptions which define the long- 
period curve and render L, equivalent to the speculative demand for idle 
balances. But the conclusions are carried over by implication to the generally 
relevant instantaneous curve. It is not clear whether this is a fault of the 
theory itself or only of its presentation. 

Let us submit the equilibrium theory, based on the last two formal defini- 
tions of liquidity preference, to examination, divorcing it strictly from the 
instantaneous one. It is this equilibrium concept that will, I suspect, ulti- 
mately come to be taken as the substance of Mr. Keynes’s theory of interest, 
since it is the only one which seems to fit comfortably into the body of his 
general theory of employment. Drawn up subject to the strict assumptions 
outlined above and stripped of the inconsistencies (and much of the sug- 
gestiveness) introduced by forgetting those assumptions, the theory can, I 
think, be made formally perfectly valid. Mr. Hicks has shown us what it 
looks like when we subject it to this overhaul.*° One or two remarks are 
relevant as to what we come out with. In the first place it is no longer the 
liquidity- preference theory of interest in the narrow sense. The interest rate, 
the level of income, and the volume of investment are all mutually deter- 
mined by the functions of liquidity preference, the propensity to consume, 

\and under normal conditions the marginal efficiency of capital. (Mr. Hicks 
| has shown that only under conditions of severe depression is 7 inelastic to 
changes in the marginal efficiency of capital.) 

In Mr. Hicks’s formulation the dependence of 7 on all these factors is 
clearly brought out and hence the two curves which appear as proximate 
determinants of 7 (the IS curve and the LL curve) satisfy at least to a con- 
siderable extent the Criterion of Evident Dependence. The same cannot be 
said for Mr. Keynes's statement with its reiteration of the principle that 7 
depends on liquidity preference and the quantity of money alone. 


J. R. Hicks, “Mr. Keynes and the ‘Classics,’ A Suggested Interpretation,” Econometrica, 
April, 1937, p. 147. A similar formulation comes to my notice as this goes to press, See 
Oskar Lange, “The Rate of Interest and the Propensity to Consume,” Economica, Feb., 
1938, p. 12. Mr. Lange’s statement of the theory is nearly identical with that of Mr. Hicks, 
though he puts it to a different use. My remarks concerning the one apply in substantially the 
same form to the other. 
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~ In the second place, even in the more generalized form proposed by Mr. | 
Hicks, the theory does no more than relate positions of equilibrium. Given 
. a stable level of income and expectations, the three functions above referred 
to yield a unique value for 7. Given other levels, they yield other values. Se 
they tell us‘nothing about the value of 7 in transition states where expecta- 
tions are unstable. Thus even this device (as Mr. Hicks realizes) fails to 
satisfy:the criterion of Relevance to Dynamic Conditions. Its applicability to 
actual situations may be further restricted if as some critics suggest even the 
equilibrium which, it does define is neutral or unstable rather than stable. 
‘s) . „What, then, of the instantaneously defined curves? It will scarcely be 
g contended that the L, curve instantaneously defined has any particular sig- 
- nificance or usefulness other than to suggest that the equilibrium curve is 
‘more generally applicable than it is in fact. But many people have inter- 
preted the instantaneous total curve as the one Mr. Keynes meant to use. 
It is probably formally correct to say that in some sense the rate of interest 
is determinéd proximately by the total supply of money and the total de- 
mand for money from moment to moment. In this form it is quite clear that 
the curve is instantaneously Relevant to Dynamic Conditions. It satisfies the 
other three criteria less successfully. As already suggested, it is subject, as 
“liquidity preference,” to serious confusion with the substantial meanings, 
and hence its intimate dependence on other economic variables is obscured. 
Even as “total demand for money,” although it is more obviously dependent, 
the exact nature of its dependence is not immediately clear. If this sort of 
tool is to be used, it must be set up in such a way that there is no danger of 
the tool’s being mistaken for a finished oy: The uae preference 
formulation has an aura of finality about it. E 5 a Saks } 
Much more serious, however, is the failure of all the formal liquidity 
preférence’ concepts to satisfy the criterion of Relevance to a Complex of 
" Rates. The rate of interest as an index of the availability of capital for in- 
vestment depends intimately on the relations among the various short and 
long-term rates and rates on equities. It is not simply an average of these 
figures. How can we find out anything about these relative rates with our 
liquidity-preference tool? And if we do not analyze the relations between 
- the rates in the complex, how can we tell, for instance, what will be the 
effect on our interest rate index of an increase in the supply of money? The 
effects of such an increase on investment depend on which rates are affected 
most. But we are given no tools with which to attack this part of the problem. 
Suppose the supply of money is increased through the open-market pur- 
chase of government securities by the central bank. What will the effect be? 
Some of the funds will probably be absorbed in idle balances, part of them 
will probably find their way into active balances, and some part of them 


- 


z ge aG DH Robertson, Quart. Jour. of Econ., Nov., 1936, p. 168, and A. H. Hansen, 
j Jour. of Pol. Econ., Oct., 1936, p. 680. 
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(at least in the United States) will probably ultimately return to the central 
bank again through the repayment of debts by the member banks or the ac- 
cumulation of excess reserves. Just what the proportionate relations of these _ 
various effects will be depends on the subsidiary effects of the initial purchase 
on the complex of market rates. If the supply of money is increased in dif- 
ferent ways, the effects will be different. All the liquidity-preference ap- 

paratus tells us is that such additional money as is not returned to the central 
bank will be absorbed somewhere in the system and that this absorption 
will be effected by changes in some of the market rates. It tells us nothing 
about either the process by which this adjustment will take placer, the end 
result. If it gave us a clue as to how to follow through this ‘process’ and 
estimate the end result, it would be a useful device, but as thus far formu- 
lated, it gives no such clue. To analyze the details, we must,forget the total 
demand for money and survey the demand and supply conditions for claims 
on each type of claim market, It will then be possible, though of dubious 
interest, to state what has Kapped t to the total demand for money. 


2 Vi 
43 „Summary and Conclusion 

Mr. Keynes's liquidity-preference theory of interest has been interpreted 
as meaning a great many different things, some of them mutually exclusive. 
This multiplicity of meanings arises largely from the ambiguities appar- 
ently present in his own use of the term liquidity preference. It is the 
presence of these ambiguities which alone gives the theory the appearance of 
being at once fruitful, formally valid, and of very general application. We ' 
have tried to show that only under assumptions seriously limiting the ap- 
plicability of the theory can any “formal” definition of liquidity preference 
be identified with any “substantial” definition. When these assumptions are 
relaxed we must choose between the formal and the substantial uses. When _ 
the substantial definitions are inserted, the theory is formally ` wrong in 
serious respects. When the formal definitions are used, the theory is of very 
little use as a tool of. analysis on the basis of certain rather obvious criteria. 

Criticism of the fruitfulness of a theory should be in terms of an alterna- 
tive possibility. I think most modern economists would reject as emphatically 
as does Mr. Keynes the theory that 7 is determined solely or proximately by 
the supply of real savings and the demand for real capital for investment. 
I think they would agree that a complete theory of interest is to be found 
only in a many-dimensional formula involving-a number of variables in 
addition to those specified in Mr. Hicks’s generalized version of The General 
Theory. And I think they would suggest as a useful two-dimensional ap- 
paratus of proximate analysis, something like the conventional supply and 
demand for loanable funds on each of the.various claims markets. I should 
rather use, for terminological reasons, the obverse of the above—namely, 
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the gross demand and supply for claims of sti sort.1? This apparatus satis- 
fies all the criteria set forth above reasonably well, I think. (1) The demand 
and supply for claims is obviously a dependent concept, a tool and no more. 
(2) It is capable of fairly precise definition, and the effect on it of changes 
in other variables is reasonably obvious. (3) It is clearly instantaneously 
relevant. (4) It is by definition relevant to any rate complex. It is admittedly 
not a theory of the rate of interest. But as I have tried to show, in so far as 
Mr. Keynes's liquidity preference is defined so as to be a part of such a 
theory, it is a theory only of the rarest kind of situation. In so far as liquidity 
preference is a less pretentious but more generally applicable tool of analy- 
sis, it is, I suggest, less useful than the demand and supply for claims. Mr. 
Keynes has given us in his book a theory which throws a great deal of 
light on a great many matters, especially the determinants of income. The 
interest theory, which he has constructed primarily so as to fit into the re- 
mainder of the system, is not exceptionally helpful standing on its own feet 
as interest theory. 
Max MILLIKAN 
Yale Universit 


"If we use the former concept we are likely to think in net terms and thus overlook 
the factor which is decisive on the long-term market, as Mr. Keynes points out (but zot 
on the short-term market, as he fails to point out)—-namely, changes in the willingness to 
hold old claims. If we speak in terms of the gross demand and supply for claims, this 
omission is Jess likely. 

11 have dealt exclusively with the theory as a theory and have not touched on the many 
illuminating bits of incidental comment and analysis with which Mr. Keynes's ‘works are 
always delightfully decorated. It has been suggested that one such bit of decoration con- 
_ stitutes Mr. Keynes's most important contribution—namely, the discussion of the way in 
which liquidity preference proper is related to 7 through the speculative motive. But the 
importance of this analysis is less than at first appears. As Professor Viner and Mr. Hicks 
have pointed out, there is little or zo speculative reason for holding cash in place of time 
deposits or short-term assets. Hence, a rise in liquidity sreferences proper, due to the specu- 
lative motive, will'result in a drop in the demand for long-term claims and a rise in the 
demand for short-term on the part of the public. This may not result in any appreciable 
increase in the demand for idle balances, since the market has many ways of satisfving in- 
creased individual liquidity preferences without changing’ the real liquidity of the com- 
munity. 


WELFARE ECONOMICS AND INTERNATIONAL TRADE 


International trade theory was developed by practical men interested in normative, 
welfare problems. By making rigorously abstract assumptions, we may consider trade be- 
tween two individuals instead of between countries. For each individual the -technical 
conditions of production can be expressed in terms of a family of substitution curves. 
As between individuals three types of movements are distinguished: (1) both individuals 
get more of every commodity with less of every productive service; (2) each individual 
moves higher on his preference scale, even though less of particular commodities may be 
received; (3) one individual moves to a higher position as the other moves to a lower. 
The first two are clearly beneficial to both parties. About the third nothing can be said in 
the absence of special and complete welfare judgments. It is demonstrable that free trade 
(pure competition) leads to an equilibrium in which each country is better off than in-the 
absence of trade, and that no movements of the first or second kinds are possible. Never- 
theless, this does not prove that each country is better off than under any other kind of 
trade; indeed, if all others are free trading, it always pays a single country not to trade 
freely. 


Historically the development of economic theory owes much to the theory 
of international trade. Precisely because the classical theory of international 
trade arose in the thought of “practical” men, interested as c#t7zens in prob- 
Jems of public policy, the normative and welfare aspects of the subject have 
received considerable attention. This is clearly seen in the agitation for and 
against free trade. 

Since welfare economics still constitutes a vexing problem i in the pure 
theory of value and distribution, it would perhaps be useful to examine some 
normative aspects of the conventional theory of international trade in order 
to determine the extent to which and the senses in which the conclusions 
reached in that field are valid. 

At the outset, it is understood of course that the very discussion of welfare 
economics implies certain ethical assumptions. I do not propose, however, 


to discuss the philosophical grounds for holding or rejecting different ethical _ 


precepts or assumptions. Rather will the discussion be confined to the im- 
plications of different ethical assumptions and the necessary and sufficient 
presuppositions for the truth of various theorems.* 

Since the real world presents almost infinite complexity, it is always neces- 
sary in matters of this sort to resort to ideally sttong cases to ‘bring out the 


essential theoretical issues. For this purpose I shall consider not trade be- 


tween national countries as actually existing in the modern world, but 
rather have recourse to an analogous situation of trade and barter between 
two or more individuals. This may be regarded as trade between countries 
with perfect social solidarity and consensus (e.g.,-totalitarian states); or 
between units each consisting of identical (representative) individuals; or 
‘better still, merely .as trade between individuals which illuminates . the 


1 To indicate the “objectivity” of our discussion, it may, be remarked that the whole 
argument will be deductive, consisting essentially of propositional functions at the same 
level of thought as a maximum problem in the theory of calculus. 
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processes of international trade. In this way the problem of weighing and 
combining different individuals’ advantages within each country is avoided. 
Our license for employing this convention is amply provided by innumerable 
examples in the classical theory of international trade. . 

From the consideration of the problem of bilateral monopoly it is hoped 
that much light will be thfown on the welfare problems of international 
trade, and that at least one important misconception in the conventional 
theory will be revealed as such. = 


I 


Consider first a self-sufficient individual (country) engaging in no outside 
trade. We take as given all technological relations, ż.e., production functions; 
tastes of the individual in an ordinal—as opposed to a cardinal—sense. For 
generality, we include in the individual’s scale of preferences the amounts 
of the various kinds of productive services (inputs) rendered. 

Under these assumptions it is possible to reduce our technological rela- 
tions to the following implicit form: 


r 


o (x, ¥, 4, 6) =o 


where x and y are the amounts of commodities produced per unit time, and 
a and b are amounts of productive services rendered per unit time. This 
relationship is to be interpreted as follows: for any pre-assigned amounts 
of y, a and $, there is a maximum amount of x which can be produced; x, a 
and b being held constant, a similar argument holds for y. Furthermore, for 
given amounts of x, y, and 8, there is a minimum amount of a necessary; 
and likewise for b. 

If we regard the amounts of a and 6 as fixed, the resulting relationship 
between x and y is the familiar substitution or production indifference curve. 
Contrary to the usual exposition, this curve is not a technological datum. 
Its derivation is essentially an economic problem and imposes certain equali- 
ties on the marginal physical productivities of non-specific factors. We shall 
take its derivation as having been performed and shall make the usual as- 
sumptions as to its shape, deducible from the law of variability of propor- 
tions (see Figure I). Be it noted that there is not one substitution curve, but 
one curve for any pre-assigned pair of values for a and b. 

Taking account of this implicit relationship between our variables, the 
individual acting in isolation selects that combination of variables, con- 
sistent with the above relationship, which is most preferable to him, or 


_ which maximizes any index of his utility. This imposes as a condition of 


equilibrium the equivalence of the ratio of marginal utilities (rate of con- 
sumer substitution or indifference) to the slope of the production indiffer- 
ence curve, drawn up as of thé optimum values of a and b. The optimum 
values of a and b are determined at the point where the derived utility of 
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them, że., utility of their marginal physical product, is equated to their 
marginal disutility. - 

It will be seen from the above that the doctrine of opportunity cost, 
properly stated, in-no way contradicts the so-called pain-cost theory of 
value. In fact, when stated with full qualifications, the doctrine of oppor- 
tunity cost inevitably degelierates into the conditions of general equilibrium. 


a 





Figure I 


It may be well to point out that the maximum conditions stated above 
could have been achieved by means of a system of pricing. As a matter of 
bookkeeping the individual might employ the fiction of setting provisional | 
prices upon all commodities and factors of production. After a series of 
successive approximations, the equilibrium set of prices achieved would 
be such as to satisfy the various marginal conditions. Undoubtedly it is 
this “parametric” behavior of prices, which does yield a maximum posi- 
tion in a Robinson Crusoe economy, which accounts for the popularity of 
perfect competition with many orthodox economists, and the identification 
of this condition as an optimum one. That this involves the fallacy, of 
composition will be demonstrated later. 

One final point deserves emphasis. Since there exists only a scale of 
preference in an ordinal sense, it is impossible from the very nature of 
our original assumptions to evaluate numerically the magnitude of the 
amount of gain to an individual in moving from one position to another.* 


” Although use is made of utility and disutility, only -ratios of marginal utility and 
disutility are involved, and so all conditions could just as well have been expressed in 
terms of indifference directions, since the cardinal magnitude of utility is not in question. 

The attempt to measure gain by consumer’s surplus is valid only under much more 
restrictive Marshallian assumptions of the existence of independent utilities with constant 
marginal utility of money. The use of index numbers can really only serve in this con- 
nection to determine under favorable circlinistances the direction of the change—whether 
more or less preferred. This is not intended to be in‘contradiction(to the use of an index 
number as a measure of the cost of living. in different situations. 


4 
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Thus, the attempt to compare the relative gains of different individuals is 
ruled out, entirely apart from the possibility of making inter-individual 
comparisons. 


II 


Hitherto, we have been dealing with an individual in isolation. Turn- 
ing now to the consideration of two or more individuals engaged in some 
form of trade, the essential difficulties of the problem arise. 

For simplicity let us consider only two individuals under the conditions 
elaborated above. It is necessary to distinguish sharply among at least three 
different kinds of movements which might take place as the result of the 
opening up of trade or of a change in the form which trade takes. (1) 
Both individuals may get more of every commodity while performing less 
of every productive service. Such a movement from almost any ethical 
standpoint must be regarded as an improvement and as a desirable one. 
(2) Each individual moves to a position higher up on his preference scale, 
although some of one commodity may be foregone in order to receive a 
more than compensating amount of another. Similarly there may be changes 


` in the amounts of productive services rendered which are more than com- 


pensated for. Such a movement also would probably be considered de- 
sirable, although considerable knowledge of the scale of preference of 
each individual would be needed in order to identify such a movement. 
(3) One individual is moved to a lower position while the position of 
the other is improved. In the absence of additional ethical assumptions of 
a very complete kind, it would be impossible to determine whether or not 
such a movement would be desirable. To Co say that the marginal social utility 
of each good should be equal for every y individual is to leave entirely un- 
answered the question as to how such a ‘magnitude | is defined. Here no 
attempt’ will be made to inquire into the various ‘possibilities in this field. 

In the case of the individual’s acting in isolation, the maximum position 
achieved was such that a movement in any direction led to a less preferred 
situation, just as any movement from the top of a hill must be in a down- 
ward direction. It is precisely because of the usual assumptions of con- 
tinuity that the mathematical characterization of a maximum position by 
certain equalities of differential coefficients (equivalences at the margin) 
is able to express certain inequalities for finite movements. 

It would be tempting in the case of trade between two individuals to 
define as the equilibrium position any situation from which there is not 
possible any movement of the first two kinds. Clearly any tentative posi- 
tion reached from which both could move and be improved could not be 
regarded as an optimum position. However, it will be shown that there 
does not exist one point—or even a finite set of points—which forms the 
solution of these conditions. That is to say, there exists an ‘infinite set 
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of conceivable situations such that no movements are possible which better 
both parties. | 

This may be illustrated by the extremely simple case of barter between 
two individuals, each endowed yam initial amounts of the various com- 
modities. 

In this case it is well ‘known that by mutual agreement each party will 
finally land somewhere on the: Edgeworthian contract curve. This is the 
locus of points (note, not a single point!) at which the ratio of the mar- 
ginal utilities of the various goods are equal for both individuals, From 
such a locus there is no possible movement which does not injure one party. 
Moreover, from any point not on the contract curve, there always exist 
possible movements of the first two kinds. The ruling out of such move- 
ments does not serve, therefore, to pick out an optimal point of equilibrium, 
but rather narrows down the possibilities to a locus of points, still infinite 
in number. A movement along the contract curve is necessarily of the third 
kind concerning the desirability of which the economist, as such, has nothing 
to say. 

Consider then the equilibrium which will result when both individuals 
behave like competitors, ż.e., each considers prices as given, but both to-/F! ee 
gether determine the prices at that level which will equate the amounts `: 
demanded and supplied of all commodities. This equilibrium is represented 
by the intersection of the familiar Marshallian offer curves. 

Two things are obviously true in this case. First, in the final equilibrium. 
established, each individual will be better off than in the absence of any 
trade at all. Second, the equilibrium point will lie somewhere on the con- 
tract curve, since the ratios of marginal utilities of all goods are equal to 
the ratios of the common prices, and hence equal to each other. 

Thus, and this is the crux of the argument, under free trade both parties 
are better off than under no trade at all, but are not necessarily in the’ opti- 
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mum position. There is is absolutely no presumption whatsoever that this 
equilibrium point is superior in any sense to any other point on the contract 
curve; for the movement between any two such points is of the third kind, 
about which nothing can be said. 

The very fact that any trade takes place is an indication that both indi- 
viduals are better off, since each can at the very worst refuse to trade. 
Economists have proved this at great length in many ways under the mis- 
taken impression that a were at the same time proving the desirability 
of free trade. 

The free trade equilibrium point very obviously i is not the most preferred 
point to any one country. Its maximum would occur when the other country 
consumes nothing, and it consumes all. Obviously the other country would 
not consent to this, since it need not trade at all. Under favorable circum- 
stances of higgling, one country might be forced to a point on the contract 
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curve at which it received an infinitesimal gain from trade, and vice versa. 
There is absolutely no ground for saying, or no sense in stating, that the 
free trade point is the point of fair compromise, since.only movements of 
the third kind are involved. In fact, one country behaving like a com- 
eta y mma 7 nt oe gatea vs ng 

petitor, it can be shown that it is always'to the advantage of the other not 
to so behave, but rather to take accotint monopolistically of its own effect 
on price.* on ; 

A very similar argument holds a fortiori in the more general case where 
output in each country is variable. It could be easily shown that there exists 
a production locus, analogous to the contract curve, along which certain 
ratios of equivalence of marginal productivities hold, and from which all 
movements are of a kind to decrease the total potential productivities of all 
goods in both countries. But, as before, this is a locus and not a point. The 
demonstration that under free trade this locus is attained, in no way estab- 
blishes a presumption in favor of the point so reached. 


III 


Nothing said here is in fundamental contradiction to the orthodox theory 
of comparative costs in international trade. But if the thesis here presented 
be accepted as valid, it should serve as a warning against a possible mis- 
interpretation of the classical theory. 

Furthermore, this thesis must not be construed as being necessarily con- 
trary to the political question of free (or freer) trade. It may well be 
argued that modern tariff and quota restrictions are of the sort that their 
abolition would in many cases result in the betterment of all parties con- 
cerned. But, as a matter of scientific integrity, it would seem desirable to 
clarify economic theory on these issues. 

PAUL A, SAMUELSON 

Harvard University 


“The monopolistic country will move the other along its offer curve up to a point of 
tangency of that locus with the monopolist’s indifference curve. 
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COMMONWEALTH GRANTS TO THE STATES IN AUSTRALIA 


Australia has recently been making experiments in public finance which 
should be of interest to all students of federalism. The problem which 
occasioned the experiments is onẹ: common to all federal countries: how to 


adjust the financial relations between the national government and the .:, 


states. In a federation some functions are handed over to the national 
government; others are retained under state control. Sources of revenue 
have also to be divided so as to provide adequate revenues for both spheres 
of government, and often it is necessary to make some special adjustments 
by providing that subsidies be paid from the national treasury to the states. 
But any scheme which is framed for the satisfactory performance of these 
difficult tasks at a given period is bound to become inadequate with the 
passage of time. Conditions change; some states will be more and some less 
fortunate in their economic progress. Thus readjustments become necessary, 
and in Australia an attempt has been made to work out the principles upon 
which one type of readjustment should be based. 

Although many parts of the Australian constitution were framed accord- 
ing to the example of the United States, the federal-state financial terms did 
not follow any American precedent. In 1901 the Australian constitution 
provided that three-quarters of customs and excise collections, and all 
surplus revenue should be paid to the states as grants from the Common- 
wealth. It was believed that after a period of ten years these grants would 
be abolished. But instead, in 1910, a new system of grants of 25s. per 
capita was substituted? which lasted until 1927. 

Until the war these financial arrangements, despite much bickering, caused 
no serious trouble. But after 1914 the Commonwealth was forced to levy 
heavy direct taxes, thus entering a field which the states had hoped was their 
own. Furthermore, the marked rise in the price level meant that the per 
capita grants shrank in value. In the six years, 1915-1920, the state govern- 
ments piled up deficits of £7,641,000. And the years following brought no 
relief. The Commonwealth, burdened with war charges, did not withdraw 
from the field of direct taxation, and yet the states ventured upon an ex- 
tensive developmental program. In the seven years after 1920 their debt 
grew by £253,000,000, making in the year 1927 a state debt of over £110 
per capita. 

The serious financial position of the states, coupled with dissatisfaction 
over the existing scheme of Commonwealth-state finance, led to important 
changes in 1927-28. The per capita grants were abolished and ‘in place of 
them the Commonwealth took over all state debts, and it agreed to provide 

+See the four Reports of the Commonwealth Grants Commission (Canberra) for 1934, 
1945, 1936, and 1937. These reports contain an excellent statement of the political philosophy 


of federalism. 
2 The Commonwealth ceased distribution of the surplus revenue in 1907. 
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£7,584,900 a year—an amount equal to the per capita grants for 1926-27 
toward meeting the interest charges, while the remainder was to be 
furnished by the states. A sinking fund of 7s.6d. per £100 was to be estab- 
lished against state debts, to which the Commonwealth was to contribute 
2s.6d. On all new state debt a sinking fund of 10s. per £100 was to be 
provided, to which the Commonwealth was to contribute 5s. A Loan Coun- 
cil was given control of all future borrowing, both Commonwealth and 
state.” The immediate result of the new financial agreement was to’ enlarge 
the payments made by the Commonwealth to the states, but the amounts 
paid no longer grew automatically with population. Of much greater sig- 
nificance was the improvement in state credit because of the sinking fund 
provisions and the control which was established over future borrowing. 
The extent of the control was not realized at the time, but after the onset of 
depression when New South Wales attempted to default on its bond in- 
terest, the Commonwealth was able to get control of the whole tax system 
of the state.‘ 

This summary account indicates that, throughout its history, the Common- 
wealth has provided a considerable portion of state revenue. In the early 
years the grants were about 25 per cent of state revenue, but as the states 
developed other sources of income, the figure fell, and in the years before 
the financial agreement the per capita grant provided something more than 
7 per cent of the state revenue. Under the terms of the financial agreement 
there was an increase in Commonwealth grants,” but it must be emphasized 
that then the payments went toward the servicing of state debt, and that an 
appreciable control of future borrowing had been secured. In this way the 
possibility of abuse of the subsidies had been eliminated.’ 


Spectal Grants 


In addition to the grants discussed above, the Commonwealth has also 
made special grants to certain states under Section 96 of the constitution. 
Western Australia has received such grants each year from 1910, Tasmania 
from 1912, and South Australia from 1929. At first these special grants 
were given in relief of disabilities which, it was expected, should soon dis- 
appear. But the grants were continued, and ad hoc investigations of the 


3 There were a few exceptions, 

‘In the opinion of Professor Copland the result of this dramatic struggle was to establish 
the principle “that a state which fails to meet its interest obligation may have its independence 
destroyed” (Australia in the World Crisis, 1929-1933, New York, 1934, pp. 82-3). 

‘Thus in 1928-29 the amount of the per capita grants would have been £7,906,000, while 
the amount paid under the agreement was £8,517,000. 

° The grants discussed above do not represent all the payments made to the states. The 
Commonwealth has also given grants on a 25-75 per cent basis in aid of road construction; 
since the depression it has paid large sums, toward relief of unemployment and fer relief 
of primary producers; and it has made special grants to certain states. 
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case of particular states formulated no satisfactory principles upon which a 
consistent policy might be built. Finally in 1933, partly as a result of seces- 
sion agitation by Western Australia, a Commonwealth Grants Commission 
of three members was appointed for three years to pass upon applications 
for special grants; and in the reports of this Commission will be found a 
helpful discussion of many of the financial problems of Australian fed- 
eralism. 

The immediate task of the Commission was to report on the demands of 
Western Australia, Tasmania, and South Australia for special grants. These 
“marginal states’’—the term is applied by the Commission—contain “a 
relatively large area on the fringe of the rather exiguous portion of the 
continent which can be cultivated.”’? Their development has required a large 
expenditure in advance of settlement, and their governments, optimistic 
about the long-run results, have spent heavily for developmental purposes 
designed to encourage primary industries which relied upon overseas mat- 
kets. The Commonwealth, however, has also pursued a developmental pol- 
icy, using the tariff as its instrament; and this policy, while advantageous to 
Australia as a whole, has put disproportionate burdens upon the three 
claimant states. This policy of protection has also increased regional speciali- 
zation of secondary industries within Australia, to the injury of the marginal 
states which are devoted mainly to primary industry. The outcome has been 
political conflict, because Australia is a federal country with state govern- 
ments which endeavor to safeguard the interests of their constituents. ‘Thus, 
policies must be framed which will reconcile the heterogeneous interests of 
the conflicting states, and, in particular, allow the weaker political units to 
function successfully. 

In bald summary, these were the considerations which the Commission 
had to appraise in passing the grievances and claims of South Australia, 
Tasmania, and Western Australia. Some of the remedies suggested—as- 
sumption of certain state functions by the Commonwealth, distribution to 
the states of the proceeds of selected Commonwealth taxes—are discussed , 
only briefly and inconclusively by the Commission. It decided that special 
grants would provide a satisfactory remedy for the problems brought to its 
attention, and its reports examine in detail the grounds upon which such 
grants should be based. 

Of the many grounds suggested by Western Australia, Tasmania, and 
South Australia, two—their net disabilities due to federal policies and the 
poverty of their natural resources—are given detailed examination. The 
principal disability complained of by the states arose out of Commonwealth 
tariff policy; but the Commission, while admitting the unequal incidence, 
pointed out that the pertinent issue is net disability from all federal policies. 


1 Commonwealth Grants Commission, Third Report (Canberra, 1936), p. 36. 
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No adequate statistical appraisal of gains and losses by states is possible. 
Yet the Commission, by making reasonable assumptions, is able to show 
that the claimant states would not be entitled to substantial grants on this 
ground.® And quite apart from this pragmatic result, the Commission de- 
clares against disabilities as a basis for grants. What if a state government, 
despite adverse Commonwealth policies, was in a sound fiscal condition? 
Ought it to be given a special grant? The answer of the Commission is an 
emphatic negative. 

States federating expose themselves to certain hazards, and must stand by their 


decision. It cannot be expected that federation will have precisely the same effects 
on the prosperity of all states.® 


The Commonwealth must adopt policies which seem desirable for the 
nation as a whole, and a strict debit and credit account for each state would 
negate the purposes of federation. There is, however, one repercussion of 
Commonwealth policy which the Commonwealth regards as a ground for 
special grants. If the financial position of a state government is impaired, 
so that it cannot function on a reasonable Australian standard, then the 
Commonwealth should be prepared to give relief. 

The plea that the states should be given special grants because of poverty 
of natural resources is also rejected by the Commission. 
However poor a state, it need be under no disability if its population is propor- 
tionate to its resources. If it is over-populated the excess population should move. 
It would be wrong to give subsidies to the people of a state to make up for pov- 


erty of resources. Such grants would encourage a population which in the long 
run cannot be maintained and would thus perpetuate an uneconomic regime.*© 


But again the Commission, while rejecting poverty as a general ground for 
grants, admits that, so far as this affects the financial position of a state 
government, special assistance may be justified. 

Thus the ground which the Commission adopts as a basis for special 
grants is the fiscal need for a state government. This need may arise because 
of the adverse effects of Commonwealth policy, because of world-wide 
economic changes which prostrated certain industries, or because of over- 
optimistic developmental expenditure which brought heavy capital losses. 
Whatever the reason, a state government must be put in a position to carry 
out its functions on a reasonable standard. 


The determining condition of finance is independent of the cause. The necessity 
to keep a state solvent is equally paramount, whatever the cause may be.™ 


8 Third Report, p. 68. 

"Third Report, p. 82. 

2 Thid., p. 72. In the Fourth Report, p. 50, this statement is made: “The Commission 
cannot set itself up as an agency for correcting the effects of unalterable natural conditions, or 
for diverting the natural movement of labour and capital.” 

Second Report, p. 37. 
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Certain queries come to mind at once. How is fiscal need to be meas- 
ured? May not special grants based on fiscal need destroy the financial re- 
sponsibility of the claimant states, since the consequences even of their 
mistakes will not be visited upon them? Is a poor state government, because 
it is a member of a federation, to spend upon the same scale as a richer 
one? Will not special grants perpetuate maladjustments which should be 
remedied by the brutal operation of economic forces? The Commission 
supplies the answers to some of these questions. It is aware that the finan- 
cial responsibility of the claimant states must not be broken down. Fiscal 
needs must be interpreted with “austerity,” and a state must make a ‘“reason- 
able” effort to solve its own problems. How are need and effort to be 
defined and measured? Obviously a comparison must be made between the 
fiscal situation of the claimant and non-claimant states. 

The Commission takes as “normal” the standards of expenditure and of 
taxation of the three state governments (Victoria, Queensland and New 
South Wales) which did not ask for special grants.%* A detailed comparison 
of the expenditures of the claimant states with this normal is made: the 
scale of social expenditures, costs of administration, maintenance of capital 
equipment are analyzed. Similarly, the systems of revenue of the claimant 
states are related to the normal by a careful comparison of severity of 
taxation? (including local taxation) and of the scales of charges levied by 
state enterprises. Obviously such comparisons require that the public ac- 
counts of the states be kept on a reasonably uniform system, and that items 
of expenditure and methods of taxation be similar. In Australia these 
conditions are at least approached, and the Commission, by making common- 
sense adjustments, was able to get acceptable figures. 

After the Commission had discovered how each of the claimant states 
stood in relation to the normal in expenditure and taxation, it did not con- 
clude that special grants should be given equal to the deficiency. Some 
extra effort through curtailment of expenditure and severity of taxation 
should, it thought, be demanded from the claimant states in order that they 
might have an incentive to improve their financial position by their own 
efforts. If the difficulties of a state were traceable to its own mistakes, the 
effort required of it should be relatively greater than if a state suffered 
from influences beyond its control. But in any case the Commission believed 


1 In the first three reports New South Wales was left out of the comparison because its 
budget had many abnormal features. 

* The most ingenious computation of the Commission was its index of the severity of 
taxation. An index of taxable capacity for each state was obtained by using the federal 
income-tax returns, supplemented by information about wages so as to take account of small 
incomes which were exempt from the federal tax. Next an index of tax collections per head 
for each state, adjusted so as to take account of local taxation, was prepared. Finally the 
index of collections was divided by the index of capacity, and the result was regarded as 
an index of the comparative severity of taxation. 
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that the possibilities of economy were narrowly circumscribed. Some types of 
state expenditure, e.g., debt charges, are unadjustable; others can be cur- 
tailed by reductions in personnel or in rates of pay, but not so as to produce 
marked variation between the states. On the side of revenue the situation was 
similar, since marked differences in rates of taxation might cause undesirable 
shifts of capital and labor between the states. The Commission therefore 
concluded that a reduction in social expenditure of 10 per cent, and an 
extra effort of 10 per cent in severity of taxation were the most that could 
be reckoned against a claimant state. Actually in its calculations for 1937- 
38 the Commission figured a 10 per cent reduction in “standard” social 
expenditure for all three states, and for South Australia and Western 
Australia an additional effort equivalent to 6 per cent and 5 per cent re- 
spectively of standard taxation.“ 

The net result of the calculations of the Commission for the past four 
years were recommendations of special grants as follows: 


Western ; South 
Year dastali Tasmania Anwali Total 
1934-35 £600,000 £400,000 £1,400,000 £2,400,000 
1935-36 809,000 450,000 1,500,000 2,750,000 
1936-37 500, 000 600,000 1,330,000 2,430,060 
1937-38 575,000 575,000 1,200,000 2,350,000 


It will be seen that there has been a reduction in the last two years over 
1935-36. But the payments recommended by the Commission have been 
appreciably larger than those given by the Commonwealth in the years be- 
fore the Commission was set up.7® 


Conclusion 


Australia has thus built up an extensive system of subsidies consisting of 
(1) grants paid to all the states under the terms of the financial agreement 
of 1927, and (2) special grants based upon fiscal need.** The grants of the 
first type will grow only as state debt grows, and over this the Common- 
wealth has a significant control through the Loan Council. The important 
fact is that in 1927 these grants, which had been given to the states without 
any conditions as to use, are now conditional grants for the servicing of 
debt. The second type represents an experiment in federal-state finance 
which should be watched. The Commonwealth Grants Commission is at 
present determining the amount of these grants, and it has laid down prin- 


* Fourth Report, p. 77, p. 83. The percentage reduction in “standard” social expenditure 
was nominally less in the previous years. 

The total of special grants for 1936-37 was greater by 12.3 per cent than that for 
1933-34, and by 24.7 per cent than that of 1932-33. 

* Conditional subsidies in aid of road construction and maintenance have also been used. 
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ciples which, whatever their defects, are better than any of the bases pre- 
viously suggested in Australia. If variable unconditional grants are to be 
given to the states, then fiscal need is a logical basis. 

Any grants of this sort infringe on the doctrine of fiscal responsibility— 
that responsibility for raising revenue and freedom in spending it ought to 
go hand in hand. The Commission recognizes the force of this doctrine.” 
Admittedly the claimant states can spend the special grants as they please; 
but their whole system of expenditure and of revenue is taken into account 
in settling upon the amount of their grants. Loose financial practices can, 
therefore, be penalized; and, although this procedure may be criticized as 
equivalent to a delayed locking of the stable door, it may be made effective. 

But certain practical obstacles may be envisaged. Will the Commission 
be continued as a permanent body with a strong personnel? If continued, 
and if its recommendations are accepted by the Commonwealth Parliament, 
can it do its job without arousing state animosities? In its work, the element 
of judgment cannot be eliminated. Detailed statistical comparisons are made, 
and these are a very real assistance to judgment. But many facts are lacking, 
and comparisons must be made of policies which are not strictly comparable. 
The Commission has to decide whether this or that state expenditure was 
extravagant, and so far it has been commendably frank. South Australia 
had continued “experiments [in dry-farming| after the limits of profitable 
development had been determined by experience”; Western Australia had 
indulged in “reckless financing of wheat settlement ... ,”’ and in one of 
its dairying schemes “miscalculation and mismanagement were present”; 
Tasmania had shown “some lack of foresight and enterprise.’’** Frank 
expressions of opinion, even when correct, may arouse resentment, and if 
at times the Commission is incorrect in its appraisal, the revulsion may be 
serious. The significance of the method of the Commission depends on the 
searching scrutiny which it makes of state budgets,’ and such scrutiny should 
be continued. But it would appear to make possible collision with state 
governments.*° 

The special grants should, under the plan of the Commission, vaty 
yearly according to the fiscal needs of the claimant states.” When the Com- 
mission began its work in 1933, these states were in serious condition, 


"Third Report, p. 19. 

E Third Report, pp. 126-27, 130. 

So far the scrutiny has, as an incidental result, brought to light defects in state 
accounting which were of long standing. f 

In the Fourth Report, p. 16, the Commission protests at criticisms which the states 
have made against details in its computations and procedure. South Australia in particular 
had been resentful about reductions in its grant. 

*1 Necessarily the figures upon which the Commission makes its calculations are a record 
of the immediate past. Thus in deciding what grants to recommend for 1936-37 the Com- 
mission looked at the financial records of 1934-35. 
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which justified grants considerably in excess of previous awards, But these 
emergency conditions will disappear and the conclusion may, perhaps, be 
implicit in the premises of the Commission that special grants ought also to 
disappear. If the government of a state is in fiscal need because of mistakes 
in policy, or because of the aggravated (yet temporary) incidence of busi- 
ness depression, special grants should be given. But as mistakes are rectified 
or liquidated, and as depression disappears, it would seem to follow that the 
grants should be withdrawn. If the government of a state is in fiscal need, 
through no fault of its own, because of federal policy, or because of a con- 
tinuous and persistent shift in economic trends, again special grants should 
be given. But in time corrective forces should operate; capital and population 
should move out of the retrograde area, and the state budget should be put 
in balance by adjustment to a lower level of expenditure. The Commission 
does not draw these conclusions, and doubtless it could suggest that in the 
short run some state governments will always be in fiscal need for some 
reason. But it will soon face the problem of making further reductions in 
the grants, and this will put the scheme to a real test. Possibly other alterna- 
tives for solving the financial problems of federalism, such as readjustment 
of functions and use of conditional subsidies, should be considered.”? 
J. A. MAXWELL 
Clark University 


2 There is, of course, a danger to state autonomy in special grants (and in conditional 
grants) because through them the Commonwealth can gain some control of state activities. 


CLASS PRICES FOR GAS AND ELECTRICITY 


Classification of gas and electric customers and application of different rate schedules 
to these customer classes have been frequent sources of controversy between public-utility 
producer and consumer interests. Application of monopoly-pricing analysis, where there 
are probable differences of demand elasticity among such consumer groups, reveals a basis 
for discriminatory pricing to maximize profits when regulation is assumed to be non-existent 
or when regulation is ineffective. Though a similar variation in costs of service sometimes 
provides a defense for such pricing, precise determination of these costs in a joint-cost situa- 
tion is impossible; and sometimes it seems that other factors than costs of service explain the 
differences in these class prices. Even though utility regulation were more effective than it 
now is, elimination of all returns in excess of the allowable “fair” return may be a question- 
able regulatory policy. Exercise of regulator’s judgment seems necessary in division among 
customer classes of an ordered reduction of a company’s revenue. 


I 
Only casual examination of public utilities will reveal, especially for 
“local” utilities, numerous and still growing consumer or use classifications 
of service. Within this welter of rate schedules applicable to classes of serv- 
ice there may be seemingly an absence of a company rate-making policy. 
But it is possible that these numerous rates are evidence of a degree of 
monopolization even though there is regulation. Here demand, cost, and 
price matters will be examined in gas and electric utilities for monopoly 
features which it is the avowed purpose of regulation to remove or mini- 
mize. Use of such common but abstruse phrases as “value of service” and 
“what the traffic will bear” will be avoided. Although much that may be said 
here applies to all public utilities and utility regulation, the article generally 
has been limited to gas and electric industries because price discrimination 
is common, among these utilities and because this restriction permits observa- 
tion occasionally of prevailing price, demand, and cost conditions in these 
industries. 
It 


Like a monopolist, a utility company, whether or not it is carefully regu- 
Jated, may seek further maximization of profits by applying different rate 
schedules to the several groups of buyers who have been classified accord- 
ing to characteristics of their demand. Some background on the details of 
demand characteristics of different users of electricity and gas is essential, 
therefore, to a clearer understanding of the succeeding analysis. Electricity 
customers are commonly classified according to lighting, power, and heat 
uses, and within these classes there is frequently further division into large 
and small customers. Within the range of prevailing prices, power and large 
electricity customers! generally have a more elastic demand than small and 
lighting customers, though there are no data available which permit precise 
measurement of these elasticities of demand for electricity sold by a public- 


1 Large customers are usually power customers, although there are many large lighting 
customers. 
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utility company. Regardless of the use to which electricity is put, it must 
be admitted that substitutes for electricity are not always suitable alternatives. 
For lighting purposes most present buyers, particularly small customers, 
will not turn to such alternatives as candles, gasoline, or kerosene; nor will 
they build their own plants unless the prices asked for electricity are con- 
siderably higher than prevailing prices for this use. Nor will there be much 
increase of use among lighting customers if prices are markedly lowered.? 

The demand of industrial purchasers for electricity is more elastic than 
the aggregate demand of small storekeepers or residential lighting custom- 
ers. Particularly for large industrial customers, electricity must be sold at a 
price comparable to the price of other sources of power or heat, otherwise 
these sales will be lost.* These consumers also have the alternative of con- 
structing their own electric-generating systems.* It appears, therefore, that 
industrial buyers have a relatively elastic demand for electricity. Although 
it is more common for large industrial companies to install their own electric 
systems, development of small Diesel-powered units has made sales to 
smaller industrial plants sharply competitive. Residential customers, though 
they appear to have a relatively inelastic demand for lighting use of elec- 
tricity, have a more elastic demand for electricity used in refrigeration and 
cooking, because the price of electricity here must compare favorably with 
cost of alternatives: coal and gas particularly compete with electricity for 
cooking and ice and gas for refrigeration.’ Expansion of the electric market, 
it will be noted, has chiefly been toward uses for which there is a relatively 
elastic demand. 

Both manufactured and natural-gas utilities encounter competition from 
other fuels for nearly all uses of gas. It is possible, therefore, to speak only 


2 The farm electrification market remains only slightly developed, because the investment 
in distribution lines, especially in sparsely settled areas, would be tremendous, or because 
many farm owners and tenants cannot afford electricity except at a nominal price. Highway 
lighting, likewise, has not been developing because of the high construction cost of distri- 
bution lines and other equipment. 

* Peculiar to gas, electric, and water utilities is customer E of appliances, al- 
though some companies are now leasing equipment to users of their service. Possession of 
equipment for utilizing a utility service tends to make the demand of attached customers 
relatively inelastic. Only when cost or inconveniences (quality matters of cleanliness, etc.) 
of utilizing the service in owned equipment increase relative to alternatives will considera- 
tion be given to transference to other sources of service. Customers may have, too, more 
elastic demand for utility service when they initially put the service to some new use than 
after they have been conditioned to its use. 

*U. S. Department of Commerce, U, S. Census of Manufactures, 1929, v. i, p. 112. Be- 
tween 1914 and 1929 the proportion of the rated capacity (h.p.) of electric motors to the 
rated capacity (h.p.) of all installed primary power of tke nation’s manufacturing industries 
increased from 38 per cent to 82 per cent. The proportion of these industries’ electric motors 
(measured in horse power of rated capacity) being operated with purchased electricity in- 
creased from 44.3 per cent in 1914 to 64.8 per cent in 1929. 

"Cf. B. N. Behling, “Competitive Substitutes for Public Utility Service,” Am. Econ. 
Rev., v. 27, 1937, pp. 17-31. 
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of differences in elasticity of demand for the customer classifications, since 
it is likely that in most classifications the elasticity of demand for utility 
companies’ gas is greater than unity.° Competition from other fuels may 
be sharper for some uses than for others. All attempts to sell gas to indus- 
tries or for house-heating have brought gas companies into an unregulated 
competitive conflict with coal and fuel oil sellers. Prices charged for these 
uses of gas are limited as a maximum by the price of coal and fuel oil and 
whatever factors, such as cleanliness, safety, control, may be operative.” The 
degree of competition will vary geographically and in point of time. There 
is, for example, scarcely any competition between natural gas and coal but 
much from fuel oil in or near gas fields; and the low depression prices for 
fuel oil between 1931 and 1934 cut sharply into gas utilities’ drive for a 
larger house-heating “load.” Similarly, such technological changes as those 
which led to recent construction of long-distance, seamless-steel natural gas 
pipe lines may alter competitive relationships. 

The demand for gas used for cooking—its dominant use until the cam- 
paign since 1920 for more industrial and house-heating sales—is less elastic 
than demand of other principal customer classes. But there is no evidence 
to indicate whether the demand elasticity for this use is greater or less than 
unity. Commonly the effective alternatives are coal and electricity. Although 
there has been a notable increase in electric range sales, gas companies have 
been holding their relative place in cooking sales of gas. Here one notes 
the many attempts by gas and electric companies, particularly by advertised 
appeals, to condition customer demand to relative inelasticity. And, further- 
more, once a customer is committed to the use of gas for cooking purposes 
there will be no great change in quantity of gas used for cooking by the 
average customer. 

This cursory examination of demand characteristics of classified gas and 
electric uses and customers will permit further analysis of public-utility 
pricing, especially where there are marks of monopolistic pricing.® It is 
commonly known that the gas and electric customer classifications with less 
elastic demand are charged higher rates than other customer groups.® Rea- 
sons for regulators’ failure to remove these aspects of monopoly pricing 


8 Cf. Barclay J. Sickler, “Relationship of Rates to Gas Sold per Customer,” Gas Age- 
Record, v. 77, Jan. 4, 1936, pp. 4-6, 16. 

™Space-heating and industrial-gas rate schedules provide sometimes for decreases or 
increases in rates with corresponding changes in fuel-oil prices. 

8 It should he incidentally observed that the demand for long-distance telephone business 
is more elastic than demand for local business. For the former telephone uses there are the 
effective alternatives of the telegraph and air-mail, but there are no equally suitable substi- 
tutes for local service. Despite existence of generally accepted substitutes, a portion of 
street-railway customers-—those who cannot purchase an auto or afford taxi service—have 
a relatively inelastic demand within at least a limited price range for the service. 

° Although monopolistic-pricing techniques are believed adequate for the analysis here, 
out of the confusion on definitions and limits of application of monopolistic competition, 
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and thus discourage or obstruct at least some of the price discrimination will 
be subsequently considered. 

The following graph is a common form of illustrating monopolistic price 
discrimination, and, consequently, ‘it is presented here only to facilitate this 
description of public-utility pricing.° The curves in Figure I are only an 





FIGURE I 


approximation of existent demand and cost conditions—as was the fore- 
going description—and only two classes of customers have been used, one 
with relatively inelastic and the other with relatively elastic demand. More 
demand curves may be included, and although electric residential lighting 
and power customers have been arbitrarily selected for illustration, gas or 


telephone service may be similarly treated. 
It is assumed that there will be no transference of customers from one 


duopoly, etc., the guess is risked that competition of gas and electric companies in the same 
locality for cooking and refrigeration sales is an example of duopoly when each company is 
conscious of the rival’s reaction. If no such consciousness exists, there may be monopolistic 
competition as similarly there might be for sales of gas or electricity for some industrial uses 
or of gas for house-heating. Cf. Edward Chamberlin, The Theory of Monopolistic Competi- 
tion, Harvard Univ. Press, 1933; Horace G. White, “A Review of Monopolistic and Imper- 
fect Competition Theories,” Am. Econ. Rev., v. 26, 1936, pp. 636-649; Edward Chamberlin, 
‘“Monopolistic or Imperfect Competition?,” Quart. Jour. of Econ., v. 51, 1937, pp. 557-580; 
Fritz Machlup, “Monopoly and Competition: A Classification of Market Positions,” Am. 
Econ, Rev., v. 27, 1937, pp. 445-451. 

® Cf. Joan Robinson, Economics of Imperfect Competition, Macmillan, 1934, pp. 179-88; 
Raymond T. Bye, “Composite Demand and Joint Supply in Relation to Public Utility Rates,” 
Quart, Jour. of Econ., v. 44, 1929, pp. 40-62; Susumu Kobe, “A Criticism of Bye’s Theory 
of Public Utility Rate-Determination,’ Quart. Jour. of Econ, v. 44, 1930, pp. 706-10; 
Donald H. Wallace, “Joint and Overhead Cost and Railway Rate Policy,” Quart. Jour. of 
Econ., v. 48, 1934, pp. 583-619. 
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class to another and that none of the customers will he making “dump” or 

“off- -peak” purchases. In this event of short-run determination of monopoly 
prices, i.e. price fixation on the basis of cost characteristics of an existing 
or given plant, it is assumed that all of the existing capacity, exclusive of 
off-peak capacity, will be utilized at the same time in the most profitable 
division of sales between classes of customers. 

The profit-maximizing prices will be determined by intersection of the ag- 
gregate marginal revenue and marginal cost curves, MR, and MC.” A 
line parallel to the abscissa and drawn through the point of intersection 
of MC and MR, cuts MR, and MR, at Q, and Q,, respectively. Perpendicu- 
Jar lines to the abscissa drawn from the latter points of intersection on MR, 
and MR, cut AR, and AR, at the respective prices of P, and P,. At these 
prices the sale of quantities OQ, and OQ, to lighting and power customers 
respectively will maximize net revenue. 

Differences in elasticities of demand impel price discrimination, for cus- 
tomer classes with the same demand elasticity (iso-elasticity) would have 
average and marginal revenue curves with the same slope’? A monopolist 
will be interested in restriction of sales to the customers with less elasticity 
of demand—especially if a decline in total revenue results from increased 
sales at lower prices as would be the case if elasticity of demand is less than 
unity—-and in increasing sales to those customers with the greater elasticity 
of demand. Sales will be sought where marginal revenue is greatest. And 
sales in the several divisions of the market will be adjusted to make marginal 
revenue equal for all classes of customers. 

Having concluded that a monopolist would charge a higher price to the 
customer class with less elasticity of demand, 7.e., electric-lighting or gas- 
cooking customers, we may note at this juncture that there is a similarity of 
discriminatory monopoly pricing to actual pricing for some, if not all, 
public-utility services. Those customer groups observed to have the less 
elastic demand are charged higher prices. The analysis to the present has 

* Plotting of the total revenue curve (AR,) was started at the price where sales could 
be made in both classifications of the market. Also, the AR, MR, MC, and AC curves were 
set to the right of their proper position on the abscissa scale to avoid congestion of the 
graph. A short-run average cost curve, że., one based on the cost of utilizing an existing 
plant, is used here, although a long-run average cost curve may be used. Only the needed 


portion of the AC and other cost or revenue curves is shown, and MC was not plotted to 
the point of its intersection with AC. 

” There will be an increase in output of the discrimination monopoly (in the absence 
of iso-elasticity of demand of buyer groups) compared to the simple monopolist’s output 
when the “. . . elastic demand curve is concave and the less elastic curve is a straight line 
or convex” or when the elastic demand curve is more concave than the other curve. (Joan 
Robinson, op. cit, p. 193.) Mrs. Robinson observes, too, that “. .. it is more likely that 
the introduction of price discrimination will increase output than that it will reduce it” 
since “. , . the demand of each individual buyer for any commodity is likely to be 
satiable. . . .” and since the demand curve below the “saturation price” will be “highly 
convex.” (Iéid., pp. 201-2.) 
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simply shown the likeness of monopoly price discrimination to pricing of 
utilities’ service. But the analysis has not conclusively proved the existence 
of conditions conducive to and prompting such pricing policy. Subsequent 
treatment of regulatory controls will elaborate on this apparent sameness. 

This graphical examination does not, of course, describe the circumstances 
under which this price discrimination may arise (and in fact has arisen in 
the case of ineffective regulation) among gas and electric companies. De- 
scription of differences in rates for several classes of customers usually runs 
in terms of utilization of otherwise unused capacity. In earlier years lighting 
sales of electricity or cooking sales of manufactured gas were considered the 
base “loads” of these utilities. Since most plants have always been con- 
structed to serve more than existing “peak” demands,?* commission appro- 
bation has usually been given sales of utility services which will make use 
of unutilized capacity (not strictly “off-peak” sales) provided the revenue 
obtained more than covers the variable expense.” This is equivalent to say- 
ing that more sales will be sought as long as the marginal revenue exceeds 
short-run marginal cost of the added business; short-run marginal cost here 
includes only the additional cost incurred in making these sales with exist- 
ing facilities. And no new uses will be developed when the marginal revenue 
from an increment of sales in existing uses or classes of service exceeds 
similarly calculated marginal revenue from new uses or consumer classes.” 
Sometimes, moreover, cost reductions by means of technological changes or 
economies of large-scale output permit the rate reductions (the extent of 
which cannot be determined) which encourage additional usage by cus- 
tomers with the more elastic demand and which increase sales for the more 
competitive uses of utility service.1® All that has been said here elaborates 
and is in accord with the conclusions pertaining to Figure I. 

Much unused capacity exists during hours of the day, seasons of the year, 
or in business depressions, which is not taken up by the “regular” or “‘on- 
peak” customers. Electricity provides an excellent example of this unused, 
off-peak capacity, because inability to store electricity results in a daily peak 

* Even in case of only one class of customers, which of course would be treated as a 
simple monopoly-pricing situation, there may be an opportunity to earn more than a “fair” 
return in view of current regulation deficiencies. 

“ The increase during the last 20 years in power, refrigeration, and heating sales of 
electricity makes questionable the treatment of lighting business as the base “load.” Simi- 
larly, treatment of cooking sales of manufactured gas as a base load is objectionable 
because of increases in gas sales for industrial and space heating. 

** Within established limits of plant capacity changes in marginal cost are assumed to 
be the same whichever customer group alters its purchases. 

** Sometimes when unutilized capacity is large and while business is being developed, 
temporary service at low rates is offered to industrial customers. The “surplus” natural-gas 
rate schedule of the Pacific Gas and Electric Company is an example. Notably low rates are 
offered by this company, but such industrial customers must be ready at any time to 


transfer to another fuel if regular customers’ purchases necessitate additional use of the 
pipe line by them. 
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as well as seasonal and business prosperity peaks of sales. Special rate 
schedules for sale of electricity for hot-water heating in early morning hours, 
of gas for bakeries operating at night, and of telephone calls at night repre- 
sent energetic attempts of utility companies to add to net revenue by in- 
creasing off-peak business. Although pricing of these sales cannot be handled 
by the same means used in Figure I, a utility company desires this sort of 
business as long as the marginal revenue obtained exceeds the short-run 
marginal cost of it. Thus, a further addition is made to net revenue. When 
this source remains incidental to and distinctly separate from the principal 
sources of revenue, e.g., does not entail construction of additional plant 
capacity and results in sales only at times when other customers are not using 
the system to its capacity," it has no influence on the aforementioned price 
discrimination. It is, nevertheless, an explanation of another difference in 
utility prices. When a utility company because of limited off-peak capacity 
must choose, however, between types of purchasers or users for distinctly 
off-peak business—a condition not yet reached by gas, electric, and telephone 
utilities—sales providing the largest marginal revenue would be desired, 
if like marginal costs are assumed for the different uses. 

In addition to the foregoing material, another feature of monopolistic 
pricing mav be noted in gas and electric rate schedules. Within any single 
consumer classification, rate schedules generally provide for decreasing prices 
as consumption per customer increases. This is a sort of price discrimina- 
tion which generally favors the large user or serves to induce new uses of 
utility services such as refrigeration, cooking, and the many appliance uses 
of electricity in a home. This resembles perfect monopoly pricing, which 
would eliminate any consumer surplus and which would be realized by fix- 
ing a different price for each unit of service, because consumers are at least 
roughly charged according to their demand prices. 


iil 


In several ways public utility officials and students have endeavored to 
justify the existing price discrimination between customer classes. First, 
consideration will be given the argument which is based on more complete 
use of the existing capacity, 7.e., spreading the fixed cost over more units of 
output. By offering service at attractive rates many of the new uses of elec- 
tricity and gas have been developed. This argument usually is presented in 
this fashion: any new business which pays more than its variable expense 
(short-run marginal cost) provides revenue that may be employed to reduce 

" At prevailing off-peak rates, such customers would probably not be paying marginal 
costs if increased purchases by them necessitated an enlargement of plant capacity. 

* Pigou describes this “degree of discriminatory power” as fixation of “. . . separate 
prices, in such wise that all units with a demand price greater than x were sold at a price 


x, all with a demand price less than x and greater than y at a price y, and so on.” A. C. 
Pigou, Economics of Welfare, Macmillan, 1st ed., 1920, p. 244. 
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the fixed costs which would otherwise be assignable solely to existing busi- 
ness.® This conclusion is unquestionably applicable to off-peak business 
which will fill part of the “valleys” of a load curve; and it may be tem- 
porarily applicable without limitations on time of service use, when low rates 
are given to induce utilization of the unused capacity which remains after 
existing consumers have made their purchases at prevailing rates. This 
argument is acceptable, moreover, to the regular customers provided at least 
some of the excesses of marginal revenue over a short-run marginal cost 
are used to reduce their rates. But state commissions have not alertly forced 
the rate reductions implied in the argument. 

It may be most economical to make a considerably greater increase in 
plant capacity than would be needed to meet immediately prospective in- 
creases of sales; the additional capacity might not be fully utilized for per- 
- haps five years. When such unused capacity exists, it cannot be argued that 
sales should be made (except on a temporary basis) if the revenue obtained 
will only slightly exceed short-run marginal cost, measurement of which 
excludes the cost of furnishing the additional units of plant capacity. Since 
this extra capacity is installed to permit the utility company to meet requests 
for more service, revenue from regular, permanent customers, who use this 
once excess capacity, should cover long-run marginal cost, że., marginal 
cost inclusive of the additional cost of providing the extra units of plant 
capacity. Otherwise, existing customers, especially those with less elastic 
demand, will be paying the cost of equipment that was installed to give a 
proportionately larger increase of service to future buyers with more elastic 
demand. Where expansion of plant capacity is not continuous, there must 
be, consequently, a spreading of the costs of this extra capacity among the 
customers who eventually make regular use of it. 

Public utility men, furthermore, defend different prices for several classes 
of consumers with claims that there are corresponding differences in the 
cost of service. They realize that power customers, for example, may be 
using electricity at the same time as lighting consumers, and thus power 
sales are not strictly off-peak business. Analogous cases of simultaneous pur- 
chases are observable in other utility industries. Consumer and producer 
interests are always presenting irreconcilable cost data, furthermore, to 
defend their respective positions. Especially troublesome is distribution of 


2 Mrs. Robinson concludes that “this argument would be valid if the monopolist was 
limited to earning a certain fixed profit, although the conditions of demand were such that 
he could make a larger profit." Economics of Imperfect Competition, op. cit., p. 206. 

” After noting the “lumpiness” and discontinuity of expansion of a railroad’s capacity, 
Mr. Donald Wallace concludes that “judicious ‘smoothing’ of rate changes in transition 
from one scale of capacity to another is advisable,” that a “rational rate policy would look 
ahead a few years to anticipate somewhat the appropriate rate structure of the near future,” 
and that “existence of substantial discontinuity hampers attainment of a high degree of 
stability of rates.” Loc. cit., pp. 602-06, 
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the fixed costs.” And usually the antagonists in this cost controversy arbi- 
trarily establish a basis of overhead-cost distribution without admitting that 
a joint-cost condition makes impossible accurate distribution of fixed: ex- 
penses. It unquestionably costs more per unit of service to serve small and 
residential electric or gas customers than large and industrial consumers. 
Utility men, likewise, are right in holding that consumers with low-load 
factors (ratio of average to maximum sales for a selected period of time) 
should pay a higher price than the consumers with higher-load factors.” 
Having concluded, however, that differences in cost warrant rate differences, 
companies and commissions cannot accurately determine how much the 
rate differentials should be.?* 

Despite the prevalence of the customer, energy, and demand price di- 
visions of many utility rate schedules, the writer does not know of any din- 
stance in which rates for several consumer classes have been fixed on the 
basis of precise cost calculations, although there may have been much em- 
pirical cost determination. Usually it appears that the gas and electric rate 
structures, as for railroads, simply grew up with the aforementioned aspects 
of price’ “discrimination. There are, furthermore, several situations in which 
the cost argument clearly does not justify the prevailing rate differences. 
An example is the sale of gas for space heating. This is seasonal business 
and, as a result, the load factor of house-heating customers is a low one. 
On the basis of cost allocations, if they could be made, it is probable that 
house-heating customers should pay as much or more per unit of gas as 
do customers who use gas only for cooking. But gas prices for house-heating 
must compare favorably with prices for coal and fuel oil, otherwise many 
gas house-heating sales will not be made despite such claims as convenience, 
cleanliness, and controllability of gas. Utility managers also regularly point 
to the better daily load factor of industrial gas and electric consumers; but 
generally there has been no modification of these lower cost-of-service claims 


*! Number of tooms or floor space for residential customers and maximum demand for 
larger customers are common methods of determining the “demand” charge which is 
usually associated with fixed costs. The “peak responsibility” method, which would assess 
fixed costs in proportion to the amount of service purchased during the time of the com- 
pany’s “peak” load, is well known. Other, but more complex, procedures may be found 
among these references: H, E. Eisenmenger, Central Station Rates in Theory and Practice, 
Drake & Co., Chicago, 1921, pp. 26-53; W. J. Greene, “Determining Demand Charge,” 
Electrical Vor id, v. 26, Nov. 7, 1925, p. 947; H. W. Hills, “Demand Costs and Their 
Allocation,” Electrical W orld, v. 89, Jan. 22, 1927, pp. 199-203. 

2 Residential-electric customers with their increasing use of appliances no longer have 
the poor load factor of the days when electricity was used in homes for scarcely anything 
other than lighting. 

8 An arbitrary distribution of fixed costs is illustrated by block-rate schedules with 
“quick-breaking” initial blocks which now are used occasionally for all classes of customers 
except off-peak users, Such schedules usually result in an approximately equal distribution 
of fixed costs per customer regardless of the quantity of service used. 
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when it is revealed that industrial customers make a large proportionate 
reduction in their purchases during a depression. 

That many cost-reducing technological improvements are available only 
if there is a larger output, is another argument for reducing rates to en- 
courage use by cùstomers with relatively elastic demand. Because a decrease 
in marginal cost without any change in marginal revenue lowers the points 
of intersection on MR, and MR, with the horizontal line drawn through 
MR, and MC (Figure I), an unregulated monopolist will give the bulk 
of such price reductions to consumer groups with the more elastic demand. 
The more inelastic the demand of buyers the smaller will be the rate reduc- 
tion resulting from lowering of the point of intersection of MC and MR,. 

Because electric and manufactured-gas companies may usually control 
plant capacity within fairly wide limits, a plant may be constructed small 
enough to serve gas or electricity to only the customers with the least elastic 
demand. This condition eliminates the argument, which commonly prevails 
in analysis of railroad.tates, that minimum limits in plant size often necessi- 
tate price discrimination if the plant is to be constructed.** This contention 
might apply, however, to some long-distance natural gas pipe lines, con- 
struction of which probably would not have been undertaken had it not 
been possible to obtain a large industrial and house-heating “load.” 


IV 


Among the objectives sought by regulators is equation of average revenue. 
and average cost. In Figure I the average price resulting from achievement- ° 
of this goal would be P,. Costs such as depreciation, the allowable return 
on a rate-base, advertising expense, new business expense, management fees, 
all of which are significant regulatory matters, are assumed to be determined. 
Where a company may get a larger return by price discrimination than that 
return fixed by its regulatory body, continuous fixation of average revenue 
equal to average cost would eliminate, at least deter, price discrimination; 
there would be no need, obviously, to seek better utilization of capacity or 
other production economies. 

If a company, however, is not earning the return permitted by its regu- 
latory body, it would desire to price discriminately that it might obtain at 
least a “fair” return. This circumstance may be encountered, for example, 
where a minimum capacity must be provided, as for the aforementioned 
railroads or long-distance natural gas lines. Under these conditions, regu- 


2 Analysis of railroad-rate variation relates largely to utilization of unused capacity, 
although expansion of facilities and the influence ‘of this expansion on discrimination 
must be considered. Respecting railroad rates, Mr. Donald Wallace concludes that “dis- 
crimination should be progressively lessened as changes in demand conditions permit 
normal returns with less discrimination.” Op. cit., p. 601. 
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lators would be forced to choose between allowance of discriminatory pricing 
and continuance of the deficit condition. Thus, price discrimination among 
regulated utility companies:may be a means of deficit minimization. 

It is generally impossible for regulatory bodies with existing techniques 
of control to keep average revenue equal to average cost. Lack of funds, 


inadequate commission staffs, variation in competence of regulators, and’ 
the tortoise-like pace of regulation—which is partly attributable to the legal - 


envifonment and procedures of*control, including the fair-valuation process 
—forestall regular maintenance of total revenue equal to total cost. Rate 
investigations cannot be undertaken every year for every controlled company. 
And if a commission were to attempt frequent revision of rates for com- 
panies under its control, retrials and court appeals of cases might delay for 
as much as 5 or 10 years many of the proposed revisions. These prevailing 
imperfections of rate regulation may invoke pricing policies which will 
permit utility companies to obtain and retain increases in net revenue. Utility 
companies, knowing that they will not be compelled immediately (if ever) 
to equate average revenue and average cost, may attempt to increase net 
returns by discriminatory pricing. In the legal language attaching to utilities 
there will be an opportunity for more than a fair return. 

It may be justifiably argued, however, that a regulatory body should ‘not 
` seek continuous, automatic equation of average revenue and average cost. 
Such carefulness of earnings control, of course, would affect growth, possibly 
financial stability, of companies; and customers with the less elastic demand 
probably would not obtain the rate reductions, however small they may be, 
which are attributable to per-unit cost reductions. Nor would management 
be rewarded: for aggressively seeking profitable utilization of unused off- 
peak capacity and for addition of cost-reducing improvements. Only by 
awarding a portion of a profit increase to the company may there be con- 
tinued reductions of the higher rates. Perhaps a periodic, say every five years, 
equation of each regulated company’s average reventie and average cost 
would not disturb the efficiency of management. 

Treatment above of equation of average revenue and average cost was in 
short-period terms, 7.¢., on the basis of costs of an existing plant. A regu- 
latory body may choose, however, to effect control over future cost by seeking 
the lowest point of intersection of an average cost curve (with inclusion of 
the above-noted rewards for management) with the prospective average 
revenue curve when alterations are made in regulated companies’ plants. For 
this purpose a long-period average cost curve (an envelope), which is 
drawn tangent to the several short-period average cost curves (parabolic 

2 The form of this curve may be obtained, for example, from: R. F. Harrod, “Doctrines 


of Imperfect Competition,” Quart. Jour. of Econ., v. 48, 1934, pp. 442-70; A. P. Lerner, 
“Statics and Dynamics in Socialist Economics,” Econ. Jour., v. 47, 1937, pp. 253-70. 
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in shape) representing different scales of output,?* would be used.?* The 
selection of a plant would be determined by intersection of the prospective 
average revenue cufve and the long- period average cost curve. Whichever 
short:period average cost curve is tangent to the envelope at this point of 
intersection will be the average cost curve of the plant to be selected.?* Ex- 
‘cept at the lowest point of a U-shaped envelope, the point of tangéncy of | 
any short-petiod average cost curve and the envelope will be above the . 
lowest point (optimum capacity ) of the short-period average cost curve. 
Thus, when the envelope is sloping downward, the plant selected will have 
unutilized capacity if average revenue and average cost are equated. 

Any public-utility commission, which would attempt long-period control 
of costs through control of plant capacity, would usually be undertaking 
work commonly reserved to management. Difficulties might be encountered 

in estimating prospective increases or decreases in demand, and a corollary’ 
difficulty would be incurred in determining the allowance for excess capacity. 
at the time of each alteration in plant and equipment. Too, there may be 
insufficient’ cost data to permit more than an approximation of the long- 
period and short-period average cost curves. Yet installation of unnecessarily : 
large,. small (as where monopolistic pricing prevails or has prevailed), or 
inefficient equipment warrants a commission's consideration of these aspects 
of cost control. Although a regulatory body ought to give some atiention | 
to-the cost characteristics of alternative choices of plant and equipment when 
major changes in plant capacity are being made, it probably should continué i 
to give principal attention to the short- -period nature of costs. 

* These short-period average cost curves taken at a point of time, which is the same ` 
as assuming no technological changes, represent chiefly economies or diseconomies: of’ 
larger and larger scales of output. Thus the envelope under these circumstances—the cus- . 
tomary use of the term and the use employed here—is “long-period” only in the sense of 
possible future increases or decreases in demand. But the envelope could also be “long- `. 
period” with respect to prospective or assumed future cost changes resulting from new’ 
techniques or other sources. Cf. E. F. M. Durbin, “A Note on Mr. Lerner's ‘Dynamical’ 
Propositions,” Econ, Jour., v. 47, 1937, pp. 577-81, n. 1. 

"T A long-period average cost curve rather than a short-period one may be used in’ 
Figure 1. When a monopolist is able to select the scale of output over'a period of years or 
when he begins production, the price or prices at which profits would be maximized may 
not be the same as the price or prices for profit maximization based on the’ short-period 
costs of an existing plant. 

2 This is not Mrs. Robinson's (op. cit., pp. 92-101) full galibi condition where 
marginal cost equals marginal revenue and average cost equals average revenue, a “double” 
condition which is restricted to a situation where average cost and average revenue curves | 
are tangential. Because this notion is based on, “entry of new firms” as a means of reducing 
profits to “normal,” it does not seem applicable to price regulation of public utilities. 

3 It may be well to recall’ why the envelope must be drawn tangent to the short-period 
average cost curves rather than through their minimum points. The output x at the point 
of lowest average cost of any given plant A (except at the miniem- point of a U-shaped 
envelope) may be produced at a lower average cost by some plant B, the short-period 
average cost curve of which is tangent to the envelope at output x. Cf. Harrod, of. cih, 
pp. 450-1. 
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‘Whenever a Bee REC body does oi that a company’s rates ought 
to be reduced because more than a fair return is being earned, the problem 
of distribution of the gross-revenue decrease between consumer classes is 

“encountered. The decision, may be an equal reduction per unit of. service, 

` -some ‘other arbitrary division of the reduction betweeny ‘buyer groups; or 

complete allocation of the reduction in revenue to one of the classes. T Lhe 

first alternative, a flat per unit reduction, does not question the prevailing 

' bases of price discrimination. Small gas and electric consumers might claim 

most or all of an ordered reduction, because they may point to the advantage 

. taken of their demand characteristics by a company which is maximizing 

» ‘its profits through price discrimination. It is for commissions and coutts 

‘to ‘decide what is socially and economically the most desirable means of 
distributing a reduction in company revenue. 

, The cost of serving each of the several consumer classes might provide 
| an arbitrary measure of*class prices (and some commissions profess use 
” Of it); but the costs cannot be determined’ unless: ‘a large probable error is’ 
“permitted, s Sometimes ini the electric business, where plant capacity may - 
‘be varied, it is argued that prices should be fixed for electric lighting on 

eo the basis of cost of operating a plant just large enough to serve this use. To 
Te . be consistent, proponents of this idea should measure industrial rates òn a 
` ` ‘like basis. ‘This procedure, because of technological economies of, large-scale 
‘aan would obviously result in higher rates than utility-men desire to . 
‘charge for customers with more elastic demand; and, as observed in section 
‘ITI, even under price discrimination technological improvements may result 
in reduced prices for customers with less elastic demand. Wherever such.’ 
, -* information-is available, this basis of cost determination might be of some 
evidential worth in the making of commission-ordered revisions in rate 
“. schedules. | i 
. Because no acceptable cost data are available, another sie rule for 
distributing a reduction in revenue and profits may be mentioned. The need 
for: price regulation of utilities tends to vary with elasticity of demand of . 
customers, Since regulation is not as necessary for control of prices for 
_ Sharply ‘competitive industrial power and industrial or house-heating gas ` m 
' Þusiness as for the uses with less elastic demand, one may be inclined to the:#' 
- conclusion, therefore, that the latter users deserve most or all of a prescribed 
decreasé of revenue. Conformance to this policy would result in more nearly 
uniform ‘rates. But this procedure may be no more satisfactory as a precise 
measure than the cost-f-service basis, because there are gradations in elas- 
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‘® Unutilized off-peak capacity exists because all classes of customers do not purchase 
service steadily in point of time..Consequently, the excess of total revenue over total 
variable cost of off-peak sales may not be used to reduce the rates of any single class re- 

. gardless of demand characteristics: Division of this excess on basis of responsibility for 
l unused off-peak capacity probably would be an acceptable, but arbitrary, rate-contro] rule. - 
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ticity of demand among the public utility classes of. gas and electricity buyers 
and because these elasticities cannot be easily or atcurately measured. : 
A sample of commission and court cases reveals varied treatment of the 
problem of which class or classes of customers should receive ordered 
revenue reductions, And many of these cases, ‘of course, have nebulous con- 
clusions in terms of “undue” and “unfair” discrimination. Nor is much 
to be gained from examination of the equally enigmatic “zone of reasonable- 
ness” as defined by a limit of “confiscation” and “unreasonableness.” There - 
have been, for example, denials of lower light rates for lighting a store 
compared to a home,* for lower gas space-heating rates for commercial , 
buildings than for residences,** and of low water rates for industries.*? Some 
commissions as in Massachusetts, may decide that establishment of a rate 
structure “ . . . falls largely within the field of management . . . unless the 
competitive rates are such as impose a burden upon customers .. . under the 
non-competitive rates. . . .”* At least one commission has decided that the 
cost of gas ‘‘.. . must be placed more nearly on a competitive basis . . . to 
create demand for gas cooking, . . . house-heating, and industrial purposes 
so that the future stability of the industry may be assured.” Many commis- 
sions, despite the questionable character of cost allocations, conclude that | 
rates for each class of customers ought to be established in accord with cost 
of ‘service.** Or it may be judged that “power or industrial sales are 'madé 
. .usually for the purpose of equalizing the ‘load,’ ’’*’ as the Arkansas Tri- 
bunal observed. In prescribing “reasonable” rate structures the California 
Railroad Commission has considered all of these factors: “cost of service 


` studies, the history of the present rates, . . . rate structures of other:utilities, 


the equities .. . between . . . classes of consumers, the ability of consumers 
to pay [and] the availability and cost of power from other sources.” With 
this imposing list of factors the California Commission would surely make 
an arbitrary distribution of a revenue reduction. 

Although the division of excess revenue above a fair return may be made 
according to each commission’s judgment, changes in quantity of sales re- 
sulting from distribution of a commission-ordered decrease in total revenue 


31 Warsaw v. Warsaw Gas and Electric Co. (N.Y.), P.U.R. 1920 E 618. 

2 Levy v, Atlanta Gas Light Co. (Ga.), P.U.R. 1931 C 24. 

3 Re Leadville Water Co. (Colo.), P.U.R. 1931 D 366. 

* Re Customers of Edison Electric Illuminating Co. of Boston, 5 P.U.R. (N.S.) 369 
(1934). See also: Consumers Light and Power Co. v. Phipps, 120 (Okla.) 223, P.ULR. 
1927 C 216; Mapes Laundry Co. v. St. Louis County Water Co. (Mo.), P.U.R. 1929 
E 129. 

5 Re Public Service Electric & Gas Co. (N.J.), P.U.R. 1929 E.17. 

8 Re New York Telephone Co. (N.Y.), P.U.R. 1928 D 254; Re Laclede Gas Light Co. 
(Mo.), P.U.R. 1929 A 561; Re Public Service Co. of Colorado, P.U.R. 1929 D 342. 

31 Stuttgart v. Arkansas Power and Light Co., 5 P.U.R. (N. S. ) 161 (1934). 

3 California Farm Bureau Federation v. San Joaquin Light & Power Co., P.U.R. 1932 
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may be noted. Unless the entire rate reduction is given to a class of customers 
with perfectly inelastic demand, there will be an increased output from 
ordered rate reductions. The less the rate reduction granted consumers with 
less elastic demand and the greater the reduction granted buyers with more 
elastic demand, the larger will be the increase of sales resulting from these 
rate reductions. Obviously rate decreases assigned solely to electric-lighting 
or gas-cooking consumers will restrict expansion of plant capacity in the 
respective public-utility industries. To repeat, a commission must decide 
whether -it is socially most desirable to give lower rates on competitive uses 
where demand is more elastic and thus increase sales more than would be 
_ the case if customers with less elastic demand receive the reductions. 


V 


In summary, gas and electric utilities charge higher rates to the customers 
with the least elastic demand, a policy which bespeaks monopolistic pricing 
because a monopolist to maximize net revenue may price discriminately in 
accord with demand elasticity of each customer or customer group. Whether 
or not there is unused capacity, off- -peak capacity excepted, additional busi- 
ness with highest marginal revenue is desired. Company defense of these 
"price differences usually runs in terms of wider spreading of fixed costs, 
concomitant differences in costs of rendering service, and economies of large- 
scale output—arguments which are either not completely acceptable or not 
easily provable. Prevailing infrequency and ambiguities of the legal requi- 
sites of commission investigations obstruct periodic equation of total cost 
and total revenue; and, consequently, there are opportunities to obtain more 
than a fair return. Not only are commission criteria of, price discrimination 
numerous and vague; but in the absence of desirable cost data there are 
usually only arbitrary bases or empirical data for use in making downward 
revisions of rate schedules. With the market for gas and electricity expand- 
ing into more competitive uses, price discrimination may increase unless it 
is controlled by more alert and intelligent regulation. 

C. EMERY TROXEL 

Wayne University 


THE BANK FOR INTERNATIONAL SETTLEMENTS IN 
RECENT YEARS 


Few theorists have recognized the actual importance of-the Bank for International Settle- 
ments for a number of reasons. The Bank has lost some of its early functions and has not 
yet developed some of its more important potentialities. In spite of the difficulties leading 
to the cessation of most of its international debt work, it has carried on continuously, making 
a profit and expanding its research. Its most important accomplishments, however, have 
been in the field of conferences between financial and banking leaders who have come to 
the meetings in Basle. This work has not been recognized, since by the nature of the case, 
the deliberations have been confidential. Many important discussions have occurred and 
problems affecting the entire economic well-being of Europe have been canvassed. The Bank 
has trained an expert staff and has developed non-political traditions which place it strategi- 
cally where it may assist in stabilizing and rationalizing political and economic tendencies 
in order to make possible a larger element of coöperation between nations. 


: 
Theories regarding the Bank 


Few economic theorists or writers on international trade coe the past 
few years have considered that the Bank for International Settlements 
merited discussion. They have made brief and cursory mention of, its 
existence, but have not assumed that it could alter important relationships 
or change the manner in which powerful forces work on money and.-trade. 

The major cause for the relative lack of interest in a new and important 
institution is that students of theory have been looking for some more 
effective agency or principle which will permit a new order in international 
finance. They have recognized that the Bank can make little or no change 
in the barter terms of trade. In urging the comparative weakness of the 
Bank, they are overlooking the fact that its indirect influence in respect to 
these major problems is great. It can perform useful, though minor, func- 
tions in international finance even now. Moreover, when international bank- 
ing theory catches up with ideas on national banking and international trade, 
two areas of thought in which change has been extremely rapid, the Bank 
will be found in the vanguard of constructive thinking. 

A second reason for the lack of concern in the Bank is the disappoint- 
ment over the inconspicuous performance of an institution expected by 
some to achieve great things. The plan for the International Bank had been 
widely heralded and its resources and potentialities had been greatly exag- 
gerated in most of the early descriptions. For this reason there has been an 
unjustifiable reaction of opinion against the Bank. 

A third reason for the present judgments which gives a false impression 
of the situation is that in the time of dramatic change and frequent economic 
crises in which the Bank has developed, there has been little incentive to 
„take account of the less conspicuous accomplishments in relating more closely 
“the smaller central banks to each other, or the research work in Basle. 


xy 
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It was apparent that three major functions were expected of the Bank, 
first, to act as a trustee, and reparation agent; second, to further central bank 
coöperation; and third, to serve as an effective international clearing house 
for the transfer of credit. The first of these expected functions has, for the 
most part, disappeared because of unforeseen circumstances; the third has 
never developed very far; the second clearly remains the most important 
and enduring rôle of the new institution. Its main contributions have been 
in the field of conference, study, education, and communication. 

When the known facts ate examined, it is evident that the Bank will al- 
most certainly occupy a neutral rôle in the adjustment of exchange values. 
Perhaps later the theorists will decide that a new type of triangular exchange 
relationship is possible through the agency of the Bank.? In any case, as 
will be indicated below, it will take up the slack, lessen the friction, and 
smooth the minor fluctuations in the case of the smaller money markets for 
which it renders service. Its business, however, will be confined to small- 
scale operations in clearing, gold transfers, lending, and holding funds in 
custody. Its main service will be, for many years to come, research and 
education. 

II 


The Financial Setting 


The economic and financial setting in which the Bank is functioning has 
changed so much in the last eight years that the first plans and expectations 
are scarcely applicable at any important point. In the spring of 1930 the 
doors were opened for business, and the new venture began in an atmosphere 
of hope and constructive codperation. Since that time the world has been 
subjected to one of the severest depressions of recent times, to political 
upsets of the first magnitude, and to radical changes in the theory of mone- 
tary policy and international trade. The following paragraphs indicate seven 
different ways in which the conditions were less favorable for expansion of 
activity than had been anticipated. 

As stated above, most of the major conditions affecting its work have 
been profoundly altered. For instance, it was set up by the Young Plan 
in 1929 to facilitate a large reparation loan, and the payment of reparation 
annuities by a number of countries. These arrangements were practically 
nullified after the Lausanne conference of 1932. 

Both the ownership of shares in the Bank and the operations of the 
Bank “for its own account” were restricted to countries that satisfied the 
“practical requirements of the‘ gold or gold exchange standard.” The 
B.I.S. had been at work only a year and a half when the Bank of England 

1 Eleanor Lansing Dulles, Te Bank for International Settlements at Work (New York, 
1932), pp. 257 and 282. ~ 


* The Statutes, ch. ii, art. 7, and ch. iii, art. 21. Any country directly interested in repara- 
tion payments was, also, allowed to buy shares of the Bank. 
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suspended gold payments, In a relatively short period all the other central 
banks with which there were dealings abandoned gold. Its efforts to stabilize 
currencies and extend the scope of the gold standard were thus rendered 
futile for several years. 

There was, moreover, a clear mandate to expand foreign trade and aid 
in the development of enterprise in backward regions. Before it was able 
to consider any possible help it might render in this realm, whether direct 
or indirect, trade between countries came to a virtual standstill. Nationalisms 
of a narrow and mercantilist type had strangled all but the most vital efforts 
in this field. 

The optimism with regard to price and exchange stability which pre- 
vailed at the time of the Young conference is reflected in a number of 
phrases in the Report: “We envisage the possibility of a financial insti- 
tution that should be prepared to promote the increase of world trade... 
for opening up new fields of commerce . . . a stabilizing factor in the foreign 
exchanges . . . a link in the coöperation of central banking institutions gen- 
erally——a coöperation . . . essential to the continuing stability of the world’s 
credit structure.” There is a suggestion running through the document that 
prosperity would continue for some time and that there was a fairly wide 
acceptance of the idea of mutual advantage through expanding trade. The 
statutes written several months later outlined less ambitious functions for the 
Bank; and very soon thereafter disturbing events led to bitter disappoint- 
ment and brought a general reversal of policy in international economics. 

The representatives of some of the newer central banks had thought they 
could use the B.I.S. as a super-central bank and counter somewhat the 
powerful leadership of the Bank of England. London, while sceptical of 
the accomplishments of the B.I.S. in the money markets, was willing to use 
it as a training school for central bankers from the smaller countries. A 
number of nations hoped for loans and stabilization aid; but with the con- 
traction of credit this became extremely difficult. Theorists expected their 
doctrines of control or expansion to be carried out through this institution, 
while politicians hoped for new ways to old ends. It was inevitable that 
many should be disappointed. 

Other signs of hopes that the Bank would stimulate and guide commerce 
-—hopes not justified by actual circumstances—can be seen in the discussion 
of the inflationary possibility of B.I.S. operations. Some of the early com- 
ment was unrealistic, but some of the suggestions might have materialized 
if the gold exchange standard had not collapsed. 

Since the Bank had no traditions and no past, it was often assumed that it 
could develop new theories and economic analysis more rapidly than other 
institutions. In point of fact, it was unable to cut loose from existing opin- 


3 See paragraphs 43, 55, and 71. 


1938 | Bank for International Settlements 293 


ions. It was close to practical problems and recognized the difficulties in 
eliminating the anomalies and irrationalities of geographic and time dif- 
ferences in money. 

The current of economic change has all been flowing against the Bank. 
Some of its potential functions have been rendered completely impossible. 
The result is seen in a modest and inconspicuous achievement. Nevertheless, 
it is certainly a force to be reckoned with in the future when the tide re- 
verses itself and new opportunity and new resources emerge. 


MI 


A Conservative Policy 


For the most part, those who had the practical task of administering the 
Bank understood the seriousness of the depression, and knew that the near 
future held no large prospects of spectacular deeds. They recognized the 
existing balance of power between central banks and took care not to in- 
crease the confusion or uncertainty by attempting aggressive action. In their 
working rules they went beyond the Young Plan and the Baden-Baden 
Statutes in eliminating the possibility of inflation. They refused deposits 
from private banks. They avoided competition with the recognized gold 
markets. They refrained from any direct influence on interest and discount 
rates. They deliberately chose slow growth as contrasted with bold action 
in new fields. 

There was, in fact, no call for large clearing operations with international 
trade shrinking rapidly.* The smaller countries could not support this new 
institution as extensively as they would have liked, since they were them- 
selves in distressed economic circumstances. The possibility of making a 
powerful and independent agency out of the Bank probably existed only 
in the minds of a few persons. Drastic occurrences in 1931 and 1932 made 
such developments impossible. Many factors, such as those cited, worked 
together to prevent a large concentration of funds and influence. 

The reason for the caution of the managers and directors is easy to 
understand. They were entering new territory with no experience to guide 
them. They had few financial resources, no personnel trained for these 
problems, no political backing, and no government to support them. Even 
the League of Nations, a near neighbor and comparable to the B.I.S. in some 
of its aims and characteristics, tended to look askance on the venture. Linked 
to reparation payments in its origin, the new institution had to combat 
suspicion and hostility in some quarters. 

The directors took into account such facts as the threat of war, the violent 
changes in the value of money, and the location of the Bank, which con- 


* Dulles, op. cit, pp. 229, 280-285, 246-289. 
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stituted a handicap in a number of respects. For instance, if the Bank had 
been placed in a center closer to London, or more on the beaten path, it 
would have been easier to attract and hold leaders in the world of inter- 
national finance. While it is true that many of the outstanding figures in 
contemporary economic life have attended the monthly directors’ meetings 
of the Bank, it has been difficult to retain leaders on the regular staff. There 
have been, of course, notable exceptions to this general condition; and to 
this fact the Bank owes its effective operation so far. It has been in spite of 
and not because of its position that good work has been done in many in- 
stances; for although Basle is not far removed in miles from important finan- 
cial centers, it is in a very real sense isolated and set apart from the main 
current of affairs. 

A number of the important self-imposed limits can be noted here. For 
one thing, the Bank declined to facilitate central bank credits which 
would be inflationary. It did not enter actively into gold transactions and 
only after some little time bought small amounts for its own account.’ It 
refrained from setting an interest rate which could be publicly understood 
as an expression of policy. It deliberately stayed out of political questions 
and had as little as possible to do with representatives of governments. After 
the first year or so, it published only brief statements at rare intervals. 

There is a danger that a review of these negative factors may give a 
false impression of the real nature of the Bank. Some persons assume that 
this institution could do more than the most powerful central banks, that it 
could perform functions properly carried on by commercial banks, that it 
could take over some of the work of the League of Nations, and that it 
could speak with the authority and weight of governments. Measured by 
these standards, the position of the Bank is weak indeed, but looked at from 
a more tational angle, the accomplishments have been considerable. 

The Bank has passed through several difficult phases of development. 
During the organization year, 1930, it brought together a competent and 
diversified staff. Many of the persons in its employ had worked in inter- 
national investment in connection with the “‘stabilization loans,” in rehabili- 
tation work, with the League of Nations, or with central banks. The selec- 
tion and training of these persons was in itself an accomplishment; and the 
smooth functioning of the organization from the start is a tribute to those 
responsible for first developments. 

The second phase was made dramatic by the emergency service of the 
Bank in the period of acute crisis in 1931. Tension in political and financial 
affairs became constantly more acute after the announcement of the An- 
schluss agreement between Germany and Austria in March, 1931, and after 

© There was, of course, no special motive for the Bank to buy gold for its own account. 


It could not use it as a base for credit and would, therefore, lose interest on the amount of 
gold held. Moreover, it did not want to contribute to fears of a gold shortage. 
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the financial collapse precipitated by the failure of Kredit Anstalt in May, 
1931. The Bank was able to bring together representatives of a number of 
central banks and get the participation of these banks and the federal reserve 
banks in loans to Austria, Hungary, and Germany. In so doing, they per- 
formed an important service which might very well have changed the sub- 
sequent course of events if other conditions had been more favorable. Un- 
fortunately, political differences elsewhere lessened the beneficial effects of 
this action. In the dark days that followed, culminating in the suspension 
of the gold standard in England in September, the Bank continued to en- 
courage and advise the smaller central banks as well as the larger financial 
centers. It lessened the chaos and relieved the tension somewhat, although 
it could not materially alter financial conditions. The informational and 
advisory work which it carried on at this time greatly enhanced its prestige 
in Europe, although comparatively little was known of it in this country. 

The third period in the Bank’s development, beginning after the British 
suspension of the gold standard, has been relatively uneventful. There has 
been progress, but the accomplishments have not been spectacular. A con- 
siderable part of its effort has been devoted to research and an attempt to 
raise the standard of central banking policy at certain points where it fell 
far below the general average. . 

It is sometimes assumed that the Lausanne treaty (not ratified) affected 
the situation of the Bank. It actually made little difference in the financial 
situation and minor changes in the functions, although as a final episode 
in a series of events it had some significance. A few tasks assigned to the 
Bank in the Conference are indicated below:° 


The Lausanne Agreements proceeded to describe four special tasks for the 
Bank, First, the arrangements with respect to the former annuities to be carried 
out by the Bank during the transition period between the cessation of the applica- 
tion of The Hague Agreements and the coming into force of the Lausanne treaty. 
. . . In the second place, the Bank was to enter into mutual arrangements with 
the German Government for any necessary adaptation of the machinery relating 
to the manner in which the obligations of the German Government with respect 
to the German External Loan 1924 and with respect to the German International 
514 per cent Loan of 1930 will be discharged. . . . In the third place, the Bank was 
invited to nominate two persons to participate in the work of the Preparatory Com- 
mission of the World Economic and Financial Conference which the Lausanne 
Agreement decided to convene with a view to taking “the measures necessary to 
solve the other economic and financial difficulties which are responsible for and may 
prolong the present world crisis.” . . . Finally, by Article 1 of the Agreement with 
Germany, the Powers provided for the delivery by the German Government to the 
Bank for International Settlements of 5 per cent redeemable bonds to the amount 
of 3 milliard Reichsmarks gold, to be negotiated by the Bank for International 
Settlements if and when possible after three years from the signature of the Agree- 
ment.... 


° Bank for International Settlements, Third Annual Report, 1933 (Basle, 1933), p. 20. 
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During all these years the Bank has continued to carry on active opera- 
tions in a number of markets. Though its resources at the present time are 
less than they were before 1932, they are still greater than those of some 
of its member banks. It has maintained a reasonable degree of liquidity, 
avoided serious losses, increased codperation between various institutions, 
and gradually freed itself from the stigma which came from its early con- 
nection with reparation payments. 

In the next few years, if no major political event occurs, the banking 
operations will probably be of minor importance; but the monetary and 
economic department will further develop its valuable work. Neither the 
cessation of reparation payments nor the drastic deflation of recent years 
has affected its ability to serve the central banks. 


IV 
The Financial Position of the Bank x» 


The high point shown on the balance sheet for the year 1931 is in some 
measure a reflection of the volume of financial activity in that year. From 
then on the assets and liabilities have declined, not, as some have assumed, 
because of the Lausanne treaty, nor yet on account of the devaluation of the 
Swiss franc. These two events have exerted only an indirect effect on the 
value of assets. The decline has been caused by the world depression and 
the contraction of foreign trade and international investment. The suspen- 
sion of the gold standard in England and the devaluation of the dollar had 
prolonged and far-reaching effects on the B.1.S. and all its member banks. 

Although the figures published in the regular monthly and annual state- 
ments do not give a clear indication of the scope and variety of activity, 
they show certain aspects of the Bank’s functions and the extent to which 
it is maintaining its position after the earlier declines. The total assets were: 


(Swiss francs at par) 


September 30, 1930 1,700,419,572.01 
March 31, 1931 1,901,148,912.91 
March 31, 1932 1,126,011,156.84 
March 31, 1933 940,575,032.12 
March 31, 1934 667,525,919.98 
March 31, 1935 659,828,798.20 
March 31, 1936 660,783,255.26 
March 31, 1937 618,842,202.24 
December 31, 1937 650,026,328.81 


The present level of its activities is determined in part by the existence 
of certain fixed deposits and also by small deposits left with the B.I.S. by 
the participating banks to insure the continuance of useful functions. 

The Bank publishes a fairly detailed statement of the assets and liabilities 
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every month. Although the investments are held in different money markets 
and therefore in many different national currencies, the statement is pre- 
sented in Swiss francs at par, that is, the equivalent of 0.290,322,58 grams 
of fine gold. Some of the investments which run nominally for short periods 
are actually renewed regularly, and are not, therefore, to be considered as 
liquid from all points of view. Sample balance sheets for 1933 and 1937, 
slightly condensed and with figures rounded to the nearest million are shown 
below. 


Situation as at March 31, 1933 and December 31, 1937 
(In millions of Swiss gold francs—units of 0.290,322,58 . . . grams fine gold) 
(Art. 5 of the Statutes) 


Assets Liabilities 
March! Dec. March! Dec. 
31, 1933/31, 1937 31, 1933/31, 1937 
I. Goldin bars _ — 13.8 I. Capital 125.0 | 125.0 
© II. Reserves 9.4 | 23.2 
II. Cash 3 
On hand and on current I sata as mo commie 
account with banks 11.4 | 52.3 T I 
. Annuity trust ac- 
HI. Sight funds at interest 52.5 | 17.2 count deposits 153.6 | 153.5 
IV. Redi table- bil 2. German Govern- 
and pene iig ment deposit 76.8 | 76.8 
1. Commercial bills 3. French Government 
and bankers accept- deposit (Saar) = 1.0 
eE 275.2 | 122.1 4. French M aa exe T 
2T : 257. 110. guarantee fun 8. 31. 
: seaga DiS a 9 IV. Short-term and sight 
V. Time funds at interest| 185.7 | 38.4 deposits (various cur- 
rencies) 


VLS i i = 
undry bills and invest i. Central banks for 














ments 
1. Maturing within 3 their own account | 451.7 | 178.9 
months 85.2 | 113.4 2. Central banks for 
2, Between 3 and 6 account of others 13.3 23 
3. Other depositors 6.6 6.3 
months 58.8 | 92.3 y. s ; 
3. Over 6 months 6.5 | 88.9 ; ight deposits (gold) — 8.4 
VI. Miscellaneous 21.5} 43.0 
VIL. Other assets 7.9 1.1 || VII. Surplus 14.1 = 
940.6 | 650.0 940.6 | 650.0 


a O. S, 


An examination of the assets and liabilities at the present time indicates 
that a little more than 35 per cent of its liabilities are on a short-term basis 
and that the bills and investments are for the most part designated as 
maturing in less than six months. Slightly more than 13 million “Swiss gold 
francs” or about 2 per cent of the assets were held in “gold in bars” in 
December as compared with 45 million in March at the end of the fiscal 
year 1937. Considerable sums are probably held now, as earlier, in custody 
for the account of central banks. This ear-marked gold is not included in the 
monthly statements. The total arose from the equivalent of 268 million 
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Swiss gold francs on March 31, 1936, to 358 million on June 30, and 433 
million on March 31, 1937. Approximately 14 per cent of the investments 
are “over 6 months,” including a few loans that are probably difficult to 
liquidate such as advances to banks in distress in the early period. 

The first three headings under the liabilities—capital, reserves, and long- 
term commitments—constitute, now, more than 60 per cent of the Bank’s 
obligations. The large proportion in these categories indicates that the funds 
are to a considerable extent available because of special conditions. The 
“long-term commitments” remain with the Bank because of arrangements 
made at the time of the Young Plan settlement and include the French 
government guarantee fund. Slightly more than 200 million “Swiss gold 
francs” are central bank funds, deposited with the Bank to take advantage 
of its special services and facilities or to indicate a desire to participate in 
the work of the Bank. 

As indicated above, the devaluation of the Swiss franc did not directly 

affect the value of the Bank’s assets. The 1937 Report" discusses the manner 
in which the balance sheet for the end of the fiscal year was arrived at: 
At 31st March, 1936, the calculation was made on the basis of the official selling 
price applied to gold by the Bank of France in Paris, our assets and commitments 
in the various currencies having been previously converted into French francs on 
the basis of the exchange rates quoted on the respective markets on the last day 
of the month, At 31st March, 1937, on the other hand, the official selling price 
for gold in New York was taken as the basis for calculating the value of the gold 
units of 0:29 grams in which the Bank’s situation is presented, while the exchange 
rates applied to our assets and commitments in foreign currencies were the rates 
quoted against dollars on the respective markets. 


It is apparent that the device adopted by the Bank and specified in its 
statutes has served all practical purposes in a time when devaluation has 
been frequent and widespread in occurrence. The unit adopted for the 
periodic reports is similar in some ways to that advocated by the late M. 
Quesnay and referred to as the grammor. It differs from M. Quesnay’s 
original idea in several important respects. According to his scheme, a Bank 
making a deposit with the B.1.S. would get immediately a credit in grammors 
based on the gold value of the assets turned over to the Bank. It could then 
receive back funds in terms of the grammors, gaining or losing in the 
original currency of deposit according to its then value in gold. It was 
intended also that, ultimately, checks on the B.I.S. in grammors would be 
given out. The procedure adopted at Basle was less novel, and called for 
two types of accounting, one which showed the values of assets and liabilities 
in many currencies, and one which reduced them on paper to a common 
basis in a fixed quantity of gold. 

' The strain on the Bank because of these adjustments to currency changes 


" Seventh Annual Report (Basle, 1937), p. 99. 
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was considerable, but the financial statements show that the transition was 
successfully accomplished. The exchange differences were small because “the 
few exchange positions which were not completely balanced reflected only 
current operations of a nominal character.’’® 


y 


The Future of the Bank 


The future of the Bank is not likely to duplicate the past in all significant 
respects. Ás one examines the duties performed in the first eight years, it 
becomes evident that some will be continued and others are not likely to be 
important in the future. Moreover, it is highly probable that new functions 
will be added whenever there is a marked recovery in international trade and 
finance. A group of tasks assigned to the Bank in the first instance because 
of the need for an agency to facilitate reparation payments falls under the 
heading of trustee and agency functions. The annuity payments of Germany, 
Hungary, Bulgaria, and Czechoslovakia are no longer being paid, but the 
Bank has taken action to “reserve” these payments. Similarly, funds for 
servicing the German external loans of 1924 and 1930 are now being re- 
ceived by the Bank. The Austrian loan of 1930, however, is being re- 
ceived and distributed by the Bank. Other agency functions are being carried 
on, including services in connection with money and credit in the Saar. 

It is clear, on the basis of these statements with regard to these responsi- 
bilities which appear in the regular reports, that the Bank is a suitable and 
efficient institution for carrying on this kind of work, but that the volume 
of such business is likely to constitute a relatively small element in the 
Bank’s operations now that the demand for such work has diminished. 

Another group of activities can be considered under the heading of gen- 
eral financial business. Most of the work of the Bank that falls under this 
heading is likely to expand in a period favorable to international exchange 
of goods and investments. It is reasonable to suppose that the purchase of 
bills and acceptances will increase at some future date if the central banks 
who participate in the B.I.S. experience more stable conditions. The invest- 
ment of long-term funds is not likely to grow as much as the short-term 
transactions even in a time of economic expansion. Policy would always set 
fairly narrow limits to this type of business. 

The Bank has made considerable effort to develop medium-term credit 
in order to make funds available on terms which coincide with interests of 
different kinds of exporters and importers. It has specialized, within the 
limits of available funds, in seasonal exchange credits where the risk is 
relatively small and the advantage to the borrower may be considerable. It 
has done much to add prestige to loans of various lengths not having the 


8 Seventh Annual Report (Basle, 1937), p. 101, 
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same tradition as the ordinary 30-day, 90-day credits. It is thought by some 
that this type of service can be important in breaking down limiting customs 
which may cease to have significance in the commerce of the present day. 

The gold transactions of the Bank will in all likelihood increase at any 
time when the volume of international lending increases. The Bank can . 
furnish gold on terms which are legally and economically advantageous and 
which can conceal the identity of the banks concerned. The clearing facilities 
which the Bank had hoped to offer may perhaps develop at a later date. 
So far, their assistance in this direction has taken many forms but has not 
affected any considerable volume of funds. 

The research of the B.I.S. is, in fact, close to policy formation among its 
member banks. This part of its efforts is developing steadily from year to 
year. The regular and occasional reports all indicate a free and frank ap- 
proach to difficult problems that is a credit to the best scholarly tradition. 
There is a willingness to acknowledge the inconclusiveness of many facts 
and arguments, which is a proper basis for an appeal for coöperation to the 
solution of problems of mutual interest. 

The Bank cannot fight for advantage in any transaction or policy. Its 
membership is such that it has to watch the interests of the buyer and the 
seller of exchange, the lender, and the borrower. Its work, therefore, is not 
that of bargaining for position, but the more difficult task of seeking im- 
provements in method which will benefit all parties. 

The part played by the Bank at the London Conference is indicative of 
its probable future influence in international economics. Certain resolutions 
were drawn up in Basle and discussed in the Conference. They formed a 
central part of the report finally issued. A brief outline of the problems and 
conclusions of this meeting is to be found in the Fourth Annual Report? 
of the Bank. 

... Whereas the Conference made no headway on the monetary problems before 
it relating to the immediate, or at least temporary, stabilization of the principal 
currencies, nevertheless it led to two major steps in the monetary sphere. In the 
first place, the events which occurred during the proceedings brought about three 
formal declarations of contemporaneous monetary policy, not only of historic 
importance, but so vital for an understanding of the year’s currency developments 
that they will be given below; they were, the June declarations by President 
Roosevelt of the then monetary policy of the United States; the pronouncement 
made by the “gold bloc” at the time of its creation in July, which led to the prompt 
conclusion of collaborative technical arrangements between the central banks of 
the countries concerned with a view to making effective the common policies of 
their respective governments; and the declaration also made in July by the na- 
tions of the British Commonwealth, which necessarily carries with it implica- 
tions for the rest of the sterling area. Secondly, in the matter of fixing some of the 

° Considerable attention has been turned in recent writings to a method of enhancing 


stability long advocated in Basle—the extension of facilities for dealing in exchange futures. 
” Bank for International Settlements, Fourth Annual Report, 1934.(Basle, 1934), p. 9. 
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framework of a long-range monetary policy for the world in general after the 
immediate difficulties shall have been surmounted, the subcommittee of the Con- 
ference on permanent measures achieved a considerable measure of progress by 
reporting five resolutions which the Conference adopted. 
The first of these resolutions called for currency stability as rapidly as possible 
in the interest of all concerned. The second declared that gold should be reëstab- 
lished as the international measure of exchange values. The third dealt with meas- 
ures for economizing gold and securing its maximum utility. It recommended, 
therefore, against the internal circulation of gold coins or gold certificates, stating 
that the primary object of gold in the monetary system was to meet international 
payments. With the same view to economy of gold, and greater elasticity in its 
use, the resolution urged that the minimum ratio of gold coverage should be 
altered from the habitual one-third to not more than 25 per cent. The fourth 
resolution advanced a step beyond the methods for economizing gold, to ways of 
improving the operation of the gold standard itself by concerted action... . 


The report presented was a clear statement of the importance of a well- 
regulated gold standard to international trade. The management has indi- 
cated frequently that controls would have to be devised to prevent one-sided 
drains, pyramiding of credits, sudden panics, and flights of capital. It has 
given close attention to the ways of making funds more readily available 
as need arises, and has urged that its effectiveness depends on an under- 
standing of the general desirability of balance and equalization of many 
price relationships. If a more constructive gold standard policy is invoked, 
some institution like the Bank free from political control is essential. It is 
necessary to watch the entire line of defense and see when weakness and 
disproportions develop at unexpected points. Quite properly a major part of 
the Bank’s efforts has been devoted to preparation for quick action when- 
ever a return to freer exchange conditions and a modified gold standard 
seems possible. Meanwhile it is both a strength and a weakness of the 
situation that central banks generally have been brought closer to the treas- 
ufies of their respective countries. It means that participating directors speak 
for their governments almost as much as they do for their banks, but at the 
same time it makes it more important to have a freer medium of expression 
such as the B.I.S. provides. The Bank in Basle can sometimes issue state- 
ments and take positions that no one of the participating central banks would 
dare assume. l 

The clearest indication of the essential importance of the Bank is the 
continued interest on the part of the heads of the main European central 
banks.: For the past eight years the Bank has been a regular meeting place 

“Leon Fraser, “The International Bank and Its Future,” Foreign Affairs, April, 1936, 
vol. 14, no. 3, p. 459, “Although the machinery of collaboration was far from being fully 
developed, the monthly meetings of the governors, involving frank discussion of their 
individual as well as common problems, formed an important point of departure; so that 
when the fiftieth session was held it was not surprising to observe that more than half of 


the governors had never missed a single meeting and that the few lapses of the remainder 
were accounted for by absence from Europe.” 
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for leaders in international finance. Montagu Norman, for instance, has 
missed comparatively few meetings. Governor Franck of Belgium has al- 
most always attended the regular sessions of the directors. Premier Van 
Zeeland attended when he was Minister of Finance. The heads of the 
central banks of France, Germany, and Italy have almost always been 
present. Men whose time is extremely valuable, and who have a multitude of 
pressing financial matters to attend to, have considered it worth while to 
make the trip to Basle frequently to exchange their views and to keep 
abreast of current developments. For the first few years more than half the 
governors had never missed a single meeting. In these gatherings they have 
dealt with current policy and business of the B.LS., and they have also dis- 
cussed general economic conditions and the capital markets, the future of 
monetary policy, and similar subjects. The opportunity to raise important 
questions related to central bank policy, or even larger issues, has been of 
immense importance. Without commitment or embarrassment, it has been 
possible to explore delicate and uncertain matters and on the basis of these 
conversations to prevent open disagreement or premature proposals. 

The constant and direct contacts between the B.LS. and its member banks, 
daily and even hourly in some cases, place it in a strategic position to collect 
and interpret these facts. It is virtually free of political interference and not 
obliged to publish its findings. Facts, compiled in a confidential manner, 
with most of the material handled in the central banking tradition, constitute 
a rich storehouse of information on policy and action. 

In the effort to arrive at a few conclusions about the future rôle of the 
Bank, some consideration of the importance of personnel is necessary. The 
fate of the Bank lay from the outset in the hands of a small group of men. 
They have been criticized from time to time, but the justification of their 
work lies in the continued existence of the Bank. 

In two directions danger lay. If the first directors and managers had been 
led astray by fantastic hopes, they would have been swept along with the 
last flurry of inflation before the final collapse. If they had accepted private 
deposits, they would have been racked by the rapid contraction that coincided 
with the first years of operation; if they had attempted an aggressive policy 
in respect to gold or international credit at a time when central banks were 
drawing apart, there would have been no harmony in Basle. The fact that 
gold bloc countries, sterling exchange countries, and those with “blocked” 
currencies, for example, marks, and lira, could act together in minor matters 
through the Bank may have helped to lessen the strain as rigidities and 
restrictions increased. 

The other type of danger has been no less real and is one from which 
the Bank has not entirely escaped. By assuming a modest réle, restricting 
publicity, issuing few statements, and not trying to elicit wide recognition 
and support, it has lost some of the impetus and attention which might have 
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served as a basis for more energetic codperation. The Bank has been able 
to hold a number of able men, but it has also lost many who might have 
been attracted by a more ambitious program. The men who developed the 
working rules in the beginning were extremely varied in temperament and 
point of view. The combination was a happy one, though their ability to 
arrive at a mutually acceptable program might well have been questioned in 
advance. 

In recent years the Bank has suffered severe losses in personnel. The 
sudden and tragic death of Pierre Quesnay in the summer of 1937 deprived 
the Bank of a man who was probably its most brilliant and skillful official, 
a true internationalist without a trace of geographic bias. His wealth of 
ideas and flexible, quick understanding of intricate problems had made him 
one of the most valuable members of the group. It was also an important 
factor in the accomplishment of concerted action involving many central 
banks that a Frenchman with experience in post-war international loans, in 
rehabilitation work, and in the arrangement of stabilization loans should 
have participated in the work of the “Reparation Bank” with full and 
friendly spirit. 

Among other notable losses from the staff of the Bank are Mr. McGarrah, 
the first president, and Mr. Fraser, the second president. The fact, alluded 
to above, that they were both Americans and were both well aware of 
developments in America and Europe was of real importance in making 
possible a degree of codperation with the federal reserve. Their able guid- 
ance prevented the over-extension in dangerous directions of the Bank’s 
activities as well as false hopes of American participation, unlikely in the 
first few years. 

It is impossible to mention the nature of the contributions of all the 
leaders in the Bank’s affairs. Such men as the recent president, Dr. Trip; 
the president, Dr. Beyen; Sir Charles Addis; Signor Beneduce; Dr. Huelse; 
Dr. Per Jacobsson, and many others have worked together loyally and with 
real devotion to the common ends. 

The financial and moral support received so far would be greatly enhanced 
if the United States should change its attitude and be willing to take part 
more extensively in the activities of the Bank. If it does not, perhaps the 
Bank will retain its mainly European characteristics and will not expand 
to other geographic areas. Mr. Fraser urges the importance of a recognition 
in this country of the advantages of joining in this new and constructive 
venture. He discusses the matter in the article cited above: 


As the United States has an immediate interest . . . in the aim of currency 


2 Since this article was written, an announcement has been made in Basle that Mr. 
Roger Auboin, French financial expert, has been named director. general of the Bank of 
International Settlements to succeed Pierre Quesnay. Mr. Auboin was formerly public coun- 
sellor of the Bank of Rumania. At present he is secretary-general of the French National 
Economic Committee. 
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stabilization to which the Bank is committed, our advantage would be served, 
without any curtailment of our independence, if the American monetary authori- 
ties were to occupy the two seats reserved for them on the Board of Directors, the 
non-political character of which has been proved and which will have an in- 
creasing opportunity for usefulness as time unfolds. “The conception is sound; 
the need is real.” 


Some of those qualified to speak on the experience of the Bank have 
shown a realization of the importance of facilities for the exchange of funds 
under various arrangements. In fact, many persons think that if the Bank 
were eliminated, something to take its place would spring up very soon. 
Efforts at central bank coöperation had been made many times before 1929, 
and they will continue to be important. A statement in the Midland Bank 
Review sums up an opinion held in many quarters as to the importance of 
rehabilitation monetary reconstruction: 


It is becoming more and more widely recognized that if and when an inter- 
national standard is restored, whether based on gold or not, it can prove lasting 
only if full provision is made for avoiding, by deliberate, codrdinated manage- 
ment, wide and rapid finctuations in the price level. For the fulfilment of this 
condition, as indicated in the imperial declaration on monetary policy, for example, 
coöperation between central banks and other monetary authorities must necessarily 
be forthcoming on a regular constitutional basis, and the B.LS. is the only existing 
machinery for achieving that result. 


The Bank has been an observer in many instances and an active par- 
ticipant in others. Time alone can tell when and along what lines its evident 
potentialities will be developed. It can rarely act alone, but as an agent and 
as a means of binding together other agents in concerted action it has many 
large tasks ahead. 

ELEANOR LANSING DULLES 

Washington, D.C. 


™ Midland Bank Monthly Review, Nov.-Dec., 1933 (London, England), p. 1. 


ECONOMIC SIGNIFICANCE OF THE UNDISTRIBUTED 
PROFITS TAX 


Fiscal purpose of the tax not in dispute. Arguments against it have to do with economic 
effects of the tax and appear to be preoccupied with incidental effects. More fundamental 
economic effects, which have largely been ignored, deserve careful consideration. Economic 
effects of “business savings” under pure competition contrasted with such effects under 
monopolistic conditions. Undistributed profits fail to stabilize dividends. Under monopolistic 
conditions, particularly, undistributed profits tend to destroy the free market for commercial 
funds and to cause the existence of an uncontrolled “invisible banking system.” Investment 
of undivided profits in plant and equipment under monopolistic conditions tends to destroy, 
the free long-term capital market and to produce maladjustment. The undistributed profits 
tax applied to large corporations promotes rather than impedes the efficient operation of © 
democtatic capitalism. 

The purpose of the undistributed profits tax is to prevent receivers of 
large incomes from minimizing the amount of their income tax through the 
use of the corporation, and to discourage the corporate practice of with- 
holding dividends and thereby minimizing the taxable personal incomes 
of owners of common stock. The attacks that have been made on this tax, 
which has been described as “the tax without a friend,” concern in the 
main the economic effects of the tax rather than its purpose. It appears to 
be generally recognized that the purpose of the undistributed profits tax is 
clear and unequivocal, and that this purpose is appropriately within the 
bounds of purely fiscal considerations. This does not mean, of course, that 
its economic effects should be regarded as altogether irrelevant. It is quite 
proper, once the purpose of a tax is clearly accepted as a fiscal one, for both 
opponents and advocates of a tax to attack or defend it on the basis of its 
economic effects. A tax that has not both harmful and helpful effects is 
practically inconceivable, and consequently the problem in every case is a 
consideration of the relative importance of these effects. 

Contemporary discussion of the undistributed profits tax appears to be 
preoccupied with incidental effects due to the impact of the tax and to 
neglect almost entirely certain fundamental effects that, from the viewpoint 
of the proper functioning of the capitalistic system, are more important than 
the incidental effects. These fundamental effects are important because 
modern industries are frequently conducted, not by innumerable small com- 
peting firms, but by a few large corporations. In other words, conditions 
of oligopoly prevail in industries that are dominated by one or a few corpora- 
tions. Where oligopolistic or monopolistic conditions exist, it is necessary 
to realize that competitive forces do not operate in the same manner as they 
do under conditions of pure competition.? 

1 Prominent authorities on public finance maintain that the purpose of all taxes should be 
purely fiscal. Some of our federal taxes, notably tariffs, are levied not for fiscal purposes but 
for the attainment of their economic effects. Cf. H. L. Lutz, Publie Finance, 3rd ed. (1936), 
pp. 371-375. 


2 Where a large number of small firms compete in the manufacturing or marketing of 
goods and services. 
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Under pure competition the over-expansion of one or a few firms does 
not lead to a continuing general over-expansion and unbalance in the whole 
industry. If a large number of small firms in one industry over-expands, 
the resulting increase in output will induce a decline in market price that 
subsequently will cause readjustment of plant capacity to competitive market 
demands. Meanwhile, under competitive conditions, the “excessive” plant 
capacity will largely continue in use, and consumers will benefit by en- 
hanced production at low prices. Thus competitive conditions impel the 
most efficient use of the existing capacity and the minimum amount of 
unemployment consistent with existing market prices and variable costs. 
Owing to the lower price for the product and the relatively higher variable 
costs, however, with the accompanying restriction on credit available to the 
industry, further expansion will be checked until the excessive plant ca- 
pacity has been worn out or until the market has grown up to it. During the 
period of necessary readjustment many firms in the industry will, of course, 
be operating “at a Joss” on their investment but with sufficient revenue to 
cover variable costs. 

When, on the other hand, conditions of monopoly or oligopoly prevail in 
an industry, the automatic check to continued over-expansion does not 
operate. When excess capacity is created by monopolistic or oligopolistic 
firms, the readjustment described in the preceding paragraph is prevented 
from occurring, Instead of utilizing the excess capacity and producing an 
enlarged output at “unprofitable” prices, the monopolist or oligopolist will 
find it to his own advantage to restrict his production to whatever extent 
may be necessary to maximize his net returns over variable costs. In the 
absence of competitive pressure, reflected in a shifting demand for his own 
product, the monopolist or oligopolist may continue permanently to operate 
with excess plant capacity.* 

Accordingly, when small enterprisers, whether or not they are organized as 
corporations, plow back their earnings into their business, there is no danger 
of permanent overcapacity, even though there may be initial over-expansion 
in some cases resulting from over-optimistic re-investment of earnings. Un- 
der competition, however, this malallocation of resources cannot long con- 
tinue. Readjustment, of course, is costly but there may be some justification 


3 The monopolist or oligopolist finds himself faced with a negatively sloped demand 
curve and, consequently, a negatively sloped marginal revenue curve. In other words, by 
restricting output he will obtain a higher per unit price. His optimum output is that where 
marginal revenue equals marginal cost (equivalent to marginal variable cost). The optimum 
output of the competitive firm is likewise that output where marginal revenue equals marginal 
cost, but demand appears to the competitive firm as a horizontal line (the same price for 
whatever output he may produce) and hence marginal revenue to him is simply market 
price over which he has no control. The competitive firm will not receive a higher price if 
he restricts his output. Cf. E. Chamberlin, The Theory of Monopolistic Competition, 2nd 
ed, (1936), pp. 11-54; and A. M. MclIsaac and J. G. Smith, Introduction to Economic 
Analysis, 1937, pp. 115-162. 
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for allowing small business-men, by plowing back earnings, to act as pio- 
neers in developing new undertakings that would appear to be too specula- 
tive for the support of conservative bankers and investors. 

On the other hand, when large corporations operating under conditions 
of oligopoly or monopoly plow back their earnings on a large scale, there 
is real danger of permanent overcapacity. And, where the economic system 
is largely dominated by oligopolistic or monopolistic corporations, there is 
danger of general over-expansion and general “oversaving.” The problem 
of unbalance that may thus occur in industrial plant and equipment is 
aggravated by corollary effects upon the monetary and banking system. 

In fact, as a result of the prevalence of monopoly or oligopoly, the condi- 
tions that are likely to prevail and have prevailed in the past, when large 
corporations have extensively withheld the earnings of stockholders, tend 
to result in the breakdown of the balanced operation of the economic system 
under competitive capitalism. In addition, the conditions that tend to prevail 
under these circumstances constitute a destructive interference with the 
sovereign power of the government to regulate the currency and with the 
ability of the federal reserve system to enforce necessary quantitative and 
qualitative control over the credit system. Both of these matters are impor- 
tant whether the corporation uses the undistributed profits “to strengthen 
its cash position” or to invest in expansion of its plant and equipment; but 
the interference with control by the banking system is more evident if the 
undistributed profits are used to strengthen the cash position, and the tend- 
ency to prevent the balanced operation of the economic system is more evi- 
dent if the undistributed profits are used for investment in plant and equip- 
ment. 


Effects of Using Undistributed Pro fits to Strengthen Cash Position 


When large corporations use undistributed profits to increase their cash 
holdings, in the form of bank deposits or liquid securities, they in effect 
are appropriating earnings that belong to stockholders in such a manner as 
to free the corporation of the discipline of the competitive short-term credit 
market. They free themselves from the discipline of the banking system. 
They can then expand their inventories and their productive activities, not 
on the basis of the impartial judgment of the competitive credit market, 
but solely in accordance with their own judgment as to profit possibilities. 
It would be only a matter of coincidence if their judgment as to the wisdom 
of the increased output were in agreement with the impartial ea of 
the free competitive short-term capital market. 

Under the modern system of competitive capitalism, short-term eee is 
supposed to be rationed to the various competing lines of production accord- 
ing to the judgment “of the market” as to the prospective profits. This judg- 
ment of the market materializes through the complex and highly efficient 
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operation of various credit agencies, including particularly the credit depart- 
ments of the commercial banks. When large corporations are permitted to so 
strengthen their cash position as to become virtually independent of the 
banking system for their short-term working capital requirements, there is 
created virtually an “invisible banking system” that can defy the disciplinary 
influence of the commercial banks and of the federal reserve system. In this 
connection the episode of brokers’ loans for account of others leading to the 
collapse of the securities market in 1929 may well be remembered. 


Effects of Using Undistributed Profits to “Stabilize” Dividends 


If corporations use undistributed profits to invest in a portfolio of securi- 
ties so that dividends to common stock may be stabilized, the results in 
effect are the setting up of investment trusts operating in a manner just the 
opposite from that which would be considered sound investment policy. The 
corporation would then be appropriating the stockholders’ earnings during 
prosperous times and investing them in securities at high prices and selling 
them ‘subsequently, in order to continue to pay dividends, during times when 
security prices were low. Moreover, the officers of a business corporation are 
appropriately experts in the business in which they are engaged (producing 
goods) and they are likely to be inexpert in the art of security investment. 
In any case, by virtue of the circumstances, even an expert investment man- 
ager would be faced with the necessity of buying heavily when security 
prices were high and selling heavily when security prices were low in order 
to synchronize his purchases and sales with the growth and shrinkage of the 
fund. 

A more serious effect of the use by large corporations of undistributed 
profits to invest in security portfolios is that it creates an artificial market 
for securities. The accumulation of these funds by large corporations stimu- 
lates rising security prices in boom periods, making it easier for other cor- 
porations to expand their capital financing than would otherwise be the case. 
During the subsequent period of decline, the drop in security prices is 
accentuated by the selling of these security portfolios in order to maintain 
dividend payments, making it more difficult than otherwise would be the 
case for other corporations to engage in capital financing. 

Under the system of competitive capitalism, the distribution of long-term 
credit to the various demands must operate through the free capital market 
that is institutionally represented by the investment banking system and the 
open market for securities. This important function, which theoretically 
maintains balance in the system, is thrown into chaotic confusion if large 
corporations enjoying monopolistic or oligopolistic positions are permitted 
to create artificial conditions in the securities markets in the manner described 
above. Such a situation did in fact prevail during the years preceding the 
1929 crash, 
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From the viewpoint of the appropriate functions of the various types of 
security holders, it is open to question in any case whether or not the com- 
mon stockholders should have their dividends stabilized. Certainly they 
should not be stabilized at the expense of the bondholders’ interests or at 
the expense of the stability of the economic system as a whole. In an eco- 
nomic system operating under dynamic conditions, with free enterprise and 
freedom of choice by consumers, the function of risk bearing must be per- 
formed by someone. If the common stockholders do not perform the func- 
tion, who will? As the system operates, according to the theories so vigor- 
ously upheld by business-men themselves, the function of risk bearing is 
appropriately that of the owners of common stocks. Regardless of any at- 
tempt to “stabilize,” the risks will remain; for the future cannot be ac- 
curately predicted unless the choices of enterprisers and consumers are 
dictated rather than free. In any case, the creation of a condition of malad- 
justment in the distribution of capital investment merely introduces an addi- 
tional risk element, an additional factor leading toward instability of 
earnings on common stock. 


Effects of Using Undistributed Profits to Invest in 
Expansion of Plant and Equipment 


The use by large corporations enjoying monopolistic or oligopolistic mar- 
keting conditions of their undistributed profits for expansion of plant and 
equipment has the effect of liberating them from the discipline of the free 
long-term capital market. In other words, theirs is the sole judgment as to 
whether or not the present and prospective conditions of the market warrant 
the expansion. When they can appropriate the common stockholders’ earn- 
ings for expansion, they need not submit their plans for expansion to the 
impartial judgment of the free capital market. It seems hardly necessary 
to point out to business-men (since they have long preached the doctrine 
themselves) that there must be a free capital market so that competitive 
forces will operate to maintain balance in the rate of expansion of the vari- 
ous types of production. 

The officers of a corporation are undoubtedly the best judges as to the 
technical matters involved in problems of expansion of their particular in- 
dustry, but they and their sales departments are likely to be over-optimistic 
in good times as to the futuré earning possibilities. In any case, the question 
of future prospects should be subjected to the test of the free capital mar- 
ket to be compared with the prospects of the other lines of production com- 
peting for the uses of capital. To the extent that there is, under capitalism, 
any “economic planning” toward the attainment of balance in the economic 
system, it is through this operation of the free capital market. The judgment 
of the corporation must be supported, accordingly, by the judgment of the 
market before expansion should be undertaken. Otherwise, over-expansion 
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will occur in some lines, the system of production and distribution will be 
thrown out of balance, excess capacity and unemployment will prevail with 
the accompanying social loss, and eventually the earnings of the holders of 
common stock may be far lower than otherwise would be the case. 


Conclusion 


These considerations appear to be far more important than the various 
points that are currently being made by the opponents of the undistributed 
profits tax. If the tax prevents saving by small corporations, it might be 
appropriate to exempt them from the tax. So far as the argument contained 
in this article is concerned, small corporations could be exempted from the 
tax without harmful effects. For large corporations, either because of existing 
conditions of monopoly or oligopoly or because of threatened conditions of 
that character, the tax should be retained in our fiscal system. In its economic 
effects the tax favors, rather than hinders, the proper functioning of the 
capitalistic system. Consequently, the tax that has been recently described as 
one without a friend has one very important though perhaps inarticulate 
friend—namely, modern democratic capitalism. 

JAMEs G. SMITH 
Princeton University 
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Professor Graham on Partial Reserve Money 


My attention has just been called to Professor F. D. Graham’s article on 
“Partial Reserve Money and the 100 Per Cent Proposal,” published in the 
American Economic Review, September, 1936. In that stiles on page 432, 
Professor Graham refers to my pamphlet entitled How to Understand Money 
(Farrar and Rinehart, 1935). He says, “Professor Haney . . . seems to think 
that he has justified the issue of currency by private banks when he asserts that 
bank deposit currency is not money.” | l 

This statement is erroneous. In the first place, I am not interested in “justify- 
ing” anything. Professor Graham’s thought is full of “oughts,” “rights,” 
“wrongs,” etc, which no doubt explain his error in attributing ethical notions 
to me. In the second place, I do not think that I have justified anything merely 
by adopting certain definitions. Professor Graham can say no more than that it 
seems to him to be so, In the third place, I did say, and would repeat with 
emphasis, that it is expedient, as conducive to straight (non-circular) thinking, 
to defend the concept of “money” as being different in scope from the ¢oncept 
of “currency.” ` 

The reason is indicated in my pamphlet. I treat “currency” as being any 
medium of exchange. “Money,” however, is treated as being only that part of 
the media of exchange which can circulate freely and be used to measure objec- 
tive value in exchanges which involve the lapse of time. I know of no way to 
get such characteristics except by using some standard object which has objec- 
tive value. 

Credit instruments, such as bank checks, do not circulate freely, as anyone who 
has tried to cash one in a strange city knows. Moreover, their value depends upon 
(1) the money—in the above mentioned sense of the term—in which they will be 
paid, as well as upon (2) the honesty and solvency of drawer and drawee (the 
bank). 

tn. this connection, Professor Graham did not heed my definition, while he 
himself proceeds to beg the whole question at issue by calling government 
credit “cash,” and bank deposits “money.” | 

He proceeds to say: “Professor Haney, moreover, appears to think that banks 
cannot even create ‘currency’ since, as he says, banks canriot lend their deposits.” 
To do him justice, he admits that others “appear” as I do in this matter, but 
he implies that the rest of us are trying to fool the people by means of an 
ambiguous use of the term, “deposits.” 

Then he himself proceeds to make the cardinal error that vitiates most of the 
current wish-thinking about so-called money. He fails to understand the relation 
between “deposits” and “loans.” (Incidentally, he conveniently saves himself 
from logical exposure at one point by implying that time deposits and demand 
deposits are much the same thing.) The crowning piece of confusion appears 
in the following statement: “. . . and they [banks} can, in addition, lend new 
liabilities [deposits] created for, and in the act of, making a loan.” 

I take it that he here refers to a derivative “demand-deposit” liability, which 
balances a “loan” asset on the bank’s books. If this be the case, I ask, what 
remains for the bank to lend? Surely, the talk about the deposit being a “new” 
one makes no difference. It is still a liability, balanced by the loan. 

On page 429, Professor Graham says of another writer that he “refuses to 
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discuss the general. merit of divorcing the supply of circulating medium from the 
lending process, and of making it impossible for commercial banks to relend 
several times over the sums deposited witH»them .. .” This statement well 
reveals Professor Graham’s‘approach. It implies that (1) the banks can and do 
relend deposits over and over again; therefore, (2) bank deposits (money, as 
he calls it) should be “divorced” from loans! 

One fundamental objection to all this is that there is no limit other than the . 
will of “the sovereign,” as Professor Graham ‘calls him. My thought, like that 
of experienced commercial bankers, is that derivative deposits get their validity 
from ‘loans which are made for the purpose of directing existing capital into 
productive uses. The" goodness of deposit currency, in the last analysis, rests 
upon the goodness of the use of the factors of production by individual borrowers. 

Passing over Professor Graham’s grave citation of President John Adams as 
an authority on money and banking, may I refer to one more statement which 
shows why he disagrees so.violently with the position taken in my How to 
Understand Money. On page 430, he says: “Fiduciary money, unlike real wéalth, 
cannot with social advantage be indefinitely increased in volume.” I would ask 
what real wealth can be increased indefinitely without ceasing to be wealth? My 
position is that the only way to know what social value is, is through freely 
determined objective values; and that the only way to measure such values, and 


_ to secure-the advantages of exchange and credit, is by using as “money” a con- 


venient object that itself has objective value. One great advantage in using gold 
as a standard substance is that it is “real wealth,” but that it cannot be indefinitely 
increased in volume! 

This is a rejoinder, not a review. I cannot close, however, without noting that 
Professor Graham’s thought is vitiated throughout by sweeping postulates or 
premises: | 

(1) He assumes that social planning by governmental agencies is an ad- 
vantage. (He tréats seigniorage as a tax, and taxation as the sovereign’s power 
to destroy.) 

(2) He thinks on the level of the Casselian simultaneous equations, in that he 
continually speaks of total money supply as if it were to be exchanged for the 
tota! of all goods! 

(3) He fails to recognize the technological aspects of monetary functions, and 
Jacks understanding of how money serves as the tool of credit. 

Lewis H. HANEY 

New York University 


A Note on “A Break in Keynes’s Theory of Interest” 


The object of Professor Landauer, in his article in the June, 1937, Review, is 
to demonstrate that Keynes’s effort to establish the rate of interest as an inde- 
pendent monetary phenomenon is unsuccessful. The kernel of his criticism is the 
alleged incompatibility between “liquidity preference,” as used by Keynes, and 
the declining efficiency of capital. His proof of this incompatibility is fatally 
defective because he declines to be bound by the postulates of the system he 
seeks to test. The incompatibility he finds is that which exists between Keynes’s 
concept of liquidity preference and the traditional concept of the efficiency of 
te which happens not to be Keynes’s. It does not in any way affect the logic 
of Keynes's-argument. ; 

Foes 
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Keynes regards the diminishing efficiency of capital as the decreasing adapta- 
bility of capital to employ the available units of labor as output increases, (General 
Theory, p. 42.) This may be a novel and startling proposition, for apparently it 
requires that labor be considered as an overhead cost, ia it does not appear to 
be incompatible with Keynes’s definition of the marginal efficiency of capital. 
‘Unless it is defective because incompatible with that underlying definition—and 
Professor Landauer does not raise the issue—this proposition must be accepted 
by anyone who seeks to test the internal consisténcy of Keynes’s theory. Professor 
Landauer, however, rejects the notion that it may be labor in relation to which 
capital is abundant (p. 262), and substitutes for it the view that capital goods 
are scarce or abundant only in comparison with consumet’s goods. From this 
point onward his argument is necessarily irrelevant to the validity of Keynes’s 
logic. oe 

i? must be noted that in making the above substitution Professor Landauer 
palpably begs the question. For he states that if it is held that the rate of interest 
must adjust itself to the changing marginal efficiency of capital—which he defines 
on the basis of the relative scarcity of capital and consumption goods—then “it 
will be seen that in this light the interest rate is the equilibrating factor between - 
investment and consumption, and not a mere compensation of liquidity prefer-_ 
ence” (p. 262). 1 i . 


The basis upon which Professor Landauer thus rejects labor (which Keynes 
explicitly "names) as the factor in comparison with which capital is scarce or 
abundant, involves another play upon words. By using the term “capital” to 
denote both capital funds and capital equipment, he is able to say that because 
an abundance of capital funds is favorable to increased employment, therefore 
an abundance of capital equipment cannot decrease employment. His assumption 
that capital funds are equivalent to capital equipment is, of course, based on the 
traditional identification of saving and investment, which is one of the major 
. points put in issue by Keynes. Thus we are again confronted with a question- 
begging argument that avoids any test of Keynes’s logic. 


MI 


Professor Landauer next discusses competition for “resources” between invest- 
ment and consumption (pp. 264-5), with apparently no appreciation that such 
competition can obtain only in the special case of full employment and not in the 
general case with which Keynes’s argument is concerned. His conclusion, that ` 
unemployment must be frictional only, is inherent in his underlying assumption 
that full employment prevails. Once more he argues in a circle and fails to touch 
Keynes’s reasoning. 

In this connection, his use of the term, “resources,” implies failure to under- 
stand that in Keynes’s theory investment and consumption are “fed” only by 
the flow of income, which is angmented by increased consumption quite as readily 
as by increased investment. The obverse of this fundamental proposition of 
Keynes’s theory is that income is currently determined by prospective investment 
and consumption. Saving that is withheld from investment must in effect dis- 
appear through the consequent shrinkage of income. It is the dynamics of this 
adjustment that is neglected by Landauer’s traditional assumption of identity 
between capital funds and capital equipment. 
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Professor Landauer’s criticism of Keynes proceeds upon the-.assumption: that . 


_ investment is made from past accumulation. He ignores not only. thé-significance 


of the place, time, and rate of hoatding, but also the depressing effect that hoatd- 
ing has on prospective consumption and thus on the incentive to dishoard. For his 
conclusion, that hoarding has no real effect upon economic behayior, he claims 


‘to find, support in the quantity theory of money. It ‘is, not. pertirient -here to... . 
exafiine this claim; it is sufficient to point out that Keyfies’s restatement ‘of the 
quantity theory (General Theory, pp. 295 ff.) in no wise supports such a view. ° 


, Professor Landater’s assertion that Keynes, through his adherence, to “the” 
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- quantity theory, must subscribe to such a conclusion is quite unjustified. Keynes’s 


formulation of the quantity theory is consistent with his argument that. hoarding, 


‘by reducing’ income, reduces the marginal efficiency ‘of capital and thus cumula- 
tively accentuates its initial deflationary effect, : 
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“Professor Landauer is apparently unable to, free himself from the postulates of 
traditional doctrifie and to examine Keynes’s theory on the. basis of its own 
assumptions, which is riécessary, of course, ifthe mutual compatibility of its con- 


‘cepts'1s to be examined and itsinternal consistency tested. Only thus cari we ex- .! 
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plain ¢1) ‘his inability to understand how Keynes relates the efficiency of meee 
to the available:supply of labor; (2) his implicit identification of saving.and in- 


_ vestment without appreciation of the dynamics which*Keynes adduces to explain - 
-their ‘necessary equality; and (3) .his failure to understand that according to” 
~ Keynes’s theory an increase of consumption expenditure, except in-the case of 


full’ employment, promotes rather than diminishes capital outlay..Jt is submitted 
that the errors analyzed above vitiate his entire argument and leave unscathed 
Keynes's concept of liquidity preference and theory of interest. `, oa 
a a l . Roperick H. RILEY 
‘Madison, Wisconsin À 


po ‘Reply by Mr. Landauer- ` fe 


I-want to concentrate on the most important points in. Mr. Riley's objections. 
Therefore I shall not discuss his opinion that in interpreting Keynes Ihave been 
thinking in terms of physical rather than value. productivity of capital, which | 
would have been .a very grave mistaké indeed; I am, rather confident that the 
reader, when he reéxamines the original text of my article, will realize that I 


. am not guilty.of this mistake. Similarly, when Mr. Riley blames me for circular 


reasoning, I shall leave the reader to form his own judgment. Finally, Mr. Riley's 
objection that I fail “to undérstand that in Keynes’s theory investment and con- 


-sumption are ‘fed’ only by the flow of income, which is augmented by increased’ 


consumption quite as readily as by-increased investment” is based on a misunder- 
standing'of terms. tather than on an important difference of opinion between’ us 
and may be left out from this attempt to clarify our respective positions. The- 
important points of difference, it seems to me, are these: oy l 

1., Mr. Riley thinks that Keynes considers the diminishing efficiency of capital 
as identical ‘with, or as caused by, “the decréasing adaptability of capital to 
employ the available units of labor as output increases,” or expressed in simpler 
terms, ‘toian abundance or decreasing scarcity of capital in relation to labor. 
Abundance of capital in relation to labor means shortage of labor in relation to - 
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capital, But how can the existence of such a shortage be reconciled with Keynes’s 
idea that unemployment is a regular phenomenon? Mr. Riley’s interpretation 
implies, it seems to me, a much more obvious inconsistency in Keynes's system 
than does any of my arguments. : . 

In the pdssage which Mr. Riley. quotes from the General Theory (p. 42) 
Keynes does not speak “of scarcity of labor in general, but only of a situa- 
tion in which “there is no surplus of specialized or practised labor.” In such 
a situation, if “the use of less, suitable Jabor involves a higher labor cost per 
unit of output, . . . the rate at which the return from the equipment diminishes 
as the employment increases is more rapid than it would be if there were such 
a surplus.” 

This is an incontestable statement. But if any considerable unemployment 
exists, even “suitable” labor will be relatively abundant, or can easily be made 
so by schooling. If scarcity of well trained labor were the main reason for the 
decline of capital efficiency per unit, this scarcity would be automatically remedied, 
as soon as that decline produced unemployment, which would be. inevitable, ac- 
cording to the Keynes theory; the bottle-neck in the labor supply might cause 
temporary difficulties but. never an under-employment equilibrium. If for any 
reason the process of widening the bottle-neck should not occur automatically, 
then we should have to believe in vocational training and re-training rather than 
in creditary policies as a remedy for the evils attributed to the declining mar- 
_ ginal efficiency of capital by Keynes, and this would certainly not conform with 
Keynes’s opinion. Consequently, it is impossible to explain the decrease of the 
marginal efficiency of capital by a shortage of specialized labor and at the 
same time accept Keynes’s rae line of reasoning. Moreover, while it may 
sometimes be true that an additional amount of capital investment in, let us say, 
automobile factories is somewhat less profitable than preceding doses because 
workers with inferior training must be employed if the plant is expanded, [think - 
it would be highly unrealistic to hold this fact mainly responsible for cyclical and ` 
chronic unemployment. The passage on p. 42 is cautiously worded and by no 
means forces us to read into Keynes’s book the assumption that a shortage of 
labor, in any sense, is a principal cause of the decline of the marginal efficiency of 
_ capital. If I had adopted that interpretation of Keynes's theory which Mr. Riley 
blames me for not adopting, I feel I should have violated the first rule of con- 
structive criticism which says that a critic should always interpret the author's 
statements in the sense which shows the least amount of inconsistency and error. 

2. I am not at all sure that Keynes himself would emphasize the distinction 
between capital funds and capital equipment in the same way as Mr, Riley does 
it, since Mr. Riley’s discussion of this point comes ,very close to a distinction 
between the quantities of aggregate saving and aggregate investment, and Keynes 
rejects this distinction most definitely.: (Confer General Theory, pp. 52-85, and 
Keynes’s article in the Economic Journal, issue of June, 1937.) But I agree with 
Mr. Riley that, whatever Keynes himself may have said, the logic of his system 
calls for the assumption that not all capital funds are under all circumstances 
turned into capital equipment. However, the marginal efficiency of capital is 
determined by those funds which are turned into capital equipment, and the rea- 
son why the marginal efficiency of capital funds declines is, in Keynes’s opinion 
as in reality, the fact that the marginal efficiency of capital equipment declines 
as its quantity increases (see p. 42). In order to stay within the framework of 
Keynes's system we have to assume that the abundance of capital funds may be 
greater than the abundance of capital equipment, but this is no reason to deny that - 
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there will be no great use for more capital funds if there is no great use for 
more capital equipment. 

3. Mr. Riley objects to my proposition that Keynes’s own formulation of the 
quantity theory of money is not consistent with his liquidity-preference theory of 
interest. In my opinion Keynes does not deny the principle of the quantity theory, 
which, as expressed in broadest terms, says that the sum total of prices adjusts 
itself to a varying quantity of money. Keynes stresses the point that part of this 
adjustment is being made by changes in output, so that a smaller or larger num- 
` ber of goods will enter the market, depending on the smaller or larger amount of 

money; this seems to me the only important feature which distinguishes his 
presentation from the traditional formula of the quantity theory. Naturally, if 
the quantity of goods grows, the price of the individual piece need not grow so 
much to adjust the sum total of prices to an increased quantity of money. 
_ Let us set aside for a moment the question of what bearing the peculiarity 
of Keynes’s formula has on the problem of the rate of interest, and fet us con- 
- centrate on the more general question as to whether the effects of the quantity 
of money on output can be permanent. Certainly, the absolute quantity of money 
as such cannot have any important meaning; we can never say that any rise.of 
output or any structure of production or any relation of prices will be possible 
with 2x of money in circulation which would not be possible with x. This fol- 
lows from the obvious impossibility of defining any quantity of money in abso- 
lute terms. A sum of one dollar or of a billion dollars has no meaning if not 
defined in terms of goods or, what is ultimately the same, in terms of national 
income. Since the abstract term dollar or pound has no meaning, nothing can 
depend on the fact, as such, that we have a certain quantity of dollar coins or dollar 
notes in circulation. No economist, with the possible exception of the most doc- 
trinaire metallists, has ever expressed any other opinion, and I am sure Mr. Riley 
will agree with me that Keynes, just like everybody else, considers the above 
statement a commonplace. 

But while Keynes would certainly agree that it would make no difference 
whether an economy at its start (so to speak) called its available quantity of 
money $100.00 or $1,000,000,000.00, he would say that changes in the quantity 
of money may have a long lasting effect on output. Although the choice of the 
original quantity is irrelevant, the increase or decrease of money has, in Keynes's 
opinion, some effects which may not disappear, at least not easily. If the quantity 
of money is diminished, men will be put out of work, and a new and Jess favor- 
able employment equilibrium may be established so that they will not again be 
reémployed ; and since output has decreased there will be no strong tendency for 
the money unit to gain that greater importance which the traditional quantity 
theory predicts in case of a decrease in the quantity of money, and therefore 
the unfavorable equilibrium will be more stable than it would otherwise be. I 
think one expresses Keynes’s ideas correctly by saying that while the absolute 
quantity of money has no influence on output and employment, our present output 
and employment situation is to a large extent the result of past variations in the 
quantity of money. j 

Some passages in Keynes’s theory read as though he believed that the only way 
to destroy the effect of a decrease in money quantity would be a subsequent in- 
crease, and vice versa. But does he really think that there will never be an adjust- 
ment through increased importance of the monetary unit in case of a decrease,. 
and through decreased importance of the unit in case of an increase in the 
quantity of circulating money, no matter how long the time which we allow for 
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such an adjustment? The discussion on pages 306 and 307 of the General Theory 
is convincing proof to me that he does not go that far, and that he thinks the 
importance of the money unit will ultimately adjust itself to a decreased quantity 
of money unless an adjustment through a new change in quantity is obtained 
earlier, which he thinks is more likely. 

Now let us return to the problem of the rate of interest and liquidity prefer- 
ence, Since people want to keep part of the money in circulation as a cash re- 
serve, the quantity of money which has been printed or coined is not fully avail- ` 
able for purchases. The situation is just the same as if a lesser amount of dollars 
and pounds and francs and marks had been created. Therefore, the withholding ` 
of cash itself has no influence on the structure of the economy (and the interest 
rate is a part of that structure). This follows from the “commonplace proposi- 
tion” of the quantity theory. What may have an influence are the former increases 
and decreases in the tendency to withhold a part of the money from circulation. 
But will this influence be permanent? In view of what Keynes says on pages 306 
and 307; I do not think that he could consider it permanent, without inconsistency, 
even if there were only increases or only decreases of liquidity preference. How- 
ever, increases and decreases of liquidity preference follow each other in com- 
paratively short waves, and necessarily cancel their respective effects. Therefore 
there is no room for liquidity preference as a determinant of any “structural” | 
feature of the economy, be it the rate of interest or anything else, except for a 
short period of time. 

While it seems to me that all the steps in this reasoning, except the very last 
one, remain within the logic of Keynes's system, he certainly refuses to take this 
very last step. In fact, in many of his passages on the rate of interest he argues as 
if not only changes in liquidity preference, but the degree of liquidity preference 
itself, would have an influence on the rate, which, for reasons that I have tried to 
explain, does not seem to me consistent with his fundamental opinions on money. 
Some of the basic assumptions are still too orthodox to warrant his unorthodox 
conclusions. 

I grant willingly that what I said in my article about the incompatibility of 
Keynes's quantity theory of money with his liquidity-preference theory of interest 
was too short to do justice to the difficulties of the problem, and even this note 
is far from being an all-round discussion of it. We have every reason to be grate- 
ful to Keynés that he did not withhold his book from publication until every 
important detail could be presented in a completely clarified form; otherwise eco- 
nomic science would probably still be lacking the great stimulating effect which 
his book has had. But there is another side to the fact that we have been able to 
learn from the General Theory before everything in it is quite straightened out, 
and this is that the innate difficulties of the topic are augmented by some doubts 
as to the precise nature of the author's opinion on certain very important problems. 

á. Mr, Riley is right in pointing out that I have not explained how competition 
for resources is possible in another state than that of full employment. If there 
are unused resources, why should different purposes compete for the same re- 
sources, why can they not use the unemployed reserves? Of course it is impossible 
to state one’s opinion fully on this question without writing a book, but this does 
not detract from the logical necessity of an answer. Thus the blame which I really 
deserve is one of incompleteness of argument, not of begging the question. May 
I, without attempting to fill the gap, just try to indicate in what direction I should 
search for the material with which to fll it? 

First of all, while there may be unused resources on which one could draw for 
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investment as well as consumption, the high-grade resources are generally used; 
in those periods when, for reasons which we cannot here endeavor to explain, 
product prices are low and unemployment of men and equipment equally great, 
there is still a scarcity of (and therefore there may be competition for) those 
types of equipment with which one can most cheaply produce (even when output 
is small) and therefore earn profits even under depression conditions. My second 
point I can only indicate by an example. During the World War there was un- 
questionable competition between the various countries for the largest number of ` 
men who could be sent to the trenches; there was also in each country competition 
for manpower between the army, the munitions industries, and the industries 
necessary to feed the people. But any observer who visited barracks or drill 
grounds in any of the belligerent countries found that while soldiers sometimes 
practised to the point of exhaustion, they spent a very large part of their time wait- 
ing for orders, for food, for equipment, or for the arrival of superiors. There was 
a saying among the German soldiers that futile waiting was a soldier’s main job. 
But anybody who would have drawn the conclusion that there was no shortage 
of manpower, or no competition for manpower, would have been undoubtedly 
wrong, I submit that our present economic machinery wastes resources just as 
the military machinery during the war wasted manpower ; but this, in my opinion, 
does not prove that there can be no scarcity of, or competition for, economic re- 
sources between consumption and investment. 
CARL LANDAUER 
University of California 


Rejoinder by Mr. Riley 


Professor Landauer having by correspondence removed a misunderstanding on 
my part, neither my note nor his reply now contains reference to his statement 
on page 263 concerning the efficiency of capital. 

1. Answering the first point of Professor Landauer’s reply, I cannot agree 
that on page 42 Keynes is not speaking of scarcity of labor in general. His as- 
sumption of no surplus of “specialized or practised labor” seems clearly for the 
purpose of emphasizing the tendency that prevails under all conditions. To me, 
the sentence cited by Professor Landauer admits of no other interpretation than 
this. Further, I cannot-agree that this passage is worded so as to restrict its sig- 
nificance; and as it is part of Keynes’s development of his basic units it seems 
necessarily binding upon all that follows. 

The fundamental significance of this brief passage of Keynes seems to have 
escaped Professor Landauer, else he could not say, “Abundance of capital in 
relation to labor means shortage of labor in relation to capital.” When the norm 
is set, as Keynes sets it, by the labor supply, it is inadmissible to speak of relative 
abundance or scarcity of labor. Labor becomes the gauge and cannot itself be 
gauged. “Abundance of capital” means, not shortage of labor, but a high degree 
of mechanization or capitalistic development. This is not incompatible with full 
employment, provided the rate of interest falls appropriately. 

2. Professor Landauer errs if he believes I agree with him that the logic of 
Keynes’s system requires the assumption that capital funds are frequently not 
chahged into capital equipment. In my view of Keynes's theory, funds that are 
not spent for capital equipment cannot be capital funds. The failure to spend 
them, either on equipment or on consumption goods, involves their disappearance 
through shrinkage of income. 
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3. It seems to me that in his further treatment of the quantity theory of money, 
Professor Landauer must justify his elimination of idle balances from the analysis. 
To assume that this elimination is admissible is once more to put the conclusion 
among the premises; the liquidity-preference theory may not be invalidated by 
excluding from consideration the quantitative factor which most clearly reflects 
liquidity preference. 

4. Professor Landauer refers again to the “competition for resources between 
consumption and investment.” I had thought it unnecessary to state that Keynes's 
emphasis upon structural unemployment does not exclude recognition of “‘fric- 
tional” unemployment or of competition, due to market and pricing imperfections, 
between consumption and investment prior to achievement of full employment. 
Keynes's discusston on pages 301-2 of the discontinuity of change in thé wage- 
unit covers the point fully. 

5. Further, I do not understand how Professor Landauer gets into a discussion 
of natural resources, including labor, after apparently agreeing with me that his 
term, “resources from which investment is fed,’ means current income, I dis- 
claim, of course, any view that current investment is not affected—through cur- 
rent income—by existing capital equipment. 

As to my view that Professor Landauer habitually puts his conclusions among 
his premises, I cannot agree that’ mere methodology is the issue. To grant that 
would be to grant one more conclusion at the outset. In the specific case he cites, 
I can only refer again to my argument that he unnecessarily and erroneously aban- 
dons Keynes’s interpretation of the diminishing efficiency of capital and by 
substituting his own makes his conclusion inescapable. 

RopERIcK H. RILEY 

Madison, Wisconsin 


Note on “Taxes and the Consumer” 


In the March issue of this Review, in an article titled ‘“Taxes and the Con- 
sumer,” Professor Wehrwein showed in a convincing manner that taxes either 
are shifted to the consumer or, levied directly on him, may be shifted forward. 

The substance of his argument, for our purpose, may be summarized by the 
following quotations: 

“A laborer must have food, shelter, clothing, etc., to be able to work. He uses 
these necessities to a great extent for the same purpose for which a manufacturing 
business uses coal and other raw materials, 7.e., as a source of heat, energy and 
equipment in producing something which is to be sold. Even recreation increases 
a laborer’s efficiency.” Thus an increase in the cost of living caused by the shifting 
of taxes to the wage-earner, or a tax levied directly on him, may lead the wage- 
earner to demand and get higher wages. In addition, by means of goods and 
services he purchases, the wage-earner may shift some of his taxes backward. “It 
may be more difficult for a wage or salary-earning consumer to shift taxes than 
for a commercial or manufacturing business, but it is useless to claim or imply 
that no tax shifting has or can be done by the salary or wage-earner.” 

It is in the last paragraph of Professor Wehrwein's article that the present 
writer believes he has erred. Here he makes the following statement: 

“There are many consumers who do not earn the money which they need for 
personal purposes. This group includes, among others, nearly all the children, 
and most housewives. It is only to these people that the term ‘final consumer’ 
really can be applied, Consumers of this type obviously cannot shift forward taxes 
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passed to or levied directly upon them because they do not sell anything of any 
kind, though they may be able to shift them backward.” 

To this writer it is not “obvious” that consumers of this type cannot shift their 
taxes forward. Assuming the validity of Professor Wehrwein’s previous argu- 
ment, it would appear that it is only logical that this type of consumer can shift 
his taxes as well as any other, or at least within limits. Why is it that the wage- 
earner can get higher wages when he must pay higher taxes, yet the housewife 
must purchase less? If all the housewives were taxed, say one-hundred dollars a 
year, it would be necessary for them to demand and to get larger allowances from ` 
their husbands, and this would encourage wage-earners to demand higher wages 
the same as if the tax were levied directly on them. This argument can be applied 
equally well to children or any dependent of a wage-earner. Likewise, any tax 
shifted to non-productive consumers will tend to be shifted forward. 

Therefore, the only conclusion that can be reached is that there is no “final 
consumer” who is surte to bear a tax once it is paid by him. 

J. A. LEAVITT 

New York City 


Britain Is Pawned! 


With reference to the criticism of Britain Is Pawned! appearing on page 781 
of your December issue, your critic has written, ‘The main theme, however, is 
that interest, defined as ‘unearned income’ from ‘spurious capital values’ of land, 
monopoly, goodwill, and national debt, should be eliminated.” Whereas the 
converse of this argument is sustained throughout the book, viz., that unearned 
income forms spurious capital value by virtue of the rate of discount, e.g, on 
p. 16, line 3, “Though this unearned income forms the basis of that spurious 
capital value, which is the national liability... .” Also p. 12, line 30, “If it is 
unearned it will create capital value equal to the discounted value of its future 
yield, ...” For whilst all interest is unearned, not all unearned income is interest 
(just as we may say that whereas all English people are white, not all white people 
are English) and that portion which is not interest creates a capital value, by virtue 
of the rate of discount, which forms a reflection called the rate of interest. “All 
capital value in the form of national liability owes its existence to the fact that 
it represents the total discounted value of a lien upon future production, and it is 
the relationship between the annual income and its total discounted cash values, 
or capital value, which is called the rate of interest; for the owner of capital value 
thinks of his income as a yield of so much per cent on his capital” (p. 22, line 23). 

I am stressing the importance of this point because any attempt to levy a tax 
upon interest derived from the ownership of capital goods would not reduce the 
net return to the owner; the tax would be passed on to the consumer in higher 
prices. Whereas any tax levied upon unearned income (other than interest on 
capital goods) does reduce the net return to the owner; the tax would not be 
passed on to the consumer. On the contrary, spurious capital values would be 
reduced by the capital value of the tax through the action of the rate of discount 


(p. 41). 


Melbourne, Australia 


VINCENT PANTIN 


REVIEWS AND NEW BOOKS 


General Works, Theory and Its History 


Studies in Income and Wealth. By the CONFERENCE ON RESEARCH IN NA- 
TIONAL INCOME AND WEALTH. Vol. I. (New York: Nat. Bureau of 
Econ. Research. 1937. Pp. xviii, 348. $2.50.) 

National Income and Capital Formation, 1919-1935: A Preliminary Re- 
port. By SIMON Kuznets. (New York: Nat. Bureau of Econ. Research. 
1937. Pp. x, 86. $1.50.) 

The Conference on Research in National Income and Wealth comprises 
representatives of seven universities, nine research divisions of the federal 
government, and various other organizations. Its purpose has been to bring 
about an exchange of information among the workers in its field, to promote 
agreement upon the most appropriate concepts and terminologies to be 
used, and to stimulate research on a codperative basis. This volume presents 
the results of the Conference’s attempt to clarify concepts, unify terminology, 
and improve procedure; the statistical estimates it contains are pre- 
sented mainly for the purpose of illustration, and there is little discussion 
of available statistical sources. As such it is not a book for the use of the 
average student of economics, but will be required reading for all those 
interested in the field which it covers. 

The volume is divided into eight parts. The first contains a discussion 
of various national income concepts by M. A. Copeland, followed by a 
criticism by Simon Kuznets:and Clark Warburton. The second part, by 
Mr. Warburton, entitled ‘Accounting methodology in the measurement of 
the national income,” contains in the main several memoranda prepared 
in connection with the Brookings Institution study of the distribution of 
wealth and income. Part 3, by Solomon Fabricant, discusses corporate 
savings in the measurement of the national income, with stress on the 
effect of changing prices upon depreciation allowances and inventory 
valuations. Part 4, by Simon Kuznets, is closely connected with the pre- 
ceding section and describes the effects of changing inventory valuations on 
business savings and the national income. Criticism by Dr. Copeland, Milton 
Friedman, and A. W. Marget follows. Part 5, by Gerhard Colm, presents 
a stimulating discussion of the proper treatment of government revenue 
and expenditure in calculating the national income. It is discussed by J. M. 
Clark, Simon Kuznets, and Mabel Newcomer. In part 6 Carl Shoup deals 
with the distinction between “gross” and “net” income for the purpose of 
income taxation. The subject is important because various statistical sources 
depend upon statements of income prepared in conformity with the income- 
tax law. Roy Blough and W. W. Hewett discuss Professor Shoup’s contribu- 
tion. Part 7 is a treatment by Solomon Kuznets of some problems connected 
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with measuring per capita labor income. Finally, part 8, by O. C. Stine, ts 
devoted to the difficulties involved in determining the ratio between pur- 
chasing power of the net income per person on farms and that of the 
income of persons not on farms, both pre-war and present, as prescribed 
by the Soil Conservation act of 1936. Certain additional points are discussed 
by M. R. Benedict and John D. Black. 

This bare summary should indicate the scope and importance of the 
volume; also, perhaps, the difficulty of reviewing it. There are inevitably 
various minor points with which the reviewer disagrees, but to present them 
in a short review would give an over-critical emphasis. The different con- 
tributions, also inevitably, are of different importance and merit; and the 
book contains no attempt to summarize the results of the discussions, un- 
doubtedly because agreement was not reached on many points. But progress 
is clearly indicated: for example, it was decided to reserve the term “national 
income” for what Dr. Kuznets had heretofore designated “national in- 
come produced.” What he had called “national income paid out’ was 
redesignated “aggregate income payments to individuals,” on the ground 
that it was really a subdivision of the national income and that its sub- 
ordinate position should be clearly indicated in its name. In general, the 
entire undertaking deserves praise as an attempt, in a relatively limited 
field, to bring about agreement upon basic terms and definitions (without 
which research cannot proceed) in a manner more fruitful and less time- 
consuming than the usual one of controversial discussion in our various 
journals. The example might well be copied in other fields of economics. 


National Income and Capital Formation combines the results of three 
studies made by the National Bureau: national income and capital formation, 
both under the direction of Dr. Kuznets, and capital consumption under 
the direction of Solomon Fabricant. The detailed report of the study on the 
national income is promised before the end of the year, and the detailed 
volume on capital formation is already in press. The capital consumption 
estimates were previously published,* but a final report, Capital Consum p- 
tion, containing revisions is still to appear. The first section of the present 
volume, discussing scope and definitions, has been much influenced by the 
discussions contained in Studies in National Income and Wealth. ‘The 
second section presents estimates of the gross national product and the 
national income (net national product) in both current and 1929 prices, 
as well as estimates of the national income (in 1929 prices) per capita, per 
gainfully occupied, and per consuming unit. The third section contains the 
distribution of the gross national product, the national income, and aggre- 


1 Bulletin 60 (June 30, 1936) of the National Bureau gives Mr. Fabricant’s results 
through 1933, 
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gate income payments to individuals according to the industrial division of 
origin. When this distribution is made in current prices, it is found that the 
importance of what may be broadly called “commodity producing indus- 
tries” declined and that of “service industries” increased (p. 20); but a 
tentative distribution according to 1929 prices indicates that the decline was 
the result of a fall in price rather than a fall in production (p. 23). Section 
4 gives the distribution by types of income payments. Employees’ com- 
pensation, entrepreneurial income payments, and property income payments 
go to make up aggregate income payments to individuals; and the addition 
of net savings of business enterprises and of government (positive or nega- 
tive) gives us the national income. Net savings of business enterprises are 
found to have averaged only $250 millions over the entire period. Whether 
or not “excess” savings are responsible for the cycle, cycles effectively get rid 
of savings! l 

The utilization of the national income is next presented. Section 6 dis- 
cusses the various distinctions that can be made between consumers’ outlay 
and capital formation; section 7 contains estimates of gross capital forma- 
tion and of the apportionment of the gross national product between gross 
capital formation and consumers’ outlay; section 8 gives estimates of net 
capital formation and of the apportionment of the national income be- 
tween net capital formation and consumers’ outlay; and, finally, section 9 
describes the composition of consumers’ outlay. The distinction between 
gross and net capital formation (and between the gross national product 
and the national income) is based on Mr. Fabricant’s estimates of capital 
consumption. These estimates together with those for gross and net capital 
formation are broken down into estimates for business, government, and 
residential real estate; and consumers’ outlays are divided into durable, 
semi-durable, and perishable commodities, plus services not embodied in 
commodities. The estimate for residential real-estate construction 1s espe- 
cially interesting; there has been net depreciation (negative net capital 
formation) in this field every year since 1929, total depreciation amount- 
ing to $6.5 billions by 1935. In that year the net value of real estate ap- 
pears to have been little different from what it was in 1925. 

The final section is devoted to a useful summary of the more significant 
results. Several appendices contain a reconciliation of the present estimates 
with those previously published by the National Bureau and the Depart- 
- ment of Commerce, as well as more details regarding (and certain variants 
of) some of the present estimates. The volume has received the Bureau's 
usual careful preparation and, as this summary should indicate, provides 
the fullest estimates available in the field. 

HENRY HILGARD VILLARD 

University of Minnesota 
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The Economic Library of Jacob H. Hollander. Compiled by ELSIE A. G. 
Marsu. (Baltimore: Privately printed, J. H. Hollander, Johns Hopkins 
Univ. 1937. Pp. xi, 324.) 


This handsome volume is at once a monument to a great collector and 
to a significant collection of economic literature and personalia. The col- 
lection consists of 4,071 items of which 3,860 are books and pamphlets, 
the others being portraits, autograph letters and documents. 

The first impulse to the collection, Professor Hollander tells us, came 
from a visit to Professor Foxwell at Cambridge in the summer of 1895. 
This brought with it the inspiration of a view of that great scholar’s own 
library which, a few years later, the Goldsmiths Company was to purchase 
as a gift to the University of London. But one suspects, since collectors 
are born with the collecting instinct, that the seed fell on unusually fer- 
tile soil; and certainly the library which Professor Hollander has gathered 
is the result of both a discriminating taste and a sound knowledge of the 
history of economic thought. 

The actual catalogue of books is presented in chronological form for 
three periods. The first group (1,566 items) includes pamphlets published 
in what Professor Hollander in his foreword happily calls the “pre- 
Adamite” period, 1574-1750, as well as such significant writings as those 
of Mun, Child, Petty and Graunt, all in first edition. The pamphlets are 
keyed to Joseph Massie’s Alphabetical and Chronological Index of Com- 
mercial Books and Pamphlets, covering 2,377 items published prior to 
1765; and indeed it was the discovery of that list in 1908, which gave 
much direction to Professor Hollander’s own efforts thereafter. The second 
group (1,727 items) covers the period 1751-1797 when the formal divorce 
of political economy from moral philosophy was given an impetus by the 
work of Adam Smith. It includes a well-rounded collection of editions of 
the Wealth of Nations in English and in translation. The third group 
begins with 1798, the year of publication of An Essay on the Principle of 
Population and brings the collection down to 1936. It includes not only 
a long array of Malthus items, but, as would be expected from Professor 
Hollander’s well-known special interest, an even larger group of Ricardo’s 
publications. It is noteworthy also that his first editions of both the 
Wealth of Nations and the Essay on Population came from the library of 
Hardenhuish Park and carry the bookplate of Osman Ricardo, the eldest 
son of the economist. The several works and editions of an individual 
author are, in each instance, grouped under the date of the first publication 
by that author included in the library, reference to which is carried in a 
finding list of authors placed at the end of the volume. So it is, for ex- 
ample, that the Wealth of Nations is found under the year 1759 when 
the first edition of the Theory of Moral Sentiments appeared and not under 
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1776, the year of publication. In form and in arrangement the catalogue 
is a model of what such a volume should be. 

Professor Hollander has not confined his collecting to books alone; 
and here is further evidence that the true collector’s instincts which, if 
they were not evident at the time of the first visit to Foxwell, merely lay 
dormant. He has gathered a notable group of portraits of economists, whose 
works appear in the catalogue, including an original Tassie paste medallion 
of Adam Smith, a great rarity. Finally there is listed an impressive col- 
lection of autograph items, almost certainly the finest in America. These 
include letters, twelve each of Adam Smith and Ricardo, a half-dozen 
of Bentham, ten of Malthus, and others of Mills, Say, McCulloch, et al., 
and a number of letters of more recent date addressed to Professor Hol- 
lander and wisely preserved by him. 

A final word should be said of the great debt which collectors and eco- 
nomic bibliographers owe to Professor Hollander for sharing his great 
knowledge of. the literature of economic thought, especially the period 
before Adam Smith, as he has done generously and even magnificently. 
We can hope that other scholars, challenged as he was by Foxwell, will 
be inspired in the years to come to follow his footsteps in the adventure 
of collecting—one of the most fascinating of all intellectual pursuits. 

HOMER B. VANDERBLUE 

New York City 


Einführung in die Grundlagen der Nationalökonomie. By RICHARD VON 
STRIGL. (Vienna: Springer. 1937. Pp. viii, 223. RM. 5.40.) 

This is an introductory textbook and an excellent one as such. It is so 
short and clear that the beginning student will finish it in a fraction of a 
semester. This is no drawback from the point of view of German and 
Austrian university courses where textbooks are rarely required and often 
not even recommended. 

American teachers of economics confronted with that never-ending flood 
of (mostly mediocre) elementary textbooks are always surprised that Ger- 
man literature of this type hardly exists. There are, of course, the big volumes 
by Philippovich, Conrad, Adolf Weber and others, all printed in smallish 
type, with long pages of bibliography after each section, and a host of busy 
footnotes throughout. No American college professor would ever dare to 
teed such heavy literature to his students. Were lighter writings in popular 
style perhaps considered below the dignity of German university professors? 
Among the few exceptions there were the books by Professor Röpke; and 
there is now the book by Professor Strigl. 

The first chapter deals with “The price.” How refreshingly economical, 
without any waste of time, to find oneself in the midst of supply and de- 
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mand analysis, no later than on page 2. The second chapter discusses ‘“‘Con- 
ditions of returns and costs.” While “marginal utility? was conspicuous 
by its absence from the first chapter, the second chapter is well equipped with 
“marginal physical returns” and “marginal cost.” All this, including a sec- 
tion on the “law of population,” takes only 42 pages. The reader is now fitted 
to tackle the third chapter on “The prices of factors of production,” with 
its introduction into distribution theory and its exposition of the marginal 
productivity theory of wages. The fourth chapter is on “Capital” and 
codrdinates skillfully the notion of the “roundaboutness of production” 
with the wage fund theory as well as with marginal-productivity theory. 
This coérdination is familiar to the reader of Professor Strigl’s mono- 
graph on Kapital und Produktion which he had published in 1934. The 
fifth chapter, entitled “Types of price formation,’ discusses monopoly, 
monopolistic competition, price fixing, price interdependence, and the 
problem of “fair” prices. Value and distribution are thus covered in no 
more space than 116 pages; and, I should add, no important tool of 
modern theory was overlooked in spite of the brevity of the exposition. 

“Money” is the subject matter of the sixth chapter, which is with its 
49 pages the longest of the book. This is not too long, since the chapter 
includes a discussion of credit policies, of their effects upon the capital 
structure, of the business cycle, and of foreign-exchange rates. The seventh 
chapter is called “Preisbelastungen,” a term for which I cannot find an 
English equivalent. Shift of incidence of taxation, of social security and 
wage regulations, and of tariffs, are dealt with under this heading; and 
comparative cost and international trade are discussed in the context. The 
eighth and last chapter is devoted to “Economic policy.” This is a par- 
ticularly ticklish theme in a German book nowadays. In a very diplomatic 
way the “common good” is contrasted with the “individual interest”; it 
is shown that the “common good” is often merely a slogan exploited 
for the interest of small groups who try to obtain for themselves protec- 
tion and subsidies at the expense of the rest of the community. 

Professor Strigl’s book is a model of brevity and clarity. It deserves 
fullest success. 

University of Buffalo Fritz MACHLUP 


NEW BOOKS 


AKERMAN, J. Das Problem der soziolikonomischen Synthese. (Lund: Gleerup. 
1938. Pp. 329.) 

——— Sacialekonomisk analys. Reprinted from Ekonomisk Tidskrift, 1937. 
(Lund: Gleerup. 1937. Pp. 77-151.) 

ALLEN, R. G. D. Mathematical analysis for economists. (London: Macmillan. 
1938. Pp. xv, 548. 31s. 6d.) 

AMONN, A. Volkswirtschafiliche Grundbegriffe und Grundprobleme: Einfib- 
rung in das volkswirtschaftliche Denken, (Jena: Fischer. 1938. RM. 7.) 
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AMOROSO, L. Principii di economica corporativa. (Bologna: Zanichelli, 1938. 
Pp. xix, 367. L. 30.) 

ATKINS, W. E. and MAGEE, J. D. A problem approach to economics. (New 
York: Harper. 1937. Pp. viii, 572. $2.75.) 


This brief, clearly-written book is another attempt to teach economics by the 
problem approach, which is justified by the authors on the ground of realism. 
Economics is treated as virtually equivalent to social science. Economic theory 
and philosophy, together with political assumptions, are omitted, their purpose 
being to present merely “the economic order of the United States in action 
and... the various problems and issues which arise from that action.” The 
authors consider wealth and income, money-making and profit-making, the 
financial organization of society, credit and debt, business records, the extrac- 
tive industries, agricultural industries, farm problems, transportation prob- 
lems, public utilities, building and construction work, manufacturing indus- 
tries, machine problems of the factory owner, problems of the worker in in- 
dustry, the struggles of labor, insurance and social insurance, the problems of 
the consumer, pricing practices and monopoly, business and government, prob- 
lems of public finance, recent monetary developments, international economic 
relations, the business cycle (its causes and control), and changing economic 
systems. 

Although the problem approach is to be commended because of its “realism,” 
a great degree of unreality may occur when philosophical and political con- 
siderations are excluded as in this volume. The authors justly ee of 
books of readings on the ground that elementary students cannot readily inte- 
grate the material. But to write a book without a point of view, the usual basis 
of integration, does not seem to solve the problem. On the whole, this volume 
is far too brief and lacks a vigorous attack upon current economic issues. 

WILLIAM WITHERS 


AYRES, C. E. The problem of economic order. (New York: Farrar and Rine- 
hart. 1938. Pp. vi, 92. 60c.) 


The thesis of this book is that economic theory based on the classical doc- 
trines failed to recognize the rise of machine technology and the breakdown 
of free competition as fatal violations of its fundamental assumptions. The 
author seriously questions the concept of economic order based on such theories 
and concludes that the present disproportionate distribution of income and the 
blind piling up of capital funds, which the classical doctrines justified, may be 
the causes of our present plight. The suggested remedies are to change the in- 
come distribution and the accumulation of savings by governmental action 
aimed at increasing mass purchasing power. 

The summary of the rise of machine technology is suggestive, but the 
author’s criticism of neo-classical economics loses much of its effectiveness be- 
cause of his misinterpretation of such theories and of their fundamental con- 
cepts. On pages 39-40, for instance, the author states that the “law” of the 
determination of price by supply and demand is a mere truism since supply 
means the amount of goods sold at a price, demand means the amount pur- 
chased at a price, and hence price is assumed, not explained. The concept of 
supply and demand schedules and the interactions of the forces lying behind 
them ate completely overlooked, Later, on page 52, he states that “wages” are 
equal to the “productivity” of labor, not because of any economic actions lead- 
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ing toward equality, but because “wages” and “productivity” are identical 
terms. In his discussion of “the twilight of competition” he makes no mention 
of the theories of monopoly or of monopolistic competition and implies that 
economic theory has no validity under these conditions. 

The philosophical, historical viewpoint of this book will be of interest to 
the economist, although the author denies the logical validity of the most useful 
tools of economic analysis. 

FRANCIS M. Boppy 


CAPODAGLIO, G. Sommario di storia delle dottřine economiche. (Bologna: Zani- 
chelli, 1937. Pp. viii, 220. L. 22.) 


The summary history of economic doctrines offered in this short volume 
represents a thorough revision and elaboration of an earlier compendium based 
on lectures delivered at the University of Rome. It presents an excellent simple 
introduction to the subject, for the beginning students in economics and for the 
general reader as well. 

In scope, the study covers the period from the ancient Greeks to current 
writers, However, practically the entire book is devoted to the modern era, 
which is considered as beginning with the monetary writers of the sixteenth 
century—Malestroit, Bodin, Davanzati, and others. Economists studied are 
grouped into schools, and the conventional classification is used. The cultural 
background of the different schools is sketched with a few simple and bold 
strokes. Only the principal developments of economic theory are treated. The 
general character and significance of those developments are clearly explained, 
but the intricacies are not explored. 

Sciences, like cathedrals, says Signor Capodaglio, are the product of genera- 
tions more than of individuals. The process of development in economics has 
been simple and continuous. Existing theory was subjected to current criticism, 
and the resulting fusion of ideas threw a clearer light on life. Signor Capodaglio 
notes two currents in contemporary economic thought that give promise of 
modifying the existing body of theory. One, the “new Austrian school,” at- 
tempts to elaborate the theory of marginal utility and economic equilibrium 
by forging new, more subtle and more perfect logical instruments. Among the 
leaders in this movement are Hans Mayer, F. A. Hayek, P. N. Rosenstein- 
Rodan, Oscar Morgenstern and Lionel Robbins. The second analyzes Italian 
corporate economy. Named as leaders in this current are Gino Arias, Giuseppe 
Bottai, Filippo Carli, Carlo E. Ferri, Ugo Spirito, Rodolfo Benini, Alberto De’ 
Stefani, Luigi Einaudi, Marco Fanno, Giuseppe Ugo Papi, Guglielmo Masci, 
Riccardo Bachi and Mikail Manoilescu. No mention is made of a third current 
which is rapidly gathering momentum—namely, the analysis of monopolistic 
competition, which has developed under the stimulus of Mrs. Joan Robinson 
and Professor Edward Chamberlin. 

DOMENICO GAGLIARDO 


Doss, M. Political economy and capitalism: some essays in economic tradition. 
(London: Routledge. 1937. Pp. viii, 360. 10s. 6d.) 

It might be correct, but it would be unfair, to call Mr. Dobb a Marxist. For 
it is the view of American academic economists that contemporary Marxism 
involves either an uncritical parroting of the words of the Master, or an anxious 
disputation concerning the meaning of those words. Mr. Dobb avoids both. 
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This volume is, nevertheless, in large measure devoted to a demonstration of 
the superiority of Marxian economics over other types of economic theory from 
the time of Adam Smith to the present. 

His theoretical position involves Mr. Dobb in the following: (1) A defense 
of the need for value theory as opposed to the alleged formalism of Cassel and 
the neo-Austrians; (2) a defense of the labor theory of value as against the 
subjective value theory; (3) a repudiation of the formalism of the Austrian 
and neo-Austrian theories, because this formalism assumes away the possibility 
of discrimination between surplus income and: earned income; (4) a dissatis- 
faction with the failure of Marshallian economics to extend the concept of sur- 
plus value to profit and interest. 

Mr. Dobb is in sympathy with those recent developments in modern economic 
theory which tend to erect monopoly and uncertainty into characteristic assump- 
tions, as opposed to their former position of mere “disturbances” or “frictions.” 
He disapproves, however, of the tendency bred of this development to restrict 
economic analysis to the short run. 

In the long chapter on imperialism, Mr. Dobb addresses himself more di- 
rectly to the historical process than he does elsewhere in the volume. He prefers 
the Marx-Lenin position on imperialism to that of Rosa Luxembourg. He con- 
ceives the latter's criticism of Marx to be premised on the highly inadequate 
under-consumption theory of crises. He points out that Marx focused his atten- 
tion on the recurrent unprofitability of investment, and that he anticipated the 
Keynesian doctrine of liquidity preference. 

In the closing chapter on “Economic Jaw in a socialist economy,” the author 
states that despite its recent modifications with respect to monopoly, con- 
temporary economic theory will play a negligible rôle in a socialist economy. 
It cannot be otherwise with a theory which premises the allocation of resources 
on the autonomous decisions of entrepreneurs. 

Leo RocIn 


EUCKEN, W. Nationalékonomie—wozu? (Leipzig: Felix Meiner. 1938. Pp. 64.) 

EuLENBURG, F. Allgemeine Volkswirtschaftspolittk: Staat und Wirtschaft. 
(Zurich: Verl. f. Recht u. Gesellschaft. 1938. Pp. ix, 320. RM. 17.40.) 

Fay, C. R. and Bactey, W. C., Jr. Elements of economics, 2nd rev. ed. (New 
York: Macmillan. 1938. Pp. 576. $1.80.) 

GRIZIOTTI, B. Intorno alla scuola di Luigi Cossa in Pavia: glosse e controglosse 
inedite di Maffeo Pantaleoni e Giovanni Montemartini a “Una questione di 
metodo nella storia delle dottrine economiche.” (Padua: Treves. 1938. Pp. 44.) 

HAtg, R. S. The revolution in economics, (London: Humphries. 1938. Pp. 192.) 

JOHNSON, E. A. J. Predecessors of Adam Smith: the growth of British economic 
thought. (New York: Prentice-Hall. 1937. Pp. xii, 426. $3.50.) 


I have studied Professor Johnson’s book with enjoyment and profit. It is 
distinguished by meticulous industry, acute thought and high ability. The ex- 
ectation which his American Economic Thought aroused among students of 
doctrinal history, disturbed a little by the stodginess of his Pioneers, is revived 
and confirmed by his major performance. It is what one would wish from a stu- 
dent and disciple of Hull. 
Pre-Smithian thought is at best a jungle. For years it was treated with sheer 
naiveté, in train perhaps of Adam Smith’s cavalier manner. Out of scientific 
uneasiness, came monographic attack and specific studies of men and periods— 
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many thin and unsubstantial, a few like Weulersse’s Physiocrats, Lamond’s 
Hales and Hull’s Petty, solid and definitive. 

Through this tangled growth Professor Johnson with much courage and 
no mean competence has blazed a great deal more than a trail, It is not certain 
that those who come after will follow his way; assuredly they will not, if in- 
formed, neglect it. 

Whatever dissent there may be is likely to be associated with one or the 
other—or both—of two matters. The first is the identification of each of the 
ten worthies selected for scrutiny with some particular type of intellectual 
effort. An unreal air of easy solution is thus given the tangle. For an appraisal 
after this manner must inevitably be subjective. The facet which seems to one 
critic dominant will appear quite minor to another. 

The other matter is an old story—the need of continuing projection of 
thought against the background of life. No one will charge Professor Johnson 
with “text” method—the darkened-room, iced-towel, easy-armchair mode of 
interpretation. But I cannot but wish that he had drawn upon his rich store 
for a closer association of opinion and condition. 

It is fine that American scholarship should make so distinguished a contribu- 
tion to doctrinal history. There is abundant virtue in the book to honor its 
author and to warm his associates. 

JAcoB H. HOLLANDER 


LEIGHTON, J. A. Social philosophies in conflict. (New York: Appleton-Century. 
1937. Pp. 546. $4.) 

ROBINSON, J. Introduction to the theory of employment. (London: Macmillan. 
1937. Pp. ix, 127. $2.) 

SCHERMAN, H. The promises men live by: a new approach to economics. (New 
York: Random House. 1938. Pp. xxvi, 492. $3.) 

Scott, W. R. Adam Smith as student and professor. (Glasgow: Jackson. 1937. 
Pp. xxiv, 445. 30s.) 

A score of years ago the economic profession acclaimed the appearance of 
William Robert Scott’s Constitution and Finance of English, Scottish and 
Irish Joint-Stock Companies. Not since Gross’s Gild Merchant, or Lea’s In- 
quisition or Hull’s Petty had economic history been enriched by so satisfying 
a performance. To this day as one turns the leaves of the not easily procurable 
three volumes there comes the amazed reaction, “there can be no such animal’’-— 
in laborious research, in uncompromising scholarship, in positive result. The 
tepute which Professor Scott had won twelve years before by his Francis 
Hutcheson was enlarged and strengthened. 

Time moved on and the junior academician of St. Andrews became the 
Adam Smith Professor of Political Economy at the University of Glasgow. 
In an honored environment, stirred we may venture by scientific piety, im- 
pelled perhaps by an earlier prepossession, Scott’s attention turned to the 
life and surroundings of Adam Smith. Dugald Stewart had left the classic 
outline and John Rae had added flesh and blood to dry bones. But, as the 
issue showed, there was much still to be done, and this gifted scholar proceeded 
to do it. Month after month saw gaps filled and perplexities solved. Two years 
ago a book was in type, satisfying to anyone—but the author. For there were 
yet other ponds to be dragged, and unvisited areas to be explored. 

The result is the present volume—issued with stateliness and distinction 
as a publication of the University of Glasgow and inscribed to the Court and 
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Senate of the University on the two hundredth anniversary of Adam Smith's 
matriculation there. The book is enlarged by a body of unpublished documents, 
including “Parts of the ‘Edinburgh Lectures’, a Draft of The Wealth of 
Nations, Extracts from the Muniments of the University of Glasgow and 
Correspondence.” 

Wealth of apparatus, richness of “Ands,” completeness of documentation, 
distinguish the work from cover to cover. Professor Scott has given us not a 
life of Adam Smith, but the life. Much more than this, in supplying the 
company of economic students with a superb exhibit of competence and 
industry he has dignified scientific labor and exalted economic scholarship. 

JAcoB H. HOLLANDER 


SHARIF, M. M. A critique of economics. (Simla: Fine Art Printers. 1937. Pp. 39.) 

VELLA, G. F. La. funzione economico-sociale della proprietà. (Catania: Studio 
Ed. Moderno. 1938. Pp. 95. L. 6.) 

Woortron, B. Lament for economics. (London: Allen and Unwin. 1937. Pp. 
322. 6s. 

Annali di his e di economia, Anno iv, vol. v, (Genoa: Treves. 1937. Pp. 
286. L. 30.) 

One half of this volume presents notes by Mauro Fasiani upon the Eco- 

nomic Essays of Francesco Fuoco; the other half, the text of Fuoco’s Applzca- 
tion of Algebra to Political Economy. 


The work is an attempt to rescue from obscurity “one of the most vivacious, 
brilliant and acute Italian economists of the early years of the past century.” 
Fuoco, a man of undistinguished origin, made his first appearance as an econo- 
mist in 1822, when he published under the name of his employer De Welz 
a book about methods of increasing the wealth of Sicily. The next year he 
published a study of credit, and in 1825-27 the two volumes of his Essays. He 
was without influence on his contemporaries and was neglected by historians, 
yet he was the first writer to restate for his countrymen the Ricardian theory 
of rent, which he did in so illuminating a fashion, according to Fasiani, as 
fully to demonstrate the superiority of his mind over the minds of his Italian 
contemporaries. He made a notable effort to extend the rent concept to indus- 
trial production. 

R. F. FOERSTER 


Can we control the boom? Day and hour ser., no. 20. (Minneapolis: Univ. of 
Minnesota Press. 1937. Pp. 29. 25c.) 


Conference held at the University of Minnesota, May 11, 1937, and partici- 
pated in by Bertil Ohlin, Fritz Machlup, Arthur W. Marget, Oliver S. Powell 
and Alvin H. Hansen. 

Cowles Commission for Research in Economics: report for the period from 
1932 to 1937. (Colorado Springs: Cowles Commission for Res. in Econ. 
Pp. 23.) 


Economic History and Geography 


A History of the Business-Man. By Miam BEARD. (New York: Mac- 
millan. 1937. Pp. vi, 779. $5.00.) 
Miss Beard has opened up a new trail from the past, beginning at Ur 
which “is as much older than Rome as Rome is older than New York,” 
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and ending in modern America. The evolution of the business-man is 
described in 28 chapters as he passes through the stages of patrician city- 
ruler, monopolist, individualist, and big business-man. There are Crassus, 
whose ambitions were the cause of Cicero’s orations, Lorenzo di Medici, 
Jacques Coeur, who financed Joan of Arc’s armies, the Fuggers who dared 
to dun Holy Roman Emperors, Fouquet, the elegant French banker whose 
lavish display incited jealous Louis XIV to build Versailles, the four 
Bicker brothers of Holland, John Law, the Rothschilds, Krupp, who is 
blamed for modern armament races, and many American titans of the last 
century. The author’s theme, placed prominently on the fly-leaf, is Kurt 
Riesler’s contention that in history “there is neither an Idea which is in- 
dependent of interests in its development, nor an Interest which could have 
remained independent, in its materiality, of ideas.” She illustrates this in 
a variety of ways—by showing the relation of business to cathedral rose 
windows, Shakespeare’s Merchant of Venice, the Reformation, Jan Ver- 
meer of Delft’s paintings, Calvinism, the French Revolution, and of course 
to laissez-faire and fascism. The scope of the work is breath-taking; it is 
a Cook’s tour of economic history. 

I put down the book with the feeling that there is little that is new 
in the world. Dealers in munitions are said to have caused some of the 
wars of antiquity. Roman traders are blamed for the conquest of Gaul, 
long before decreasing cost industries were known. There was a trust 
busting movement during the Reformation in Germany. An N.R.A. was 
proposed in France in the 1590’s. The antics of conspicuous consumption 
of the nouveau riche throughout history have been amazingly similar, a 
favorite topic which Miss Beard illustrates copiously. 

On the whole she is not unkind to the business-man. He developed 
law in an age when knights preferred settlement by combat; and in Hol- 
land he originated the modern home. Miss Beard’s severest criticism is 
her statement that there is little evidence “to prove the optimistic liberal 
thesis that commerce always and necessarily makes for peace and friendly 
relations.” Rather, “war has been the business-man’s major preoccupation 
in political history.” The Dutch Republic provides her with a strong argu- 
ment. A corollary quite in keeping with this is her claim that complex 
and flourishing business has not been built upon “the mutually profitable 
exchange of wars between peers. . . . On the contrary, the chief trade em- 
pires were founded upon the exploitation of some sort of monopoly, 
whether of skill, routes, or raw material’; and in modern times the ex- 
ploitive character of business is even “more evident” (p. 655). 

In the second half of the book she discusses the status of the business- 
man in England, France, the United States, Germany and Japan in the 
last centuries, and shows why he revolted in the first three (the landed 
aristocracy held him down in Germany and Japan), how he got his way 
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for a time, and why he then succumbed again to government. She be- 
lieves that capitalism reached its apogee before the war. Since then business- 
men have been struggling to retain their power. History shows that the 
best they can hope for is secret control. The easy-going Italians have 
adopted fascism, allegedly the line of least resistance; the English way out 
has been a brand of Tory socialism which owes much to Robert Owen; 
and the Americans are today groping for a solution which will be some- 
thing else, since conditions are different here. 

Miss Beard finds it hard to resist a generalization, and some of her 
generalizations are rather flimsy—her greatest virtue overdone is her worst 
vice. For example, she says it is possible that the Roman conquest of 
Carthage stamped the business-man with a seal of inferiority which ended 
for all time his chances to rule the earth (p. 29). She credits a sixteenth- 
century Nürnberg firm with solving England's problem of what to use 
to smelt iron (sea-coal) when the charcoal gave out, and ignores the 
eighteenth-century Abraham Darbys who were probably the first to use 
coke, a far more important solution of that problem (p. 220). Depend- 
ing on W. R. Scott, she writes, “From the 1600’s the quick sharp pains 
of industrial cycles and exploding ‘bubbles’ were felt” (p. 734). Wesley 
Mitchell has discussed this contention in his Business Cycles and shown 
the unlikelihood that true business cycles occurred before the Industrial 
Revolution. There are gratifyingly few errors of fact to be found, but 
there are some. Irénée Dupont (born in 1771) did not set up a gunpowder 
plant to help win the American Revolution (p. 460) but the War of 
1812. McCormick’s reaper was not invented during the Civil War but 
three decades before (p. 628). 

DONALD L. KEMMERER 

University of Hlinois 


The Jacksons and the Lees: Two Generations of Massachusetts Merchants, 
1765-1844, By KENNETH WIGGINS PORTER. Vols. I and II. (Cam- 
bridge: Harvard Univ. Press. 1937. Pp. xx, 772; xiii, 773-1625. 
$10.00 the set.) 

In two substantial volumes Dr. Porter presents the history for two gen- 
erations of the commercial activities of two Massachusetts families, the 
Jacksons and the Lees. The material presented consists largely of hitherto 
unpublished commercial correspondence of the merchants in these two 
families for the period 1765-1844. As we should expect, the documents 
are not evenly distributed throughout the period. They are most abundant 
for the years 1800-1819, are very few during the American Revolution, 
and almost completely disappear for the period 1825-1839. 

The work is much more than a collection of valuable source material. 
In the first place, the documents are preceded by a 150-page introduction 
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entitled “The sedentary merchant in Massachusetts, 1765-1844.” In this 
excellent essay, Dr. Porter has not only outlined the commercial fortunes 
of these two families, but has described the general characteristics of 
Massachusetts commerce with special attention to the business methods, 
customs and ethics of the time as illustrated in the records of the Jacksons 
and the Lees. Dr. Gras, the editor of the Harvard Studies in Business His- 
tory, has written a brief foreword which describes the réle of the sedentary 
merchant in relation to the general sweep of capitalistic development. 

In the second place, the usefulness of the book to students, not to men- 
tion the pleasure to the general reader, is greatly enhanced by the authot’s 
comments which precede nearly all of the documents. These introductions 
provide continuity to the story as told in the letters and in a variety of 
ways make the documents more easily understandable. Anyone who has 
done work in the old letter-books of merchants knows the time-consuming 
effort ordinarily required not so much to read the script (which is often 
very good) but rather to understand what is written. In these introductions 
the troublesome questions concerning commercial terms and abbreviations, 
family relationships, value of foreign coins, obscure and obsolete place 
names, weights and measures, etc., are cleared up by Dr. Porter with a com- 
petence reflecting wide and painstaking research. 

The Jacksons and the Lees were sedentary merchants. Their main busi- 
ness was the importation and exportation of goods by sea in both the foreign 
and domestic trade. Sometimes they owned the ships in which the goods 
were transported, more often they did not. Chiefly they were wholesalers 
dealing either in their own goods or in those of others on a commission 
basis. Their operations extended literally to the ends of the earth, but the 
focal point of the business was the counting-house located in Beverly, 
Newburyport or Boston. From the counting-house they directed their far- 
flung operations not only in England and the continent of North America, 
but also in Spain, India, South America and the West Indies. 

Representatives of both families were at one time or another important 
figures in the commerce of the Boston area, but they never obtained the 
great wealth or importance of such merchant princes as Astor or Girard. 
The older generation of these two merchant families was, in the late 
Colonial Period, primarily interested in the trade to the West Indies and 
to the Spanish Peninsula, or in the coastwise trade and importing from 
Great Britain. During the war they turned to privateering, Joseph Lee 
being one of the few who emerged with a handsome net profit from these 
ventutes. The younger generation, which was gradually taking over the 
business at the beginning of the new century, tended increasingly to spe- 
cialize in the East India trade, especially that with Calcutta. Later still, 
following the general trend of the times, they gradually abandoned com- 
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merce and identified themselves with the rising manufacturing interest of 
Massachusetts. 

The work is clearly a major contribution to the business and economic 
history of the United States. We have known altogether too little of the 
business structure and commercial organization of that period when the 
sedentary merchant was at the center of our economic order. There is much 
still to be done; but, thanks to this study, we now have needed additional 
information on business structures and customs of the period. More clearly 
than before we can understand the training of the sedentary merchant as 
we see the Jacksons and the Lees attaining to that position either by way 
of the counting-house or the quarter-deck. Of special interest is the material 
which Dr. Porter gives us on the business ethics of the time, the importance 
of family relationships, and the customary payments and rates of profit in 
the foreign trade. 

Of outstanding value, also, is the mass of material now made available for 
the first time on the commerce with India. While the China trade has re- 
ceived a great deal of attention, that to Calcutta has been generally slighted. 
The market organization in Calcutta differed greatly from that in Canton, 
being in general much more complicated. As a result of the many letters 
describing this trade by those actually participating in it, as well as the 
extensive attention which Dr. Porter has given it in his explanatory notes, 
we are now in a position to understand much better the India trade both 
in its heyday before 1816 and in its decline thereafter. 

GEORGE R. TAYLOR 

Amherst College 


Morocco as a French Economic Venture: A Study of Open-Door Imperial- 
ism. By MELVIN M. KNIGHT. (New York: Appleton-Century. 1937. 
Pp. x, 244, $2.25.) 

This is a meticulously and competently discriminating study of French 
imperial economy and policies relating to Morocco. It is by all odds the 
best detailed study of colonial economy. The investigation, while strictly 
economic in its main intention, does not fail to make appropriate side 
glances to political, demographic, geographical, social and cultural factors. 

All those Americans who regard themselves commissioned by manifest 
destiny to offer “constructive plans” to a misguided Europe and Asia, 
will find here ample confirmation of the fact that terms of moral beauty 
are hollow if not substantially undergirded by specific and accurate knowl- 
edge. The author explodes with a nicety of irrefutable criticism the “ro- 
manticism’’ and “religion” of Western imperialism. It is an incontro- 
vertible appraisal of imperialism, which the world-wide depression has 
brought to its heretofore most complete “judgment.” 
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The author capably analyzes the diverse features of multiple imperialism, 
which the tyranny of words has euphoniously called “the open door.” 
“Open door” is a ludicrous attempt on the part of the powers to pool 
their special interests by dickering for results. The volume constitutes a 
thorough catharsis of the deluded advocates of the “open-door’’ policy 
with its false hopes of economic equality, disinterestedness and mag- 
nanimity. 

The author disconcertingly asks the pertinent question: who paid for 
the costly economic transformation and Europeanization of a “backward” 
country? Huge military expenditures from France’s budget, swelled by 
millions of anonymous taxpayers; gigantic government loans for the de- 
velopment of the technological basis of a transplanted economy; heavy 
capital investment by private Frenchmen who had come to Morocco in 
the hope of quick and large returns; the temporary profitableness of a 
state mining monopoly; the political and accounting manipulation of sur- 
pluses that were largely spurious, account for a pre-depression country 
with an unduly large yearly adverse trade balance running a regular sur- 
plus of receipts over expenditures in its budget. 

The sources of revenue tapped in the effort of the economic transforma- 
tion of the colony are: customs duty; a crop tax, which is in practice op- 
pressive to poor people; the government mining monopoly; and consump- 
tion taxes on sugar and tea, especially hard on the natives, according to 
the formula—trelieve the rich and soak the poor. 

Next, Professor Knight deftly traces the fortunes of the various policies 
pursued in the economic Europeanization of Morocco. The settlement 
policy consisted in the expropriation of land of high quality from the 
natives. A doubtfully productive credit policy was substituted for the 
former policy of economy. The imposition of French quotas with the 
shrewd result of refining the “open-door” treaties was gradually inaugu- 
rated. 

Prior to the varied effects of the world depression, a local crisis in the 
form of a crop failure and consequent drop in trade and budget receipts, 
the government implemented certain well known “New Deal’ measures. 
The world depression was in part responsible for the launching of an ef- 
fective agitation against the “open door,” further revision of quotas at the 
expense of the welfare of the natives. The colonial administration in due 
time turned protectionist; but the interested foreign powers blocked the 
elaborate tariff scheme. 

The author reaches the conclusion that while colonies can be appraised 
in limited accounting terms, they are not exclusively ventures for profit, 
even if they do not pay; but problems of imperial defense and demog- 
raphy, social and cultural considerations stubbornly blend with economic 
factors to prevent any absolute appraisal of colonial empire building. 
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That the time is bound to come when colonial administrations must 
grant a progressively larger voice to colonials is a most compelling fact 
of the post-war period. 

HERMAN HAUSHEER 

Lamoni, lowa 


Economic Planning in Australia, 1929-1936, By WILLIAM RUPERT Mac- 
LAURIN. (London: P. S. King. 1937. Pp. xv, 304. 15s.) 


This book, the result of the author's researches in Australia on a Sheldon 
Fellowship, revives the reviewer's occasionally faltering faith in doctoral 
theses. It combines in one volume a successful undertaking in research, a 
valuable contribution to economic history, and a work of genuine interest. 
It presents a narrative account of Australia’s concerted national effort to 
combat depression, a careful analysis of the measures instituted, and a 
critical evaluation of the entire program. 

The early chapters give a general description of the Australian economy, 
a picture of the pre-depression boom conditions, and an account of the 
violent impact of depression, as early as 1928, on the highly regimented 
industrial activities of Australia. The body of the book is given to a detailed 
study of the measures enacted in the attempt to mitigate the severity of 
depression and to establish a footing for recovery on a new “deflated” 
level. There is a concluding section which summarizes the program and 
judges its results. 

The assault on depression was on all fronts, although not simultaneously. 
The major measures were a horizontal reduction of wages, a forced reduc- 
tion of the interest rate on outstanding public and private debt, a devalua- 
tion of the exchange value of the Australian pound, a system of public 
works, manipulation of the tariff, suspension of agricultural debt fore- 
closures, a rather involved system of frxed prices and bounties for certain 
domestic products, and a radical reduction in government expenditures. 
Not all these extraordinary devices were utilized in full. 

For Dr. Maclaurin’s handling of the all but impossible task of tracing 
the effects of these measures on the economic progress of Australia, individ- 
ually and zz toto, there can be only admiration. The treatment is in part 
chronological, in part topical; and a minor amount of confusion and repeti- 
tion is unavoidable. Here and there, as in the case of the complexities in 
wage-control under the dual governments and of the “home-price” system 
of subsidies, the treatment could be made clearer for the ordinary reader. 
Nor can there be any quarrel with the author's general conclusion that 
the recovery effort brought equilibrium and recovery. The proof of the 
pudding is in the eating thereof; and Australia did achieve a marked 
recovery. The reader may decide for himself whether recovery would have 
come later or earlier if deflation and liquidation had been unimpeded. A 
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comparison of Australian recovery with that of nations which had no 
planned recovery or planned it quite differently might have strengthened 
the author’s conclusion. Exalted authority has been insisting, until recently, 
that recovery in America has been due to planning of a quite different 
character. 
For American readers the book does a distinct service. It demolishes 
the propaganda-inspired popular belief that this country and Australia 
adopted similar projects of planned recovery, and with equal success. The 
inevitable contrast of American political methods with those of Australia 
is depressing but salutary. The government of Australia appealed to its 
most capable economists and adopted their recommendations in the face 
of powerful opposition from affected interests. Comparison of the Aus- 
tralian Copland Committee with the nondescript, itinerant advisory group 
in this country leads inescapably to the thought that the distress this country 
has endured might have been avoided. Perhaps the most startling evidence 
of Australian intelligence in the book is the fact that the economists were 
able to show the country the stupidity of the doctrine of arbitrary wage- 
levels “to increase consumer-power.”’ 

This book can be read with profit by every economist. It should be made 
assigned reading in Washington. 

NEIL CAROTHERS 
Lehigh University 


La Camera dei Fasci e delle Corporazioni. By C. ARENA and Others. School 
of Corporative Sciences, Univ. of Pisa, pub. no. 7. (Florence: San- 
soni. 1937. Pp. 253. L. 18.) 


This must be accounted an illuminating book. It is one of those col- 
lections of essays by a number of writers that have become frequent under 
fascism. The authors are nine men who have come forward under the new 
government. There is no question about the political allegiance of any 
of them. Yet the book is in no sense propaganda. 

Each of the authors is occupied in varying degree with the theory of 
the Chamber of Fascists and Corporations, and each presumes a knowledge 
on the part of his readers of the organization of the fascist state. Only inci- 
dentally does he present facts regarding that organization. None is a re- 
former, except to develop the idea of fascism still further. None is a 
critic disturbed by vital shortcomings. Mussolini is referred to respectfully 
or reverently (even with a capitalized pronoun), usually in his rôle of 
promulgator of principles of the constitution; sometimes as capo dello 
stato, a neutral term which might imply the need for a successor some day. 
But otherwise there is no intimation that a system which has seemed to 
turn upon the present Duce will not last forever. 

Much is said of the inadequacy of elections and of democracy, all in 
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favor of the organic or functional government of Italy which does not 
know those patterns. The Chamber’s members are the designated repre- 
sentatives of Party and Corporations, but their powers are limited, the 
Corporations speaking for a relatively specialized group. There are other 
representative agents, in the fascist sense, the Duce himself, for instance. 
But more: 


When the country is called upon to make vital decisions for its future, perhaps 
for the future of the world, these decisions are made in the public square, in a 
newspaper editorial room, in the office of a minister courageous enough to act 
without prior parliamentary debate; they are made wherever the life of the nation 
pulsates, but they are not made in Parliaments (p. 53). 


The differences between the Anglo-Saxon and Italian governments are 
so fundamental that neither presumably can understand the other's lan- 
guage. There is simply no occasion in this volume to discuss freedom 
of speech or freedom of the press, or even, on the other hand, dictator- 
ship. The economist will look in vain for references to business or private 
economic initiative, unless the general references to the Corporations of the 
Chamber and their basis in industry can be so regarded, but he will find 
much on the political atmosphere in which industry must live. 

Modern Italy has not always been fascist. To some extent—who shall 
say how far?—fascism represents a reaction to what went before, perhaps 
immediately before. What will occur when the force of the reaction is 
spent? What will occur when new national needs, economic perhaps rather 
than military, have to be met? 

R. F. FOERSTER 

Princeton, New Jersey 
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Contains nearly 7,700 entries, thoroughly classified. Chapter 5 covers eco- 

nomic history (pp. 96-133) with 964 entries. The compilation is based upon 
a comprehensive search of entries from over 700 libraries. This provides a 
most useful tool for students in all branches of economic problems. 
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CLAPHAM, J. H. An economic history of modern Britain, Vol. III. Machines 
and national rivalries (1887-1914) with an epilogue (1914-1929). (New 
York: Macmillan. 1938. Pp. xiv, 577. $7.) 

Corra, F. Economic planning in corporative Portugal. (London: P. S. King. 
1937. Pp. xiv, 188. 8s. 6d.) 


Consummate judgment upon contemporary economic experimentalism had 
best be held in abeyance; for the subtle and cumulative effects upon ideology, 
upon social philosophy, and upon teleological attitudes of the population do 
not emerge at once. Moreover, it is doubtful if quantitative aspects of an 
economy are the sole measures of its progress as seems often to be assumed 
by sympathetic writers upon these experiments. 

This little book is difficult to appraise. It is not objective in its analysis; it 
does not follow causes to their ultimate conclusions; yet, it is not clear propa- 
ganda. It gives an admirable statement of the organization of Portuguese 
corporative entities, their powers, their functions, and their problems. Never- 
theless the book is an obviously sympathetic description of a “beautiful move- 
ment” (p. 157) dominated by a “retiring, silent, non-violent dictator’ (p. 4) 
who “gently, yet how efficiently” (p. 4) directs a nation in which “auto- 
direction” (p. 174) will eventually govern the economy, but in which “for 
the time being, and accidentally, the controlling bodies . . . are manned by 
government appointees or nominees” (p. 174). On page 180 we learn that 
the result is “a new economic and social order, in which together with progress 
there will be perfect equilibrium between supply and demand at fair prices... ,” 
yet on page 30 that the “Portuguese economic price (of wheat) was about 
double the world parity.” 

The author implies that all favorable economic changes are the results of 
the corporative movement and not of world economic conditions, that remaining 
unsatisfactory situations are mere vestiges of the preceding system, and that 
“the accident of government control will pass away . . . when the dearth of 
suitable men disappears.” After all, economic planning in a small nation with 
a simple economy is very different from that in a huge and complex one. 

F. F. BURTCHETT 


Dopscu, A. The economic and social foundations of European civilization. (New 
York: Harcourt Brace. 1937. Pp. xiv, 404. $5.) 


This is a welcome and competent translation of the second edition of 
Dopsch’s great work, the first edition of which oo in two volumes in 
1918-20. The English version is considerably abbreviated. The title of the 
German editions bears the additional information that the period covered is 
from Caesar to Charlemagne, a fact which is important to the prospective 
reader. 

This work is a monument of learning, based upon the examination of 
primary sources and secondary works in great number. It is written decidedly 
for the specialist. The central theme is that the barbaric invasions which over- 
threw the decaying Roman Empire did not destroy Roman civilization. The 
Germans are said to have trickled into the Empire and to have absorbed the 
Roman culture. Town life was not destroyed; and trade, with the use of 
money, continued throughout the sixth and seventh centuries. 

While Dopsch has given us a needed correction of the age-long view of 
the wholesale destruction of Roman culture, he has doubtless gone too far 
in holding to such widespread continuity. Hardly anything is so well estab- 
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lished in history as the early decline of Roman pagan culture or the rising 
induence of a new and Teutonic civilization. That the first did not wholly dis- 
appear and the second has been over-emphasized is altogether likely. This may 
be the essence that scholars will finally distill from the work of Dopsch. 

Economists will be interested in one more exposé of the “closed economy” 
of Karl Biicher. On this subject they should also consult the later work of 
Dopsch entitled Naturalwirtschaft und Geldwirtschaft in der Weltgeschichte 
(1930). It is a bit surprising to the reviewer that in the 1930's it should be 
necessary to combat closed economy in the pre-Carolingian period. 

This work has been written to revise not only Bücher but a vast literature. 
On the whole the error of Dopsch is greater than the errors of Bücher, Som- 
bart, and ochers when he holds to a general survival of towns, What a cia 
as it seems to the reviewer, was that Roman town economy retrograded to 
village (free or manorial) economy, with a few towns surviving here and there 
in sections favorably located for distant trade, and with scattered farms and 
villas well entrenched in certain areas. N. S. B. GRAS 


EURICH, A. C. and WiLson, E. C. In 1937. (New York: Holt. 1938. Pp. x, 
523. $2.) 
A rapid and concise summary of world events in 1937. Chapter 2 describes 
the development of sit-down strikes, and chapter 4 the wavering of business. 
Eyre, E., editor. European civilization: its origin and development. Vol. VI. 
(New York: Oxford Univ. Press. 1937. Pp. 1624. $7.50.) 
FAULKNER, H. U. American economic history. 4th ed. (New York: Harper. 
1938. Pp. xvi, 828. $3.50.) 

About 12 pages have been added to the last chapter, so that the narrative is 
brought down to the autumn of 1937. The new material is added section by 
section. The framework of the presentation is thus left intact despite con- 
siderable new matter. Minor changes have been made in the earlier parts of 
the book, but they are hardly more than corrections in detail. No additions 
have been made to the bibliographies of these early chapters. A P U: 


FELD, G. L. The syndical and corporative institutions of Italian fascism. Stud. 
in hist., econ. and public law, no. 433. (New York: Columbia Univ. Press. 
1538. Pp. 209. $2.75.) 

FRANCK, L. R. Démocraties en crise: Roosevelt, Van Zeeland, Léon Blum. (Paris: 
Ed. Rieder. 1937. Pp. 79.) 

HAFEN, L. R. and Youne, F. M. Fort Laramie and the pageant of the West, 
1534-1890. (Glendale, Calif.: Clark. 1938. Pp. 429. $6.) 

HANKE, L., editor. Handbook of Latin American studies: a guide to the material 
published in 1936 on anthropology, art, economics, education, folklore, ge- 
ography, government, history, international relations, law, language, and litera- 
ture, (Cambridge: Harvard Univ. Press. 1937. Pp. xv, 515. $3.). 


Twenty-five scholars besides the general editor contributed to this book; 
and its publication was assisted by a grant from the American Council of 
Learned Societies. The initial volume of a project so comprehensive in scope 
and depending for completeness upon the coöperation of publishers and authors 
in all parts of the two Americas may lack some items. Omissions will doubt- 
less be rarer, however, in succeeding issues, of which we hope there may be 
many in their season. One title reported too late to be included: that will be 
of interest to economic readers is the Boletin de la Assoctacién International 
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Permanente, published in Buenos Aires by the Congreso Sudamericano de 
Ferrocarriles. Three contributors have prepared the economics section, Chester 
Lloyd Jones for the Caribbean area including’ Mexico, D. W. Phelps for 
South America except Brazil, and Max Handman for Brazil. This section 
contains some 77 pages of titles of books and articles, comments upon the 
more important items, and introductory paragraphs to each of its three divi- 
sions. ‘Titles suggesting an economic content also appear under other headings, 
such as history or government. Eight special articles, notes of organizations, 
meetings and projects, and an indispensable index complete the volume. The 
special articles upon Latin-American archives and upon Latin-American li- 
braries promise to be very useful to students contemplating research in the 
countries south of us. In fact this book and the two-volume Bibliography of 
Economic Literature in Latin America, also issued by the Harvard Press, mark 
sizeable progress toward charting the route for such explorers. 
VICTOR S. CLARK 


HANsoN, C. L., editor. A journal for the years 1739-1803 by Samuel Lane of 
Stratham, New Hampshire. (Concord: N. H. Hist. Soc. 1937. Pp. vi, 113. $2.) 


An interesting source-book, throwing light particularly on the hardships of 
farmers in New Hampshire in the eighteenth century. The diarist was not 
only a farmer, but a tanner, shoemaker, and surveyor. Entries describe the 
droughts, devastations by worms and blights, fluctuations of paper money, 
primitive methods of travel, and unemployment. 

HANSON, S. G. Utopia in Uruguay: chapters in the economic history of Uruguay. 
(New York: Oxford Univ. Press. 1938. Pp. viii, 262. $3.50.) 

Hauser, H. Economie et diplomatie: les conditions nouvelles de la politique 
étrangère. (Paris: Recueil Sirey. 1937. Pp. viii, 86.) 

Five lectures delivered in Rio de Janeiro to aspirants to Brazilian diplo- 
matic and consular careers form the basis of this book. Professor Hauser 
shows how the rise of democracy in western Europe changed the subject 
matter of diplomacy from politics to economics. The competent diplomat is 
no longer concerned with dynastic struggles but with the factors that make 
life hard or easy for his masters, the common people. Three great problems of 
international economics are discussed, viz., access to raw materials, access to 
markets, and population movements. The point of view is usually that of an 
opportunistic Dali: in international codperation. Colonies should not be 
taken from the “haves” (France and England) and given to the “have nots” 
(Germany and Italy). Professor Hauser optimistically relies on the system of 
mandates and the open-door policy to protect the “have nots” from discrimina- 
tory treatment. Eventually he looks forward to the pooling of raw material 
resources and their equitable allotment by an international authority, such as 
the League of Nations. The origin of planned national economies is found 
in the obstacles placed in the way of international trade. Autarchistic polictes 
have led to economic warfare. Commercial treaties, and particularly the most- 
favored-nation clause, have lost much of their validity. The result is anarchy 
in international economic relations which can be cured only by the extension 
of planning into the international field. On principle, Professor Hauser is 
opposed to the control of migration but his sense of practical politics forces 
him to favor quota limitations on immigration of races whose assimilation is 
difficult. He concludes: 

Il est inhumain d’exclure de tel pays, comme le fait une politique courante, certaines 
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races. Il serait impossible et dangereux de leur ouvrir toutes grandes Jes portes au risque 
de dénationaliser le pays qui les accueille. Il faut essayer, dans la pratique, de concilier 
deux droits également sacrés: le droit de l'homme à se déplacer, le droit des nations 
a persévérer dans leur être. 


The style is easy, and the treatment suggestive rather than profound. 
Percy W. BIDWELL 


HILL, H. George Mason, constitutionalist, (Cambridge: Harvard Univ. Press. 
1938. Pp. 322. $3.50.) 

HOLLAND, W. L. and MITCHELL, K. L., editors. Problems of the Pacific, 1936: 
aims and results of social and economic policies in Pacific countries. Proc. of 
6th Conf. of Inst. of Pacific Relations, Aug. 15-29, 1936. (Chicago: Univ. 
of Chicago Press. 1937. Pp. ix, 470. $5.) 


Part I is a summary of conference discussions which dealt with the United 
States, Japan, Russia, China, “The changing balance of political forces in the 
Pacific and the possibilities of peaceful adjustment.” The editors have succeeded 
in writing detailed and scholarly summaries of the discussions, in the course 
of which are found much valuable information and provocative differences 
of opinion. The section on Japan is especially valuable, particularly because of 
the analysis of Japan’s great export boom of 1932-1935. Many tables on 
total exports from Japan, exports from Japan to certain countries, imports into 
Japan from certain countries, and a great many statistics woven into the text, 
give an excellent view of the main trends of Japanese economy through 1935. 
One particularly interesting sub-section, “Western points of view,” presents 
the effects of Japanese export expansion on Western producers. It would 
seem from the editors’ summaries that no bones were made about condemning 
Japanese methods, although throughout this section the Japanese point of view 
is carefully presented. 

Part II, “Documents,” consists of six studies by competent specialists. These 
papers and their authors are: ‘Trade and trade rivalry between the United 
States and Japan,” W. W. Lockwood, Jr.; “Factors affecting the recent in- 
dustrial development of Japan,” Kamekiche Takahashi; “The resources and 
economic development of the Soviet Far East,” E. Raikhman and B. Vveden- 
sky; “Recent developments in the Chinese communist movement,” Reizo 
Otsuka; “The reconstruction movement in China,” George E. Taylor; ‘“The 
working of diplomatic machinery in the Pacific,” Quincy Wright. 

The quality of the first study may be suggested by reference to some of the 
sub-headings: “Japan’s export boom,” “Competition in the Philippines,” 
“China—'the great potential market, ?” “Direct trade between the United 
States and Japan,” “Collapse of raw silk,” “Rayon competition in the United 
States,” “Competition of Japanese manufacturers,” “Raw cotton exports to 
Japan,” “American v. Indian cotton.” The study of the Soviet Far East is 
revealing of the great wealth of the region. Whether or not one accepts as 
highly accurate the five-year plan statistics, one grasps the enormous potentiali- 
ties of Russia’s eastern areas, The other studies in this part of the book are also 
valuable, notably Mr. Takahashi’s paper. 

The volume as a whole is not up to date, but provides much of the funda- 
mental economic data for the period preceding the present war in China, and 
by its extreme objectivity and thoroughness demands space on the shelves of 
all students of international economic and political relations. 

THEODORE SMITH 
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HORRABIN, J. F. An atlas of current affairs. 1938 ed., 4th ed. rev. (New York: 
Knopf. 1938. Pp. x, 149, $1.50.) 

Contains four new maps of Spain and the Western. Mediterranean, Pales- 
tine, China and India, as well as revisions in the text. 

ILLYEFALVI, L., I. Gaterverkehr der Haupt- und Residenzstadt Budapest, (Buda- 
pest: Bur. Communal de Statistique. Pp. 150.) 

Interesting charts and diagrams in colors. 

LAWLEY, F. E. The growth of collective economy. Vol. I. The growth of national 
collective economy. Vol. H. The growth of international collective economy. 
(London: P. S. King. 1938. Pp. xx, 524; xv, 485. 35s., two vols.) 

Lino, A. W. An island community: ecological succession in Hawaii, (Chicago: 
Univ. of Chicago Press. 1938. Pp. xxii, 337. $3.) 

Lipson, E. The economic history of England. Vol. I. The Middle Ages. 7th ed., 
— and enl. (New York: Macmillan. London: Black. 1937. Pp. xii, 674. 

5.75.) 

MADGE, S. J. The domesday of crown lands: a study of the legislation, surveys, 
and sales of royal estates under the commonwealth, (London: Routledge. 1938. 
Pp. xvii, 499. 25s.) 

Moore, D. R. A history of Latin America. (New York: Prentice-Hall. 1938. 
Pp. xii, 826. $5.) 

In breadth and detail of treatment this history of Latin America approaches 
the utmost limit of a single-volume work upon the subject. While its maps, 
paragraphing, and extensive bibliography give it the aspect of a textbook, its 
style and copiousness befit the library as well as the classroom. The allotment 
of text to different periods and topics is judicious and meets both the needs 
of students and the interest of general readers who wish history chiefly to 
elucidate today’s conditions. Some errors such as crediting the Caribbean 
countries with two or three cane crops a year and South America with only one 

- railway across the Andes will doubtless disappear in subsequent editions. 

VICTOR S. CLARK 


PEEL, G. The economic policy of France. (London: Macmillan. 1937. Pp. viii, 
242. $2.50.) 

Mr. Peel has written a lucid, readable account of the French financial prob- 
lem and an eloquent appeal for better management. The story starts with the 
point of highest contemporary interest, the Blum experiment of 1936-1937. 
Blum’s efforts are clearly and thoughtfully summarized; but Mr. Peel, who 
has been an earnest student of French affairs for some time, realizes all too 
well that French deficits were not born with the first Blum cabinet. Financial 
mismanagement, he thinks, took a turn for the worse about 1880. Consequently 
he devotes the bulk of his space, 17 chapters in all, to a historical survey of 
the economic and financial problem from that time to the present. 

Told in this way the tale is dramatic. Over and over again, in these six 
decades, budgets have gone out of balance and into the confusion of supple- 
mentary estimates, extraordinary and a dozen other kinds of extra budgets, 
and ever-growing borrowing. Over and over again the experts protested that 
the French, who knew so well how to economize privately, were impulsive 
spendthrifts in their public capacities. Real and fancied perils swelled the bills. 
The scramble for colonies and the pre-1914 armaments race weighed more 
heavily on France than on any other of the great nations. The drain of the 
World War (which France financed almost entirely by borrowing), the cost 
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of reconstructing the devastated areas and the failure of the better part of 
reparation payments are financial catastrophes the memory of which is fresher. 
For a brief period after Poincaré saved the franc in 1926 France had, Mr. 
Peel thinks, a chance to save herself. But she did not try very hard. And the 
crisis and the Hoover moratorium struck. From 1931 to the present she has 
floundered in increasing darkness. 

The last chapter (except for the epilogue) ends with a plea for the re- 
organization of the budget and the cessation of borrowing. Some months have 
passed since those words were written, and no one has heeded the warnings 
of this or other expert friends of France. Today, as the last words of this 
teview are being written, the radio breaks in with a shout: “The French 
cabinet is expected to fall today on the financial issue.” Nowhere in the 
country has there been a change of heart, and a new cabinet can scarcely do 
better. 

ALZADA COMSTOCK 


PERRO, M. L’esperimento Roosevelt e il movimento sociale negli Stati Uniti 
d'America. 2nd ed. (Milan: Mondadori. 1937. Pp. xxxvi, 631. L. 30.) 

ROZMAN, D. and SHERBURNE, R. E. Historical trend in Massachusetts industries, 
1837-1933. Bull. no. 340. (Amherst: Mass. Agric. Exp. Station. 1938. Pp. 31.) 

SANDERS, J. B. Early American history (1492-1789): political, social, economic. 
(New York: Prentice-Hall. 1938. Pp. xxi, 705. $5.) 


This college textbook is one of a series edited by Professor Carl F. Wittke. 
There are 34 chapters divided into 270 sections, a 42-page introductory bibliog- 
raphy for the student, 4 maps, no charts or illustrations, and a good index. 
The book purports to cover political, social and economic history from 1492 
to 1789. Yet only three chapters (23 sections), those on (1) agriculture, (2) 
Jand, money and taxes, and (3) trade, commerce, manufactures and mis- 
cellaneous business, and 22 scattered sections elsewhere, deal with economic 
history. There is little that is new in these except a few interesting items from 
the Shelburne papers; and much that is old could be better told. For example, 
the importance of Indian corn to the early colonists deserves development, and 
the opposition of British merchants to legal tender paper money is only inferred 
and nowhere explained. The author’s interest is clearly in political history. 

DONALD L. KEMMERER 


SCHMIDT, C. T. The plough and the sword. (New York: Columbia Univ. Press. 
1937. Pp. vii, 197. $2.50.) 

From one angle this book is economic history. There has always been a 
dearth of books in English that adequately describe the ever-complex situation 
of Italian agricultural labor, with its secularly slow changes. The chapters deal- 
ing with reclamation of the soil, with farm workers, small proprietors, share- 
croppers, etc., contain many admirable passages. The conquest of the Pontine 
marshes—what it gives to Italy and what it withholds—is well described. As- 
pects of the labor movement are brought up to date. If this whole story of 
Italian agriculture and the agrarian classes could have been told for its own 
good self, with more detail, more awareness of the past, more sense of depar- 
ture from the past; if it could have been treated more objectively (with some 
sacrifice of the picturesque) and with a broader realization of the international 
situation of the decade that followed the war, it would have made a book of 
economic history of altogether unusual value. 

But from another angle the book is anti-fascism of an almost doctrinaire 
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sort. In his extensive search for fact and evidence, the author (one suspects) has 
kept one eye alert to the doings of the enemies of labor. Delimitation of his 
‘study to the fascist era did not require that he make Mussolini and his associates 
the villains of the play, painted all black. Fascism arose iñ an Italy weakened by 
war and all in confusion, We are told that Mussolini, groping for support, was 
ready to offer a socialist program to agriculture. When the propertied classes 
gave him their support, he turned his back upon the propertyless. A realistic 
sense requires that Mussolini be regarded as one playing a large game, both in 
and out of Italy, a game that leads to many restrictive policies. Tight social 
control, conservation of property, national seif-sufficiency, ability to fight sanc- 
tions, wars of conquest, follow. Their aftermath is a declining standard of 
living, more share-cropping, unemployment, such conditions of housing as Dr. 
Schmidt describes in his last chapter (rightly stating that they resemble those 
described in the commission reports of 1909-11), suppression of labor demands, 
all coupled with official claims of improvement. 
ROBERT F. FOERSTER 


SCHUHL, P.-M. Machinisme et philosophie. (Paris: Alcan. 1938. Pp. 108. 12 fr.) 
This little volume traces the connection between philosophy and the develop- 
ment of machine techniques in industry. The author cites numerous mechanical 
achievements of the ancients as evidence of their ability to achieve a machine 
industry, and then explains their failure to do so by the existence of slavery, 
which made it unnecessary to economize labor and created a set of values which 
involved contempt of manual labor (pp. 8-9). 

The gradual change in attitude toward mechanical pursuits was effected by 
the works of such men as da Vinci, Bacon and Descartes; but the actual ad- 
vance in technology was made by workmen and business-men under the impulse 
of economic factors. The development of the machine brought forth conflicting 
opinions from the savants—optimistic eulogies from those who fastened on the 
increased production of wealth, and pessimistic diatribes from those who per- 
ceived the insecurity and misery of the workers. 

For the ancient and to some extent for the mediaeval period, the book is a 
good and well-documented treatment. For the modern period, it is little more 


than a collection of comments by publicists on the machine. 
W. B. HARVEY 


SPEED, E: D. A social and industrial history of Britain. (London: Pitman. 1937. 
Pp. 151. 2s. 9d.) 

STEINER, H. A. Government in fascist Italy. (New York: McGraw-Hill. 1938. 
Pp. xii, 158. $1.50.) 

Tuomas, P. J. The central problem of Indian economy. Presidential address, 
Indian Economic Conference, Hyderabad, Dec. 28, 1937. (Madras: G. S. Press. 
1938. Pp. 36.) 

WALLACE, S. L. R. Taxation in Egypt, from Augustus to Diocletian, (Princeton: 
Princeton Univ. Press. 1938. Pp. 521. $6.) 

Archivist of the United States: third annual report for the fiscal year ending 
June 30, 1937. (Washington: Supt. Docs, 1938. ae vii, 175.) 

Etude comparée du capitalisme et du bolchevisme: la stabilisation monétaire— 
est-elle souhaitable, est-elle possible? Travaux du Congrés des Economistes 
de Langue Française, 1937. (Paris: Domat-Montchrestien. 1937, Pp. 174. 


48 fr.) 
This interesting volume contains two papers, together with the discussions, 
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given at the meeting of the Congrés des Economistes de Langue Frangaise, 
February 8-9, 1937. 

The main thesis of the first paper, “A comparative study of capitalism and 
bolshevism,” by M. Jedn Lescure, is that bolshevism is fast taking on the trap- 
pings of capitalism, economic inequality, a wages system, surplus value, lending 
and borrowing at interest, and preoccupation with profit and loss statements 
(p. 17). M. Lescure, therefore, sees in Russia proof that economic laws are as 
compelling and immutable as the laws of physics (pp. 25, 27). 

Most significant of all, Russia’s experience demonstrates, he believes, that 
saving is an essential, generative force (l’animatrice) for any economy. Russia 
needs capital; and she gets it as any nation does—by levies on incomes and 
current consumption (pp. 17-21). 

M. Lescure’s critics make minor strictures of certain statements. M. Landry 
holds that wages in Russia are determined, not by marginal productivity, but 
by average productivity (p. 37). M. Germain-Martin emphasizes the use made 
of profits and the lack of freedom for producers in the Russian system 
(pp. 54-55). Professor Rist objects to applying the term “equilibrium” to the 
Russian regime of price-fixing and conscripted production (p. 62). 

In the second paper, “The stabilization of money,” M. Laurent Dechesne 
argues that the present managed, or “manipulated,” currencies should be re- 
placed by some form of the gold standard. Perfect stability cannot be obtained 
in a dynamic world, but the gold standard has provided greater monetaty 
stability than any other currency (p. 107). In this view the conferees concur. 

As to when and how the return to gold could be effected, there was some 
difference of opinion. MM. Hornbostel (p. 124), Lescure (pp. 134, 146-47), 
Dechesne (p. 146), and Allix (p. 156), stress the need for international 
coöperation and agreement. Mr. Gaston Jéze and M. Germain-Martin hold that 
a country like France could stabilize alone; that the chief requisite is a balanced 
budget (pp. 147, 153-55). 7 

J. S. RoBINSON and V. O. WATTS 


L'évolution de économie française, 1910-1937: tableaux statistiques publiés par 
DInstitut Scienti bad de Recherches Economiques et Sociales. (Paris: Recueil 
Sirey. 1937. Planches 52.) l 

The Library of Congress: Division of Manuscripts, 1936-37. (Washington: Supt. 
Docs. 1938. Pp. 15.) z 

Revista do Museu Paulista. Tomo XXI. (Sao Paulo: Imprensa Official do Estado. 
1937. Pp. vii, 1055.) 

Statistical abstract for the United Kingdom for each of the fifteen years 1913 and 
1923 to 1936. 81st no. (London: H. M. Stationery Office. 1938. Pp. xvii, 
453. $2.) 


Agriculture, Mining, Forestry, and Fisheries 


International Raw Commodity Price Control. By ROBERT F. MARTIN. 
Stud. No. 238. (New York: Nat. Industrial Conf. Board. 1937. Pp. 
xvi, 166. $3.50). 

From the large number of raw materials recently or currently subjected 
to international price control the author has selected the following nine: 
cotton, wheat, sugar, coffee, rubber, silk, tea, copper, and tin. One chapter 
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is devoted to each of these commodities. These specific commodity chap- 
ters, while varying in size from eight pages for tea to seventeen pages for 
wheat, show close structural resemblances. 

A few remarks on “the economic nature” of the commodity serve to 
introduce a chronological account of “price controls.” This is followed 
by an analysis purported to test the “success” of these controls. This analy- 
sis, largely statistical in nature, is built around a series of charts showing 
the movements during the period 1920 to 1936 of stocks and prices of 
the nine commodities expressed as percentages of the 1923-25 average 
and adjusted to pertinent changes. 

This statistical material is checked against the .general theoretical as- 
sumptions that (1) in a free open market prices tend to reveal an inverse 
and proportional relationship to stocks, and that (2) deviations from 
this presumably normal relationship indicate and supposedly measure the 
effect of artificial control. The fact that these deviations might be due 
to other causes is briefly suggested in the introductory chapter (pp. 7-8) 
but lost sight of in the body of the analysis. 

Each commodity chapter contains a chart in which the movement of 
stocks and prices is shown as well as a full-page silhouette chart giving 
for each commodity the deviations of prices from a straight line indicating 
their assumed normal behavior. A chronological enumeration of the prin- 
cipal price-control measures accompanies each silhouette chart, the num- 
bers in the chronology referring to corresponding numbers in the chart 
itself, an arrangement which clearly implies the author’s belief in a close 
causal relationship between these deviations and the control measures listed. 

The nine silhouette charts for individual commodities are combined in 
a composite silhouette chart which forms the core of the introductory chap- 
ter on “general ‘aspects of raw commodity price control.” It is argued that, 
regardless of the commodity affected, price-control schemes pass through 
similar cycles and are headed for a similar fate. This common behavior 
pattern is described as follows: efforts to “stabilize” prices after temporary 
success fail, lead to a collapse of the market, and necessitate the reorgani- 
zation of the industry. This is soon followed by renewed failure and worse 
collapse. This in turn invites government interference which, at first 
moderate, becomes increasingly drastic and eventually forces the industry 
to complete dependence on, if not subjection to, state authority. Eco- 
nomics yields to politics, the business-man to the politician. In most cases 
the country which started to coatrol prices, at the end of this evolutionary 
cycle, finds itself in a worse position. 

Several appendices contain notes on statistical methods, a list of sources 
of data, and four tables showing prices and stocks of the nine commodities, 
both in absolute figures and in index numbers. 

As an up-to-date compilation of historical and statistical data this study 
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is a welcome addition to the literature on the subject. In its interpretation 
of these data and as a guide to the proper appraisal of international raw 
material price controls, their economic justification and “success,” the 
book is of more doubtful value. This is due to arbitrary limitations of the 
scope as well as to specific weaknesses of the statistical analysis. 

No explanation is given for the selection of the nine commodities. 
The discussion of their economic nature is inadequate. The behavior of 
stocks and prices of each commodity is studied for approximately the same 
period without proof that the same time period possesses equally signifi- 
cant implications for all commodities. 

The problem of raw material price control, moreover, is not correlated 
to the wider issues involved in the decline of competition, the end of 
laissez faire, and the corresponding rise of the tide of control schemes 
which is engulfing almost all economic life, and not merely the raw ma- 
terial sector. This arbitrary limitation of scope creates the impression of 
empiricism and weakens the author’s position of categorical scepticism to- 
ward price control. Blind faith in natural economic law seems outmoded. 

In this respect this study is out of line with the general literature on 
the subject. For some time the trend in price control analysis has been 
away from abstract generalization toward increased emphasis on judicious 
appraisal of specific commodity characteristics, specific market situations, 
specific structural features of both the production and the marketing mech- 
anism, and on similar peculiarities of specific political, social, and eco- 
nomic situations. Not categorical condemnation but careful delineation 
of the area to which control may offer relief from unbearable hardships of 
imperfect competition is the chief objective. This trend is clearly discernible 
in the writings of G. W. Stocking and Myron W. Watkins on petroleum, 
of Walton H. Hamilton on coal, of the Brookings Institution authors 
on agricultural products, of W. Y. Elliott and his collaborators on the 
non-ferrous metals, of the contributors to H. Schumacher’s valuable series, 
Wandlungen der Weltwirtschaft, and above all in the masterful studies 
of the English economist J. W. F. Rowe. What challenges the economist 
of today are “the bafflingly intricate and bewilderingly varied forms” of 
control, and the necessity to differentiate with judicious care between the 
constructive and destructive elements of controlled, as well as of com- 
petitive, economy. Without such differentiation and discrimination the 
analysis of price control is apt to become bogged in doctrine. Commodities 
such as cotton and copper cannot be thrown into one pot without both 
losing their flavor. Nor can cotton and coffee be treated alike. For, the 
normal price behavior of annuals differs almost as fundamentally from 
that of perennials as the price behavior of minerals differs from that of 
agricultural commodities. 

More serious than this arbitrary limitation of the scope of this study 
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is a fundamental weakness of the analysis itself. The author’s thesis that 
(1) normal prices tend to be inversely proportional to stocks, and that 
(2) deviations from this normal behavior indicate the effect of price con- 
trol appears untenable—and that for two reasons. 

In the first place, there is and can be no normal price behavior wholly 
independent of demand. Prices reflect differences in and variations of 
elasticities of both supply and demand. Moreover, stocks of raw com- 
modities must be, and actually are, appraised with due regard to actual 
and potential capacity and willingness to produce more stocks, to stocks 
of finished goods made from the same raw commodity and from substi- 
tutes, to changes in the interest rate and other factors affecting the feasi- 
bility of prolonged storage, to changes in the mood of speculator-merchant 
communities, and to varying degrees of perishability. These and similar 
facts not only render untenable the author’s thesis of a “normal” simple 
mechanistic interaction of prices and stocks, but go far to explain the 
ups and downs depicted in the silhouette charts and attributed to abnormal 
effects of price control. 

In the second place, the failure to consider the effect of control on 
stocks is a fatal omission. Must not the major effect of controls be sought 
in their effect on stocks themselves? How, then, can this effect be treated 
as part of the “normal” price Eehavior of controlled commodity prices, 
as is expressly stated on page 307 Does not the straight line around which 
the silhouette charts are built conceal rather than reveal the primary and 
major impact of the very controls enumerated under these charts? To be 
sure, not all control measures have recognized the importance of output 
and stock control; not all control agencies have had the power to enforce 
their policy. But that does not alter the fact that the essence of such con- 
trol measures as the Stevenson plan, the copper cartels, the tin cartel, the 
A.A.A., the Chadbourne plan, has been the effort to bring output in line 
with demand and thus to control stocks. 

To measure the success or failure of these control schemes, one would 
have to know what prices would have been in the absence of control, and 
that is simply impossible. Above all, one would have to know what eco- 
nomic dislocations and social upheavals would have accompanied or fol- 
lowed ruthless application of the surgical knife of free competition. And 
that also is impossible. In social studies short cuts are treacherous. 

ERICH W. ZIMMERMANN 

University of North Carolina 


Butter and Oleomargarine: An Analysis of Competing Commodities. By 
W. R. PABST, JR. Stud. in hist., econ., and public law, no. 427. (New 
York: Columbia Univ. Press. 1937. Pp. 112. $1.50.) 


This little book is an interesting combination of historical, theoretical, 
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and: mathematico-statistical analysis. Although the size of the book does 
not admit of a comprehensive historical survey, the 16 pages of chapter 1, 
which is entitled “The development of the industries,” provides a helpful 
background. The second chapter is also largely historical in treatment and 
gives an account of the competitive struggle between the butter and oleo- 
margarine industries. Especial attention is given to the efforts of the dairy 
industry to lessen competition from oleomargarine through the enactment 
of laws restricting the sale of the “artificial” product. The restriction of 
oleomargarine production through limitation of color, through legislative 
molding of popular opinion, and by taxes and licenses is described and in 
part justified. Nevertheless, the author holds that, on the whole, the vari- 
ous laws which have been passed are undesirable artificial restrictions on 
the free flow of competition between the products. 

Dr. Pabst apparently fails to grasp the fundamental basis of the struggle 
between the champions of butter and of oleomargarine. He looks upon the 
conflict as being between the oleomargarine and the butter-making industries 
and argues that aid to butter is not aid to agriculture. This is in spite of 
his evidence that materials (mostly cream and milk) for the butter-making 
industry constitute a much larger per cent of the value of butter than 
materials of the oleomargarine industry constitute of the value of oleo- 
margarine, and that profits in the butter-making industry are lower than 
in the oleomargarine industry. It is the farmer dairymen who have most 
to gain from an increase in the prices of or sales of butter, whereas farmers 
who produce raw materials for the oleomargarine industry would gain 
relatively little through increased sales of that product. 

Chapter 3, ‘“The relationship of butter and oleomargarine,” begins with 
a theoretical discussion which is largely in terms of the indifference curve 
concept. Statistics are then presented which show yearly average retail prices 
of butter and oleomargarine and other related data including consumption 
of butter production of oleomargarine, and “deflated per-capita income” 
estimates for the years 1921 to 1934. 

Regression coefficients are computed for various combinations of these 
data. No one without experience in correlation procedure is likely to realize 
the amount of work which was expended in computing the 22 multiple 
regression equations which Dr. Pabst has obtained. In each instance the 
standard errors of the regression coefficients are shown. The author states 
that “logarithms of the actual data were used throughout in accordance 
with Professor Hotelling’s suggestion that the distribution of the logarithms 
of prices approaches the normal form more closely than the distribution of 
the actual prices.” No other justification is given for the use of logarithms 
alone in the correlations. Neither is the reader given any evidence as to 
whether the characteristics of the data warrant the use of logarithms in 
_ €ven one, much less in the entire set of computations. The book contains 
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no charts showing either the way in which the variates are distributed in 
respect to each other or what is the nature of the residuals in relation to 
the lines of partial regression. While it is evident from the size of the 
standard errors that most of Dr. Pabst’s regression equations are meaning- 
less, his presentation does not indicate whether this is due to the particular 
combination of variables used or to a poor choice of the type of regression 
equation. 

Consequently in order properly to appraise any of Dr. Pabst’s regressions, 
it is necessary for the reader to start with the raw data and, for the most part, 
to make his own analysis of them. This the reviewer has done (with the 
help of an assistant) for a number of combinations of the data. To present 
fully the results of this analysis would require many times the space avail- 
able for a review. Briefly, however, it is the opinion of the reviewer that, 
by a more astute codrdination of theory and statistical evidence, most of 
the calculations could have been known to be useless before they were 
made, and furthermore some regression relationships which were not cal- 
culated would have been more significant than the best obtained by Dr. 
Pabst. 

In a section entitled “The nature of the conclusions,’ Dr. Pabst seems 
clearly to recognize that in view of the fact that the data used were time 
series, his results have no significance from the standpoint of statistical 
inference based on the theory of sampling. Yet elsewhere he appears to 
attribute significance to the calculated “standard errors” of the regression 
coefficient. In his own words he says, ‘‘. . . it is assumed, implicitly, that 
all the sampling values of the statistics are drawn from the same population 
and hence that the population or true value can be estimated on the basis 
of the sample values found.” In the opinion of the reviewer it is far more 
important, in obtaining regression equations for time series data to attempt 
to carry through an analysis in a manner designed to result in the regression 
coefficients expressing the approximate causal connection between the fac- 
tors. 

In the final chapter the questicn of further taxation of oleomargarine 
is taken up. This is treated both from a theoretical standpoint and by the 
application of the regression equations found in the preceding chapter. In 
the light of his opinion of the regression equations themselves,- it should 
be obvious that the reviewer questions the value of any conclusions that 
can be drawn from them. 

E. J. WORKING 

University of Illinois 

NEW BOOKS 


BERCAW, L. O. and HANNAY, A. M., compilers. Bibliography on land utilization, 
1918-1936. U.S. Dept. of Agric., misc. pub. no. 284. (Washington: Supt. 
Docs. $1.50.) 
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BRUCKNER, H. eel und Versorgung des skandinavischen Kohle- und Koks- 
` marktes. Probleme der Weltwirtschaft, Band 61. (Jena: Fischer. 1938. Pp. xvi, 
137. RM. 7.50.) 

Buck, J. L. Land utilization in China: a study of 16,786 farms in 168 localities, 
and 38,256 farm families in twenty-two provinces in China, 1929-1933. Vols. 
I and II (Aflas). (Chicago: Univ. of Chicago Press. 1937. Pp. xxxii, 494; xu, 
146. $5, each vol.) 

CULLEY, M. J. An economic study of cattle business on a southwestern semidesert 
bs D Dept of Agric. circ. no. 448. (Washington: Supt. Docs. 1937. Pp. 
24, 5c. 

Cutver, D. C., compiler. Land utilization: a bibliography. 1935, reissued, with 
typographical corrections, No. 15, 1937. Supplement, 1937. (Berkeley: Univ. 
of California Bur. of Public Admin. 1937. Pp. ix, 222; vi, 139. 50c., each.) 

FoLsom, J. C. and BAKER, O. E. 4 graphic summary of farm labor and population 
(based largely on the census of 1930 and 1935). U.S. Dept. of Agric., misc. 
pub. no. 265. (Washington: Supt. Docs. 1937. Pp. 48. 10c.) 

HAMILTON, T. R. A statistical study of wool prices. (College Station, Texas: 
A. & M. Press. 1938. Pp. 56.) 

“The purpose of this study is to apply definite quantitative analysis to the 
economic laws of supply and demand. Statistical methods will be used to 
demonstrate that the economic factors which affect the production, demand, 
and price of a specific commodity such as wool can be determined and their 
relative importance evaluated.” 

The first five chapters present an outline of the sources of data, time move- 
ments in production and price, and the marketing of wool. These chapters serve 
as a background for the analysis of prices, and simplify the study of wool prices 
for those not familiar with the wool trade. The analysis ascertains and measures 
the main factors that cause wool prices to vary, and determines the way those 
prices move according to time elements such as long-time, cyclical, and seasonal 
movements. Consideration is also given to the relationship between production 
and price cycles. 


HARRISON, T. J. Manual de venta y manipuleo de granos mediante elevadores de 
campana. Pub. no. 18. (Buenos Aires: Comision Nac. de Granos y Elevadores. 
1937. Pp. 66.) l 

JENSEN, E. Danish agriculture: its economic development. A description and 
economic analysis centering on the free trade epoch, 1870-1930. (Copenhagen: 
Schultz, 1937. Pp. xvi, 417. $3.75.) 

Kimura, M. Japan’s agrarian problems. Foreign Affairs Assoc. of Japan. (New 
York: Stechert. 1938. Pp. 38. 25c.) 

Lacy, M. G., compiler. Agricultural economics: a selected list of references. Agric. 
econ. bibliog. no. 1, rev., 1938. (Washington: U.S. Dept. of Agric., Bur. of 
Agric. Econ. 1938. Pp. 31, mimeographed.) 

Marorr, D. W. Problems in agricultural marketing. (New York: McGraw-Hill. 
1938. Pp. xiii, 410. $3.) 


The cases are divided into 12 groups classified somewhat according to the 
more common chapter headings found in textbooks. One group deals with the 
problems encountered by individual farmers in disposing of their crops to best 
advantage, and another deals primarily with questions of public policy involved 
in various recent activities of the federal government. The other sections are 
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divided between the problems of individual and codperative concerns handling 
farm products and the broader questions of the organization and functioning 
of service agencies such as boards of trade and commodity exchanges. 

The cases cover a wide range of situations, and are presented in an interest- 
ing manner. Little material is included which deals with the market news and 
the grading and inspection service of the federal government and other agencies. 
Neither is much said about the methods of selling and types of dealers handling 
perishable and semi-perishable products such as fruits, vegetables, butter, and 
eggs, which arrive in wholesale markets from distant producing areas. However, 
it would obviously be impossible to cover all the subjects that might properly 
be included without greatly enlarging the book. 

Many of the cases raise questions that could hardly be intelligently con- 
sidered by the ordinary student without a great deal more information than is 
supplied in the description of the case itself. Fairly extensive lists of readings, 
designed to supplement the material presented in the individual cases, are pre- 
sented at the end of each section. The book should prove valuable as a supple- 
mentary source of material for classroom discussion, rather than as the main 
text. 

Roy A. BALLINGER 


MARESCALCHI, A. L’agricoltura italiana e V’autarchta, (Turin: Einaudi. 1938. 
Pp. viii, 140. L. 12.) 

VELLA, G. F. L'oferta nell’agricoltura e la sua disciplina. (Citta di Castello: 
Soc. Tip. “Leonardo da Vinci.” 1937. Pp. 31.) 

Warre, W. C. and Cox, R. W. Seasonal variations of prices and marketings of 
Minnesota agricultural products, 1921-1935. Tech. bull. 127. (Minneapolis: 
Univ. of Minnesota Agric. Exp. Station. 1938. Pp. 59.) 

WENCELBLAT, F. G. La evolution de la exportación de granos en la Argentina y 
en otros paises exportadores, Pub. no. 20. (Buenos Aires: Comisión Nac. de 
Granos y Elevadores. 1937. Pp. 101.) 

Annual report on tobacco statistics, 1937. Stat. bull. 63. (Washington: U.S. Dept. 
of Agric. 1938. Pp. 110. 15c.) 

Conserving our natural resources: a selected list of material useful to students and 
discussion clubs. (Washington: Am. Assoc. for the Advancement of Science. 
1937. Pp. 12.) 

Description of the official standards for wheat, oats, barley, rye and linseed, crop 
year 1936-37. (Buenos Aires: Nat. Grain and Elevator Commission. 1937. 
Pp. 86.) 

Dane basin problems and programs. 1937 rev. Prepared by the Water Re- 
sources Committee of the National Resources Committee with the codperation 
of local, state, regional, and federal organizations. (Washington: Supt. Docs. 
1938. Pp. 154.) 

Graphic summary of farm labor and population (based largely on the census of 
1930 and 1935). Misc. pub. 265. (Washington: U.S. Dept. of Agric. 1937. 
Pp. 48. 10c.) . 

The milk marketing scheme, 1933, as amended to August 3, 1937. (London: H. 
M. Stationery Office. New York: British Lib. of Information. Pp. 44. 1s. 1d.) 

Part-time farming in the United States. U.S. Census of Agric., 1935, spec. stud. 
(Washington: Supt. Docs. 1937. Pp. 205. 50c.) 

Swift & Company year book covering the activities of the year 1937. (Chicago: 
Swift & Co. 1937. Pp. 40.) 

W heat studies, Vol. xiv, no. 5. World wheat survey and outlook, January, 1938, 
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by H. C. FARNSWORTH and HOLBROOK WORKING. No. 6. Trends of yield in 
major wheat regions since 1885. Part it. Irregular, stable, and declining trends, 
by M. K. BENNETT. (Stanford University, Calif.: Food Research Inst. 1938. 
Pp. 183-221; 223-261. 60c.; 75c.) 


Manufacturing Industries 


The World Textile Industry: Economic and Social Problems. Vols. ï and 
II. Stud. and rep., ser. B, no. 27. (Geneva and Washington: Internat. 
Labor Office. 1937. Pp. viii, 354; vi, 288. $2.00, each vol.) 


This highly important document prepared by the International Labor 
Office for release last Spring as a factual basis for the Tripartite Technical 
Conference on the World Textile Industry held at Washington in April, 
1937, needs to be regarded from a dual point of view—as to its contents 
per se, and as a basis for international action for the improvement of labor 
standards in all textile manufacturing countries. 

Probably for the first time an adequate statement of the international 
character of textile manufacturing is presented here in a form which will 
be readily available to those both within and outside the industry. The 
sections dealing with world textile manufacturing, world trade in textiles, 
and changing patterns of textile production and trade, give a mass of 
statistical data in a form which should win interest and approval on all 
sides. Similarly the factual data on textile labor conditions throughout the 
world—there is a special statistical supplement on wages and working 
conditions in all countries—shows what an excellent job of statistics gather- 
ing the International Labor Office has performed. Comparative costs of 
manufacture can be deduced from them, at least for the labor element 
of total cost. For example, it is shown that in Japan the cost for textile 
labor would on a most conservative basis, be only one-fourth that of the 
corresponding labor cost in any other major manufacturing country. l 

When the authors get away from factual presentation, the report be- 
comes less convincing. This is particularly noticeable in their attempt to 
deal with the subjects of “Over-production” and “Under-consumption.” 
To begin with, they have not attempted to carry the statistical series in this 
section nearer than 1929. Also, they resort to a classification of fibers into 
“Industrial consumption” and ‘Personal consumption,” throwing cotton 
into the latter. This is not really a valid classification since fully 40 per cent 
of all cotton fabrics go into industrial uses, and on a poundage basis the 
percentage of cotton fabrics used in industry and agriculture runs con- 
siderably over 50 per cent. 

Their conclusion here is that production curtailment programs : are un- 
desirable since they are predicated upon an over-production thesis. They 
overlook the fact however, that restrictions upon textile production, in this 
country at least, have’ been designed primarily to stabilize production and 
iron out excessive seasonal peaks. They turn also from effective demand to 
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potential demand as their guide for national policy in respect to production 
control. Admittedly every country in the world would consume far more 
goods of every kind if purchasing power could be miraculously created 
so that everyone could have a far larger amount of it. An approach to 
industry problems from that point of view, however, is hardly a sound 
one when working out a program to place before business-men who are 
concerned with the mundane matters of meeting payrolls, and trying to 
sell goods in a competitive market where profit margins at best are slender. 
And if we are to take the world as it is, it is those men, individually and 
collectively, who are going to settle these policies, whether they are Ameri- 
can, British, Indian or Japanese. And it is those men, in the last analysis, 
who would have to be called upon to take action by way of ratifying any 
program that might have developed from the conference at Washington. 

This brings us to the question of the value of such a compilation as a 
basis for action by the world textile industry. Most textile employers in 
this country, it probably could be said in all honesty, would personally 
prefer to be able to pay higher wage scales. The evidence for that is clear 
enough in the drastic increases which the N.R.A. brought about and which 
have been maintained almost throughout the industry up to the present 
time. It is also evidenced by the industry-wide wage increases that came in 
1936 with returning prosperity. Furthermore, employers in this country 
would certainly like to see Japan, for example, pay a much higher wage 
rate than is paid there at present; but from Japan’s viewpoint, and accord- 
ing to its standards and way of life it pays enough—a higher rate 
would disrupt its whole economy—just as to start paying the wage rate 
now being paid in Detroit automobile factories, for example, to cotton 
textile workers in the South, would bring about a complete disruption of 
the agricultural and industrial system in the South. Furthermore, from a 
quite practical point of view, those low wage rates along with a depreciated 
currency are a tremendous advantage to Japan in international trade in 
textiles, as is clearly brought out in this report. 

The idea back of the Tripartite Conference, however, was not such 
undiluted optimism as, to expect Japan quickly to give up that advantage. 
It was a good thing, undoubtedly, that the effort was made. The power 
of publicity directed at social problems has-been proved in the past to 
be an effective one, though very slow at times. Today, however, with the 
‘curtain ringing down on the freedom of the press in one country after 
another, and with suppression elsewhere of propaganda for social causes 
like this one, one can hardly help feeling a sense of futility about trying 
to act as though reason could be made to prevail in international economic 
action. 

S. J. KENNEDY 

New York City 
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NEW BOOKS 


Hoover, E. M., JR. Loçation theory and the shoe and leather industries. Harvard 
econ. stud., vol, Iv. (Cambridge: Harvard Univ. Press. 1937. Pp. xvii, 323. 
$3.50.) 

This book is not a complete history of the American shoe and leather in- 
dustries, nor is it an attempt to provide an exhaustive treatment of the theory 
of location. The historical treatment includes, according to the author, only such 
matters as are relevant to the question of geographic distribution. On the other 
hand, the treatment of the theory of location aims at presenting “enough of the 
outlines of the theory to acquaint the reader with progress in this still somewhat 
esoteric field. ,..” 

Part 1 includes 7 chapters on the theory of location; part 2, with 3 chapters, 
deals with the leather industry; part 3 in 6 chapters considers the shoe industry ; 
and in part 4 we find three chapters on summary and conclusions emphasizing 
the theoretical analysis. 

Location theory for this book is considered to be a specialized branch of 
general economic theory. The analysis is primarily limited to cost factors. In- 
dustries are deemed to be oriented in terms of transportation costs, labor costs 
and transfer costs. Preferential demands and other theoretical considerations 
of this type are essentially neglected. Perhaps the author's statement that “before 
the theory of location can be a very useful practical instrument, it must be de- 
veloped in some direction in which barely a start has been made” may be ex- 
tended in principle to say in effect that possibly much more needs to be done 
before location theory can be oriented to general economic theory. 

This book, not without interest to the general theorist, should be suggestive 
and valuable to the economic historian. Finally, it is probably the best book at 
the present time in English on this subject. 

' LLOYD L. SHAULIs 


STEWART, M. S. Steel—problems of a great industry. (New York: Public Affairs 
Committee. 1937. Pp. 32. 10c.) 

A report on the future of the paper industry in the Southeastern United States and 
the effects on stumpage values. (Cambridge: Am. Inst. for Econ. Research. 
1938. Pp. 108, mimeographed. $3.50.) 


Transportation and Communication 


NEW BOOKS 


CAMPBELL, E. G. The reorganization of the American railroad system, 1893-1900; 
a study of the effects of the Panic of 1893, the ensuing depression, and the first 
years of recovery on ratlroad organization and financing. (New York: Columbia 
Univ. Press. 1938. Pp. 366. $4.50.) 


This is a study of the effects of the panic of 1893, the ensuing depression, 
and the first years of recovery, on railroad organization and financing. Its scope 
is considerably broader, however, than that indicated by this statement and 
covers nearly the whole field of railroad finance from the close of the Civil War 
to the end of the century. The author’s main thesis is that the troubles of the 
nineties were legacies of earlier incompetence, unwise expansion, and financial 
malpractices in general. The depression of 1893 was more a purgative of 
former excesses than a cause of new difficulties. The major portion of the book 
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is occupied with accounts of most of the important reorganizations of the time 
including those of the Philadelphia & Reading, The Norfolk & Western, The 
Erie, The Baltimore & Ohio, The Northern Pacific, The Union Pacific, The St. 
Louis & San Francisco, and The Santa Fe. 

In the process of reconstruction, the author finds, many profound changes 
were produced in our transportation system. Among these were extensive con- 
solidation and the growth of large systems, a simplification of financial struc- 
ture, assumption of control by a small group of influential bankers, a decrease 
in fixed charges but an increase in total capitalization, a greater use of voting 
trusts and other devices of financial control, and a more rigid supervision by 
the government. Though the study contains little new material, it should prove 
useful as a genuinely comprehensive history of this period of railroad finance. It 
has been carefully prepared, is well organized, and is entertainingly written. 

ARTHUR F, Lucas 


HENNIKER, A. M., compiler. Transportation on the western front, 1914-1918. 
(London: H. M. Stationery Office. New York: British Lib. of Information. 
1937. $5.50.) | 

JOHNSON, E. R. Government regulation of transportation. (New York: Appleton- 
Century. 1938. Pp. 694. $5.) 

Lewis, E. A. compiler. Laws relating to interstate and foreign commerce, August 
29, 1916-August 26, 1937: 1, railroads; 2, wire control; 3, proclamations; 
4, executive orders; 5, termination of federal control of railroads; 6, relinquish- 
ment of federal control, proclamation; 7, Emergency Railroad Transportation 
act, 1933. (Washington: Supt. Docs. 1937. Pp. 380. 25c.) 

MELDER, F. E. State and local barriers to interstate commerce in the United States: 
a study in economic sectionalism. 2nd ser., stud. no. 43. (Orono: Univ. of 
Maine, 1937. Pp. xiv, 181. 75c.) 

PARMELEE, J. H. A review of railway operations in 1937. Spec. ser. no. 66. Re- 
printed from Railway Age, Jan. 1, 1938; figures rev. to March 26, 1938. 
(Washington: Assoc. of Am. Railroads, Bur. of Railway Econ. 1938. Pp. 39.) 

SHERRINGTON, C. E. R. The economics of rail transport in Great Britain. Vol. II. 
Rates and services. (London: Arnold. 1937. Pp. xv, 336. 12s. 6d.) 

STEVENS, W. J. The future of British railways. (London: P. S. King. 1938. 
Pp. xii, 101. 5s.) 

VAN PATTEN, N. Hopkins Transportation Library. (Stanford University, Calif.: 
Stanford Univ. Press. 1937.) 

VELLA, G. F. Sulla teoria dei servizi pubblici, con particolare riguardo al servizio 
ferroviario. Estratto dal vol. Problemi di finanza fascista. (Bologna: Zanichelli. 
1937. Pp. 121-143.) 

Wicus, W. J. The railway interrelations of the United States and Canada. (New 
Haven: Yale Univ. Press for the Carnegie Endowment for Internat. Peace. 
1937. Pp. xvi, 304. $3.) 

Colonel Wilgus presents an exhaustive engineering study of the railway 
interrelations of the United States and Canada. The physiography of the two 
nations is sketched in a way to give the uninformed reader geographic back- 
ground for the detailed, sometimes personalized and repetitious, history of the 
some 50 rail gateways along the 4,000-mile border. The material on border 
mileage, activities, and interconnecting bridges, while forming natural obstacles 
from an engineering point of view, is not treated in terms of economic problems 
and consequences, The two chapters on comparative investment, income and 
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rate structures, chapters which one would expect to be predominantly economic 
in nature, may disappoint the analytical-minded student of transportation. The 
ratios while clear are primarily descriptive without their economic significance 
being pointed out. 

The study is permeated with the theme of an unparalleled positive harmony 
of border contacts (¢.g., 19, 26, 37, 68, 69, 121, 212) ; one wonders what the 
real causes are and how permanent they may turn out to be. The law of com- 
parative costs is stated in an elementary way on page 119 without recognizing 
it as such. The recent United States railway legislation of 1933 and 1934, which 
is somewhat a restatement of regulatory policies as far as this country is con- 
cerned, is not mentioned. 

ORBA F. TRAYLOR 


Statistics of railways in the United States: fiftieth annual report for the year 
ended December 31, 1936, including also selected data relating to other com- 
mon carriers subject to the Interstate Commerce act for the year 1936, (Wash- 
ington: Supt. Docs. 1937. Pp. $-174, 282. $1.25.) 


Trade, Commerce, and Commercial Crises 


NEW BOOKS 
Day, C. A history of commerce. 4th ed. (New York: Longmans Green, 1938. 
Pp. 713. $2.50.) 
KRANOLD, H. The international distribution of raw materials. (London: Rout- 
ledge. 1938. Pp. xxiv, 269. 15s.) 
QUIGLEY, H. S., editor. Peace or war? A conference. Day and hour ser., nos. 17 
and 18. (Minneapolis: Univ. of Minnesota Press. 1937. Pp. 205. 25c.) 


Contains an article on “Fallacies of economic nationalism,” by Benjamin B. 
Wallace. 


RAPPARD, W. E. Post-war efforts for freer trade. Geneva stud., vol. ix, no. 2. 
(Geneva: Geneva Research Centre. 1938. Pp. 67. 40c.) 

SCHLOTE, W. Entwicklung und Strukturwandlungen des englischen Aussen- 
handels von 1700 bis zur Gegenwart. Probleme der Weltwirtschaft, Band 62. 
(Jena: Fischer. 1938. Pp. viii, 182. RM. 10.) 

SYRETT, W. W. Practice and finance of foreign trade. (London: Macmillan. 
1937. Pp. vii, 233. 7s. 6d.) 

Tasca, H. J. The reciprocal trade policy of the United States: a study in trade 
philosophy, (Philadelphia: Univ. of Pennsylvania Press. 1938. Pp. xiv, 371. 
$3.50.) 

This is a timely and distinctive publication. There is no dearth of printed 
matter on the subject, as Dr. Tasca’s extensive bibliography attests; but it con- 
sists, for the most part, of magazine articles, pamphlets, and variegated govern- 
ment publications and releases—each either dealing briefly and in broad outline 
with the program as a whole or concentrating upon some particular agreement 
or phase. The only significant book previously published is Culbertson’s Rect- 
frocity, Although Dr. Tasca’s volume covers some of the same ground and 
expresses a like sympathy with the Hull program, the two books differ so 
widely in scope, emphasis, and method as not to be regarded as competitive. 

The central purpose of this author is to present a functional analysis of the 
new American tariff bargaining policy. The main body of his volume deals 
with problems and experience in implementing that policy and with appraisal 
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of work accomplished in the light of difficulties encountered and in terms of the 
twin objectives—trade liberalization and equality of treatment. 

A chapter is devoted to each of the following topics: the development of the 
trade agreements organization and procedure; the administrative progress of 
the program and the factors tending to slow it down; the problem of most- 
favored-nation treatment in view of our autonomous tariff tradition, of the 
vogue of substantive bilateralism, and of the prevalence of non-tariff trade 
controls; and the general policy and actual practice of our government with re- 
spect to the generalization of concessions. Then come four chapters analyzing 
the sixteen trade agreements from the standpoint of tariff concessions granted 
and received; provisions regarding quotas; exchange provisions; and ad- 
ministrative protectionism. 

A short chapter on the trade effects of the agreements thus far presents and 
examines statistical data, but cautions against assuming their conclusiveness. 

The factual content of the book and its ample documentation, show wide 
and intelligent research. 

PAUL S. PEIRCE 


UPGREN, A. R. Reciprocal trade agreements. Day and hour ser., no. 19. (Min- 
neapolis: Univ. of Minnesota Press. 1937. Pp. 26. 25c.) 

WirHEROW, G. A. Foreign trade of the United States, calendar year 1936. Trade 
promotion ser., no. 174. (Washington: Supt. Docs. 1938. Pp. x. 222.} 

Balances of payments, 1936. (Geneva: League of Nations. New York: Columbia 
Univ. Press. 1937. Pp. 236. $1.50.) 

A continuation of the annual series. Contains analyses of international 
accounts of 36 countries as against 29 in the volume for 1935. Data for Italy 
are not available. 

Foreign commerce and navigation of the United States. Vol. I. 1936 (imports). 
(Washington: U.S. Dept. of Commerce. 1938. $1.50.) 


Accounting, Business Methods, Investments 
and the Exchanges 


The New York Bond Market, 1920-1930. By CHARLES CORTEZ ABBOTT. 
(Cambridge: Harvard Univ. Press. 1937. Pp. xvii, 224. $2.50.) 


The title of this book is misleadingly modest. Actually the book surveys 
in some detail the operations of the financial system in the United States 
from 1919 through 1930. Federal reserve policy, the changing financial 
practices of business corporations and their relation to commercial banking 
processes, gold imports and exports, the courses of various rates of interest, 
and the rise and fall of stock prices all receive some attention. Bond flota- 
tions in the country as a whole as well as changing bond prices in the New 
York market are carefully examined. Much use is made of the statistical 
method to array the facts, but the author is commendably careful to avoid 
drawing conclusions based on mere statistical correlation. . 

In general Professor Abbott’s conclusions constitute a restrained and 
temperate indictment of the functioning of the American financial system 
in the period surveyed. The abundance of long-term credit available from 
1923 to the middle of 1928 is alleged to have resulted in a situation of “‘dis- 
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equilibrium,” the analysis at this point resting heavily on the ideas of J. M. 
Keynes as set forth in his A Treatise on Money. (One wonders what the 
effect would be of substituting the ideas of The General Theory of Employ- 
ment, Interest and Money.) The ease of floating security issues with the 
resulting growth of indebtedness, alteration in the character of the assets of 
commercial banks, and increasingly rigid cost structure of industry all re- 
ceive attention. No mention is made, however, of the tragic decline in the 
standards of investment banking houses, a decline graphically demonstrated 
by Professor George W. Edwards in an article in the Harvard Business Re- 
view for October, 1933. 

Because his concept of equilibrium is largely that of Keynes (Keynes of 
The Treatise) instead of the more general concept of equilibrium (the 
theory of the general interdependence of all economic quantities) it is, 
perhaps, not surprising to find Professor Abbott concluding that there was 
“little or no tendency for excess industrial capacity to grow during the 
decade .. . the boom of the twenties does not seem to have brought serious 
maladjustment to the economic mechanism” (p. 159). Qualitative misuse 
of resources violating the principle of equimarginal returns must have re- 
sulted from the credit ease and corporate financial practices of the twenties. 
Certainly we seem recently to have had something like “serious maladjust- 
ment to the economic system.” In passing it might be noted that an error 
frequently made by economists is that of identifying economic equilibrium 
with temporary relatively full employment of resources. This state of 
affairs may be maladjusted and out of balance in the general equilibrium 
theory sense of the term. It could scarcely be otherwise in a society having 
“elastic bank credit” and private “economic planning” by a relatively small 
number of large corporations. 

There are 17 statistical appendices and a bibliography. Unfortunately 
errors occur in the titles of three of the charts (“millions” for “billions” in 
Chart V, page 32; “millions” for “hundred millions” in Chart VI, page 35; 
and in Chart VII, page 36). 

It would be possible to differ with Professor Abbott on minor points in 
his analysis and interpretation. Occasionally the “absorption of credit” 
fallacy appears, or at least suggests itself (pages 96-97). But in general the 
competence with which the author has done a difficult job of narration, in- 
terpretation, and analysis predominates heavily over such faults as one 
economist is always able to find in the work of any of his fellows. 

PauL M. O'LEARY 

Cornell University 

NEW BOOKS 
Bacas, P. E., MADDEN, J. T. and ROSENKAMPFF, A. H, Auditing procedure. 

(New York: Ronald. 1937. Pp. xvi, 443. $3.75.) 

This college text is divided into two parts: preliminary considerations and 
special problems. The first is concerned with the essential routines and handling 
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the work on the job. The second section considers in order of customary 
appearance on the balance sheet verification of the several assets and liabilities 
and concludes with three chapters on “Certificates and reports,” “Branch 
accounts-—-partnerships—consolidated accounts,” and “Preparation of budgets 
——consideration of client and employees—legal and ethical questions.” There 
is a separate problem book paralleling the text. The book assumes a knowledge 
of accounting principles and so avoids discussion of accounting policy. 
W. P. Fiske 


BAKER, H. The office library of an industrial relations executive, 1938. Rev. ed. 
(Princeton: Princeton Univ, Industrial Relations Section. 1938. Pp. 24. 25c.) 


BAKKEN, H. H. and Scuaars, M. A. The economics of coéperative marketing. 
' (New York: McGraw-Hill. 1937. Pp. viii, 583. $4.) 

There are five major divisions: (1) the evolution of codperative buying and 
selling, (2) the economic philosophy of codperative marketing in the United 
States, (3) legal considerations of the codperative method of marketing, (4) 
functional relationship of codperative organizations, and (5) coöperation in 
perspective. The appendix contains a copy of the Capper-Volstead act and a 
sample membership agreement and contract. 

The authors consider codperative marketing largely from the standpoint of 
agricultural producers’ associations, although some attention is devoted to an 
analysis of consumers’ codperative societies. Financing and pooling are treated 
extensively, Sales policies are given one chapter. Methods used by codperatives 
in performing such marketing functions as storage, transportation, and grading 
are briefly considered. 

If, as the authors state, the greatest single force for the success or failure 
of a business venture is its management, it seems to the reviewer that consider- 
able attention should be given to the subject. In the chapter on management, 
the authors state that the members, directors, and the manager constitute the 
management, and then proceed to discuss briefly each element. It would be in- 
teresting to know the nature of the contracts used by associations with the 
managers, the previous experience and training of managers, and the methods 
used in selecting, training, and supervising employees. Does the codperative 
association offer a desirable vocational opportunity to the employee? 

The authors’ technique of presentation is commendable. Each chapter is 
provided with a preview, which sets up the material for the reader. Some of 
the more recent developments, such as procedure for financing under the Farm 
Credit Administration, control of production, and market prorata plans, are 
included. The authors are fair in presenting the difficulties faced by the co- 
operative system and in picturing the limitations of codperation. Admittedly 
coöperation is not a panacea for economic ills. “Developments in agricultural 
production, governmental intervention in agricultural marketing, increasing 
efficiency of private competitors, and changes in transportation and communica- 
tion will affect . . . marketing associations.” The authors look for the two 
systems, the private and the codperative, to continue competing with each other. 

Kari D. REYER 


BECKMAN, T. N. Credits and collections in theory and practice, 3rd ed. (New 
York: McGraw-Hill. 1938. Pp. 631. $4.50.) 

BECKMAN, T. N. and NoLEN, H. C. The chain store problem: a critical analysis, 
(New York: McGraw-Hill. 1938. Pp. viii, 350. $3.50.) 
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BOGEN, J. I. Corporation finance. (New York: Alexander Hamilton Inst. 1937. 
Pp. xx, 370.) 

Cowan, D. R. G. Sales analysis from the management standpoint. (Chicago: 
Univ. of Chicago Press. 1938. Pp. xi, 210. $2.50.) 

This compact little volume represents a revision of a series of seven articles 
published in the Journal of Business of the University of Chicago in the issues 
from July, 1935, to January, 1937. Dr. Cowan’s book must establish a record 
for the literature of sales management on the scores of the quality and quantity 
of evidence and analysis compressed into 200 pages. Those familiar with the dis- 
cursive and weakly descriptive literature so typical of this field will find Dr. 
Cowan’s product refreshing but not easy reading because of its rigorous con- 
densation of materials and analysis. The author has applied scientific tech- 
niques to the “baffling” problems of finding “‘yardsticks or standards by which 
to judge sales performance.” Although the evidence assembled is of necessity 
fragmentary, it is of great value because of the dearth of solid materials in 
this field. Knowledge concerning the possibilities and limitations of the ap- 
plication of precise statistical and accounting techniques to these problems is 
greatly expanded by the author’s original work. The refinements that have 
appeared in the past fifteen years in the methods of measuring regional sales 
potentials, in establishing sales quotas, in testing the application of selling 
and advertising efforts, in cost accounting for sales, and in the codérdination 
of the various specific instruments by management in relation to trade possi- 
bilities are sharply portrayed in Dr. Cowan’s results. 

This volume is a clear demonstration that the product of the application 
of precise, quantitative and analytical scientific techniques to the solution of 
managerial problems is valuable not merely to business executives and tech- 
nicians, Students of statistical methods, and general economists will find the 
book useful. Particularly, economists concerned with the theories and modes 
of consumption should find the two lengthy chapters dealing with regional 
consumption of interest. Business-men and teachers in the fields of market 
management and research, of course, are the chief beneficiaries, 

Throughout the pages of the volume there is evidence of meticulous care 
in research and in analysis, an awareness of the limitations of the techniques 
employed in relation to the problems surveyed, and an attitude of modesty of 
achievement. 

E. T. GRETHER 


DAHLBERG, A. When capital goes on strike: how to speed up spending. (New 
York: Harper. 1938. Pp. xxii, 218. $2.50.) 

DYKSTRA, G. O. and DYKSTRA, L. G. Selected cases on government and business. 
(Chicago: Callaghan. 1937. Pp. 703. $5.50.) 

Harop, G. Bond ratings as an investment guide: an appraisal of their efective- 
ness. (New York: Ronald. 1938. Pp. xii, 274. $3.) 

Huercy, H. W. and Winakor, A. H. The financial policies and practices of 
automobile finance companies. Bull. no. 56. (Urbana: Univ. of Illinois Bur. 
of Bus. Res. 1938. Pp. 56.) 

The automobile finance companies belied the gloomy predictions made in 
the 1920's concerning their ability to weather an economic storm. This study 
traces the balance sheet ratios of a group of them since 1926. The high pro- 
portion of borrowed capital and the low ratio of repossessions are most sig- 
nificant. 

L, 
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KERN, K. Common stocks are short term investments. (New York: Author, 
40 Wall St. 1937. Pp. 8. $1.) l 

LAWLEY, F. E. The growth of collective economy. Vol. I. The growth of na- 
tional collective economy. Vol. II. The growth of international collective eco- 
nomy. (London: P. S. King. 1938. Pp. xv, 485. 35s.) 

LAWRENCE, W. B. Cost accounting. Rev. ed. (New York: Prentice-Hall. 1937. 
Pp. xvii, 598. $5.) 

This is a revision of a standard work first published in 1925. There is a 
substantial change in order of development, and the book has been increased 
by fifty pages. The subject is first approached from the angle of its relation to 
financial accounts, Following this and a chapter on specific order costing, the 
orthodox development is used with chapters on accounting for material, labor 
and manufacturing expense. Distribution costs, statement preparation, process 
costing, and standard costs, then receive extended consideration. A miscel- 
laneous group of topics, including graphic charts, concludes the book. “A 
conservative attitude has been maintained.” Problem material includes over 125 
shorter problems and 16 longer exercises. 

W. P. FISKE 


LEBENTHAL, L. S. The A B C of municipal bonds. (New York: Harper. 1937. 
Pp. viii, 166. $1.50.) 

Mr. Lebenthal is a dealer in municipal bonds with enthusiasm for his 
business and a keen desire to preach the exceptional investment merits of 
municipals. He has addressed the book especially to the small investor not 
yet familiar with the advantages of these securities, but with an eye also to 
the instruction of the town official faced for the first time with the problem 
of floating a bond issue and of the latest recruit to the sales force of a munici- 
pal bond house. Both in style and content the book cannot fail to suggest 
advertising copy. Nevertheless, those averse to the reading of more technical 
works on the subject, which Mr. Lebenthal characterizes as “tiresome” and 
“dull,” may derive both pleasure and profit from this informative and enter- 
taining primer. 

The book begins with an account, supported by illustrative documents, of 
the floating of the bond issue of a New Jersey town. Then follows the diary of 
an individual bond of the issue from issuance to maturity, designed to show 
the varied investment needs which it and its brothers met. The rest of the 
book—occupying about three-quarters of the whole—takes mainly the form 
of a dialogue between a neophyte municipal bond salesman and his sales 
manager, in the course of which the former is initiated into such matters as 
the foundations of municipal credit, the types and legal aspects of municipal 
bonds, their superior degree of safety as compared with public utility, railroad 
and foreign bonds, their suitability for the small investor notwithstanding 
the tax-exempt feature which makes them particularly attractive to wealthy 
individuals and institutions, the meaning and calculation of the yield basis, 
and the tests of a sound municipal issue. A short, selected bibliography and 
an index are added. 

WILLIAM H. WYNNE 


Lewis, B. W. Price and production control in British industry. Public policy 
pamph. no. 25. (Chicago: Univ. of Chicago Press. 1937. Pp. 35. 25c.) 


Great Britain has its own New Deal, including an N. R. A. without labor 
provisions. Unhampered by anti-trust laws and sheltered by the 1932 tariff, 
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coöperation has been rapidly replacing free competition in the British econ- 
omy. Parliament, while never hostile, has lent statutory aid almost nowhere 
outside of the basic industries—coal, cotton textiles, shipbuilding, shipping 
and steel. Most trades enjoy self-government in the form of price fixing, pro- 
duction quotas, or other forms of codperation without elaborate programs. 
Clothing, leather and shoes are mentioned for their relative freedom from 
control. 

The only good accounts of this movement are by two Americans—Arthur 
F. Lucas in his Industrial Reconstruction and the Control of Competition, and 
the pamphlet under review. The pamphlet is naturally less inclusive—e.g., it 
omits agriculture and England’s A. A. A.—but it carries the story two years 
further, to November, 1937 (and sells for $5.50 less). 

Mr. Lewis’ conclusions are discouraging. He credits the absence of con- 
sumer resentment to the moderation of British business-men. But he criticizes 
the rigidity of prices, believes that quotas lead to inefficiency, and considers the 
schemes to scrap “excess capacity” destructive of social wealth. He fears the 
spread of economic maladjustments, making government regulation inevitable. 

SIMON N. WHITNEY 


LEWIS, C., assisted by SCHLOTTERBECK, K. T. America’s stake in international 
investments, (Washington: Brookings Inst. 1938. Pp. xvi, 710. $4.) 

LIVERMORE, S. Investment: principles and analysis. (Chicago: Business Pubs. 
1938. Pp. viii, 599. $3.75.) 

The book has four parts: 

1. “The investment process’ (9 chapters). There is a survey of the proc- 
ess of investment, the objectives of safety, appreciation, income and market- 
ability and the probability of attaining these in securities of certain general 
types; a description from the financial viewpoint of different types of users 
of business capital and of the component parts of the “investment com- 
munity’ (dealers, traders, etc.) ; a description of the processes of creating 
and selling new security issues, the operations of exchanges and brokerage 
firms, institutional investors and the investment trust. 

2. “The art of analysis’ (6 chapters). There are five “approaches” to the 
work of investment analysis, designated as (1) history-and-background, (2) 
statistical, (3) cyclical or trend, (4) bargain-hunter, and (5) mathematical. 
Some attention is given to the problems of selecting the industry in which one 
should invest his funds, and also the company within the industry. 

3. “Investment programs” (3 chapters). Attention is given to the dif- 
fering requirements of differing types of investors; the problems of diversi- 
fication; common stocks as investment securities. Here the author considers 
recent adverse criticisms of the so-called common-stock theory and concludes 
that these criticisms merely modify but do not destroy “the fundamental 
tenets of the so-called theory’ (p. 459). 

4, “Social control over investment” (3 chapters). Here is an account of 
the evolution of regulation, a brief description of our present federal pro- 
gzam of regulation under the statutes administered by the Securities and Ex- 
change Commission, and an appraisal of this program. 

At the end of each chapter there is a list of selected references and ques- 
tions and problems. The book contains an orderly presentation of the sub- 
ject matter, written in a style which is simple and, as a rule, clear. It is a 
textbook rather than a manual for reference use. 

The author is, to put it mildly, a conservative in matters of public regu- 
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lation. The old doctrine of economic harmonies is reflected in the statement 
that “uses for capital have been examined, tested, and judged by business- 
men and bankers, who, acting outwardly for their own future profit, were 
in‘ reality servants of society” (p. 2). But, “The United States has rapidly 
become a regulated economy, and, though the struggle to delineate the exact 
limits of control over private enterprise will continue, the general result is 
clear” (p. 487). His antagonism to governmental regulation of business is 
so great that he refers to the enforcement of the anti-trust laws against the 
meat packers as “almost malevolent” (p. 367). 

There is so much in this book worthy of praise that one hesitates to make 
adversely critical comments. However, inexcusable typographical or clerical 
ertors ate frequent. The recent revision of the Bankruptcy act is referred to 
(p. 451) as a revision of Section 7. Is the injustice of providing transporta- 
tion below cost “comprehensive to the average voter” (p. 281), or is it a 
question of its being comprehended or comprehensible by him? It is not 
clear how an English broker’s commission of “3s. per £ share” is “about 11⁄4 
per cent” (p. 151). 

STANLEY E. HOWARD 


McCormick, C. P. Multiple management. (New York: Harper. Pp. 145. $2.) 

MAcAULEY, F. R. Some theoretical problems suggested by the movements of 
interest rates, bond yields and stock prices in Ve United States since 1856. 
(New York: Nat. Bur. of Econ. Res. 1938. Pp. xiii, 240, A351. $5.) 

MESEROLE, W. H. Patterns of stores, sales, and population in the United States. 
Market res, ser. no. 18. (Washington: U.S. Bur. of Foreign and Domestic 
Commerce. 1938, Maps.) 

NEUNER, J. J. W. Cost accounting: principles and practice. (Chicago: Business 
Pubs. 1938. Pp. 724. $4.) 

Nortu, N. L. Real estate selling and leasing. (New York: Prentice-Hall. 1938. 
Pp. 619. $5.35.) 

PHELPS, C. W. Controlled installment credit. (Chicago: Household Finance Corp. 
1938. Pp. 44.) 

In addition to the well-known principles, the author considers the down 
payment and length of contract in the case of non-durable goods. 

REITELL, C. Cost accounting: principles and methods. 2nd ed., rev. by C. E. 
JoHNsSTON. (Scranton: Internat. Textbook Co. 1937. Pp. ix, 425. $3.50.) - 

ROHLFING, C. C., CARTER, E. W., West, B. W. and Hervey, J. G. Business 
and government, 3rd ed. (Chicago: Foundation Press. 1938. Pp. xviii, 780.) 

SALIERS, E. A. How to keep accounts and prepare statements, (New York: Ron- 
ald. 1938. Pp. 493. $3.) 

SWAYZEE, C. O. and Hicks, C. M. An introduction to business. (New York: 
Farrar and Rinehart. 1938. Pp. xxii, 691. $3.75.) 

The purpose of this book is to give the student a view of business organi- 
zation and operation tied in with economic principles and related to the so- 
cial environment in which business activity takes place. The authors, after 
sketching the history of business and describing the nature of business enter- 
prise, divide the subject into seven parts: finance and accounting, personnel 
administration, production, marketing, administrative organization, business 
law, and finally, government and business. Each subject is given the relative 
amount of space that, in the judgment of the authors, it needs to make the 
proportions of their picture of business correct. 

The book offers nothing essentially new in its treatment; but it does afford 
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a well-proportioned combination in a single volume. so codrdinated as to 
avoid the repetition and overlapping that the student would inevitably find 
if he pee this same ground by reading independent works on these sub- 
jects. 

The book is generously provided with illustrations, with charts, with statis- 
tical tables, and with another useful feature not recognized in any way in 
either the table of contents or the index. This feature is the lists of films given 
at the beginning of six divisions of the book. Seventy-six sets of films, of 
one to five sections each, can be had rental free, and 38 other sets on a rental 
basis. The names and addresses of the 33 suppliers of these films and of 
others of a similar character are given. The width of the films is stated for 
the benefit of the machine operator. ‘The instructor would appreciate knowing 
the normal running time of each set. 

In bringing the available material down to the compass of a single volume 
there is a general tendency to a somewhat encyclopedic presentation with rather 
scant background and over-brief analysis. 

JAMES A. CAMPBELL 


WERNE, B., editor. Business and the Robinson-Patman law: a symposium, (New 
York: Oxford Univ. Press. 1938. Pp. xiv, 296. $2.50.) 


The discussion centering upon the Robinson-Patman act brings to the fore 
the gigantic struggle which has been raging for decades within our distributive 
system. With the scales of the legal balance now heavily weighted in favor 
of the smaller distributor, one wonders if the course of economic develop- 
ment will be decisively influenced by the new law. 

Mr. Werne’s symposium does not give an exhaustive answer to this ques- 
tion. But its 16 contributions written by economists, lawyers, marketing men, 
trade association executives, and accountants illuminate many of the social, 
political, economic, and legal issues of the Act and form a mosaic full of 
detailed information on its particular features. 

In its legal set-up the Robinson-Patman act is a supplement to the laws 
against monopoly, and it amends the Clayton Anti-Trust act. Arthur Robert 
Burns, Crichton Clarke and Wheeler Sammons have undertaken to trace the 
new Act’s history back to its anti-monopolistic origins and to evaluate its ob- 
jectives under the aspect of enforcing free competition. Thurlow Gordon, 
James Withrow and Blackwell Smith add the legal interpretations of the law’s 
intricate concepts which are necessary to clarify its economic purposes. It ap- 
pears from this discussion that years will elapse before the law’s final mean- 
ing will have been established by the process of judicial interpretation; but it 
appears also that the uncertainty as to the legal rules will be less disturbing 
to business than had been at first anticipated. The dismissal of some of the 
leading complaint cases of the Federal Trade Commission has appeased certain 
apprehensions prevailing in the first month of the law’s existence. 

For this very reason the economic and social alterations brought about by 
the new price rule are presumably less stringent than could be expected. Paul 
Cherington’s and Calvert Judkin’s well documented discussions of the social 
background are none the less significant, since the conclusions one may draw 
from them suggest a further expansion of the movements from which the 
law has emanated. Both visualize the law as an outgrowth of the “little fel- 
low’s” organized effort for self protection against large-scale retailers. 

With contributions of Edward S. Kaylin, who takes the stand for the de- 
partment store, Hector Lazo, who speaks for the codperative groups, and 
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Edwin George, who reviews the law from the general business viewpoint, 
the symposium affords a fairly comprehensive picture of the law’s chief ef- 
fects on distribution. The survey is further completed by Malcolm McNair’s 
review of the marketing effects and the more specialized articles furnished 
by Grant Gore as to the food industry, J. K. Javits on paper distribution, A. 
S. Aaronson on cost accounting problems, and Denis J. Walsh’s essay on the 
concept of substantial lessening of competition. 
RHEINHOLD WOLFF 


WOODRUFF, A. M. Jr. Farm mortgage loans of life insurance companies. David 
A. Wells prize essays, no. 7. (New Haven: Yale Univ. Press, for Williams 
Coll. 1937. Pp. xii, 204.) 

The call feature in municipal bonds. (Chicago: Municipal Finance Officers’ As- 
soc, 1938. Pp. 118.) 

Curtailment, layoff policy, and seniority. Stud. in personnel policy no. 5. (New 
York: Nat. Industrial Conf. Board. 1938. Pp. 11. $1.) : 

The Dow-Jones averages. 8th ed. (New York: Barron’s. 1937. $5.) 

Guides to business facts and figures: an indexed and descriptive list emphasizing 
the less known business reference sources. (New York: Special Libraries As- 
soc. 1937. Pp. 64. $1.50.) 

This pamphlet aims to serve as a key to current data and as a buying list 
for individual requirements. “It provides for the business-man a selective 
guide to a wide range of publications relating to his day’s work and points 
the way to countless facts that have a vital bearing on current business condi- 
tions, It lists important statistical compilations, directories of information 
sources, guides to methods of handling information, indexes, glossaries, bib- 
liographies, and special compilations of data of particular value to the business 
world, describing carefully each of 235 such guides and indicating its price 
and the address of the publisher.” | 


Prevailing practices in inventory valuation. Stud. in admin. control no. 1. (New 
York: Nat. Industrial Conf. Board. 1938. Pp. 15. $1.) 

Profit-sharing and other supplementary-compensation plans covering wage 
earners. Stud. in personnel policy no. 2. (New York: Nat. Industrial Conf. 
Board, 1938. Pp. 22. $1.) 

Profit-sharing plans for executives. Stud. in personnel policy no. 6. (New York: 
Nat. Industrial Conf. Board. 1938. Pp. 15. $1.) 

Securities of the United States government and its instrumentalities. (Boston: 
First Boston Corp. 1937. Pp. 46.) 

Technical program of the thirteenth annual Michigan Accounting Conference. 
Michigan bus. papers no. 1. (Ann Arbor: Univ. of Michigan Bur. of Bus. 
Res. 1937. Pp. 46.) 

What is the American Retail Federation? (Washington: Am. Retail Fed., 1627 
K St., NW. 1938. Pp. 16.) 


Capital and Capitalistic Organization 
The Folklore of Capitalism. By THURMAN W. ARNOLD. (New Haven: 
Yale Univ. Press. 1937. Pp. vii, 400. $3.00.) 
Arnold’s meaning of Capitalism is American banker control of business 
corporations. His meaning of Folklore is the personification of these corpora- 
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tions by means of slogans formulated by the Supreme Court of the United 
States. 

His experience as a trial lawyer equipped him, he says, with the technique 
of using that folklore in arguments before a court, and he now uses it as a 
scientific investigator of capitalism and professor of law at the Yale School 
of Law. “A trial,” he says, “cannot be a sensible way of investigating facts 
because the process consists in having two partisans indulge in mutual ex- 
aggerations on their own behalf with the idea that the judge will find the 
truth in the middle. The detective does not adopt that process.” Arnold then 
becomes the detective-investigator of what actually goes on sub rosa while 
the lawyers, judges, economists and columnists are rallying the people by 
folklore. The folklore is their “fundamental principles,” embodied in the 
“spirit of the Constitution” and in the “law of supply and demand.” What 
goes on sub rosa is the organization by practical men of a capitalistic machine, 
a political machine, a bootlegging machine, to get done what the people 
actually need to satisfy their wants for food, clothing, drink. 

The technique of lawyers and economists in creating the myth of corpo- 
rate personality is that of using “the language of private property to de- 
scribe an industrial army.” “Social organization’’ was described “in the 
language of personally-owned private property” of the home and the family, 
when, “as a matter of fact, the things that were described were neither 
private, nor property, nor personally owned” (p. 118 ff.). 

His analysis of folklore is: 

1. A creed or a set of commonly accepted rituals, verbal or ceremonial, which 
has the effect of making each individual feel a part of the group and which makes 
the group appear as a single unit. ... 

2. A set of attitudes which makes the creed effective by giving the individual 
prestige, or at least security, when he subordinates what are ordinarily called 
“selfish interests” to those of the group. : 

3. A set of institutional habits, by means of which men are automatically able 
to work together without any process of conscious choice as to whether they will 
cooperate or not.... 

4. The mythological or historical tradition which proves that an institutional 
creed has been ordained by more than human forces. . . . Although the emphasis 
may differ in different cultures all the common human values will be found repre- 
sented in some form or other, whether the organization is a primitive tribe or the 
New York Stock Exchange. 

5. Granted these essentials, we find successful organizations, Without them, 
organization can be maintained only by force, and force cannot continue long 
because it is too exhausting ... (pp. 25, 26). 


His folklore is the emotional language which holds individuals together 
in “organizations,” whether of nations or thousands of smaller organiza- 
tions, ‘‘by making dissent, or even doubt, subject to various kinds of ostra- 
cism” (p. 23). 

He notes that the court furnishes slogans for both sides and cites “the 
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great opinion of Mr. Justice Stone in the AAA case,” which gave “positive 
philosophical authority to government participation in the production and 
distribution of goods.” It had “fire and enthusiasm.” It was an “offensive 
weapon of great potential force against the complete denial of national 
power by the majority of the court” (p. 339). 

Recognizing that he must offer something positive instead of remaining 
critical and negative, Arnold concludes with certain principles of a proposed 
science of “Political Dynamics.” He chooses this term, which, he says, is 
“not original and is already becoming familiar,” as his “easiest transition” 
from the term “political economy” which “described an individualistic era.” 

In this proposed science he accepts the personality of corporations as con- 
sisting in their “habits, disciplines and morale” which give them unity 
(p. 350 ff.). Folklore becomes “ideals” which often are contradictory. A 
conflict arises between an “ideal,” such as an anti-trust law or an anti-saloon 
law, and a social need which perhaps is not accepted as legitimate or moral, 
on account of which “undercover” organizations arise. Several illustrations 
are given, and he cites two scientific studies which conform to his program of 
the proposed science. One of them is the report of the National Resources 
Board “which gives us an idea of the vast possibilities available for our com- 
fort if they could be used.” The other is the work of Robert and Helen Lynd 
on Middletown, which “presents a picture of the psychological hazards 
which make it difficult for existing organizations to use those resources to 
the fullest extent” (p. 389). 

JOHN R. COMMONS 

University of Wisconsin 


Public Utility Rate Making and the Price Level. By E. M. BERNSTEIN. 
(Chapel Hill: Univ. of North Carolina Press. 1937. Pp. x, 142. $2.50.) 


In this little volume Dr. Bernstein gives a clear, concise review of rate- 
making methods that have been used in the United States, critically apprais- 
ing them from the point of view of their ability to be applied satisfactorily in 
times of changing price levels. | 

The procedure required by the rule of rate making as enunciated in 
Smyth v. Ames is complex, expensive and time-consuming. From an ad- 
ministrative point of view efficient use of this procedure becomes impossible 
in periods of rapid change in prices and interest rates. During the period 
1915-1920, when prices rose rapidly, public-utility commissions, in order to 
hold rates at a minimum and to maintain uninterrupted service, were forced 
to depart from the established rate-making procedure. Some of the methods 
of valuation clearly departed from the rule of rate making but were counte- 
nanced as a war-time exigency; others might conceivably be held as conform- 
ing to a liberal interpretation of the rule. Of these methods that approached 
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conformity to the rule, three merit consideration as furnishing possible 
systems of valuation that can be adapted to present needs. 

The first of these methods, that of basing reproduction cost valuation on 
average unit prices, found recommendation on account of its relative sim- 
plicity and was justified by the assumption of an abnormal and temporary 
. price level. Although this method tended during periods of rising prices to 
keep valuations below the reproduction cost at current prices, it also tended 
to penalize those companies which had to expand their facilities at high 
prices. During periods of relatively stable prices average unit prices would 
approach cost of reproduction at current prices. With falling prices the 
average prices would be higher than current prices. As a means of minimiz- 
ing rates this method would present advantages only under conditions of 
rising prices. 

A second method used during war time was that of applying corrective 
indices to valuations established on the basis of pre-war prices. Although 
not used as extensively as the average price method, the corrective-indices 
method was well suited to minimize the complexity of valuation proceedings 
and to keep the valuation below reproduction cost at current prices. Difh- 
culties were encountered in choosing an appropriate index number. Further- 
more, only part of the increase in prices as indicated by the index was al- 
lowed to enter the valuation figure. The idea of using corrective indices was 
abandoned when the courts held that valuations must reflect fully the in- 
dicated tise in costs. 

The third and most promising method was the split-inventory method of 
valuation. As commonly used, an earlier appraisal was considered basic and 
the cost of property acquired since that time was added to establish the 
present valuation. Continued use of this method would tend gradually to 
establish prudent investment as the rate base. 

Following the survey of valuation and rate-making methods, the author 
presents his plan of a procedure of rate making that will be workable in 
times of changing prices. To obviate certain legal difficulties new franchises 
are to be offered to utilities which will by acceptance contract to abide by the 
terms of the proposed method. Initial valuation is to be established by a 
committee selected jointly by the company and the commission. Additions 
and betterments are to be considered valuation items in accordance with 
prudent investment theory. Bond interest and preferred stock dividends are 
to be considered as capital expenses. The fair rate of return is to be de- 
termined annually by the commission and established at such an amount as 
will maintain the market value of the common stock of the representative 
company at par or at such a figure as the commission may authorize. Errors 
in estimation are to be compensated in subsequent years. Assurance from 
competition of publicly owned plants is to be offered as an inducement to 
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the utilities; and the public is to be protected by provision for municipal or 
state purchase of the utility property at any time at a cost determined by the 
rate base. 

Dr. Bernstein’s well written and carefully documented book should be 
valued as a presentation of a plan for public-utility regulation and also as a 
survey of rate-making methods that have been used during periods of chang- 
ing price levels. 

STANLEY W. PRESTON 

Loutsiana State University 


British Experiments in Public Ownership and Control: A Study of the 
Central Electricity Board, British Broadcasting Corporation and London 
Passenger Transport Board. By TERENCE H. O’Brien. (New York: 
Norton. 1938. Pp. 304. $3.00.) 


This book, by a student of government and political science, is a descrip- 
tive treatise, essentially from the adminstrative point of view, of the three 
major experiments now being undertaken in Great Britain in the ownership, 
operation and control of public utilities. The London Passenger Transport 
Board has the function of supplying Greater London with passenger trans- 
port, “a huge undertaking which touches many interests, sprawls over the 
jurisdictions of numbers of local authorities and employs large forces of 
clerical and manual workers” (p. 244). The Central Electricity Board, own- 
ing and operating the main transmission lines (the grid) of Great Britain, 
has the “highly expert function of broker of electricity” (p. 244). The 
British Broadcasting Corporation has a monoply of broadcasting production 
in Great Britain and possesses ‘‘the unique function of supplying education 
and entertainment over the air” (p. 244). 

These three agencies, each enjoying a monopoly in its own field, are 
designed to be economically self-sufficient enterprises, although the Central 
Electricity Board may apply to the Treasury for a guarantee for any of its 
loans. This guarantee, however, is not retroactive. The enterprises are pub- 
licly owned rather than owned by the government, since the capital is raised 
by the sale of non-voting stock to the public. The direction of the enterprises, 
however, is in the hands of Boards appointed by the government, and pos- 
sessing a somewhat nebulous connection of responsibility through a minister 
to Parliament. 

It is in these respects that the British experiments are unique. Responsi- 
bility for meeting the varied demands of consumers, investors, the general 
public, and even the vast labor interests involved, are thrust squarely upon 
an appointed, semi-autonomous group of men who are expected to ad- 
minister their charge, as experts acting in the capacity of trustees. The at- 
tempt has been made to remove the operations of the corporations from 
political interference by that peculiarly British device of judgment and public 
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accountability rather than law, and by attracting persons of the requisite 
disinterestedness and ability such that “the dominant class in the society of 
the immediate future is likely to be composed of leaders who would rather 
run public corporations like the B.B.C. and the Central Electricity Board 
than exploit the far corners of the earth in order to become millionaires” 
(pP: 177): 

Each of these Boards occupies a different position in relation to the social 
and economic structure of Great Britain. The Central Electricity Board, as 
owner of the main transmission lines, is designed to introduce economies 
into electricity supply by coördinating generation. At the same time it 
exercises a large amount of control over generation by buying electricity from 
“selected stations” under contracts which give these generating concerns a 
guaranteed income. There is no control, however, over the distribution of 
electricity. Thus, structurally at least, the manufacture and retail of elec- 
tricity form distinct businesses. The British Broadcasting Corporation has a 
monopoly of broadcasting production for Great Britain. Thus, it dominates 
the entire industry and the question has been raised as to whether it ought 
not to have something to do with the manufacture and sale of receiving 
apparatus. It apparently has power to enter motion pictures. It derives its 
revenue by a tax, 10 shillings a year, on all receiving sets. Finally, the 
London Passenger Transport Board has a monopoly of local transport. It 
generates its own electricity, independently of the C.E.B. but is prohibited 
from entering the manufacture and sale of transportation equipment and 
supplies. 

An appraisal of these experiments must take cognizance of the unique 
social, political and geographic structure and position of the British Isles. 
Nevertheless, we in this country can well afford to give careful study to the 
devices which have been adopted. Mr. O’Brien’s book gives a thorough de- 
scription of them and is the best now available. The book contains little- 
economic analysis, however, and there is need for penetrating and compre- 
hensive studies of the many economic issues which have been raised. 

DUDLEY F. PEGRUM 

University of California at Los Angeles 


NEW BOOKS 


NADLER, M. Corporate consolidations and reorganizations. (New York: Alex- 
ander Hamilton Inst. 1937. Pp. xix, 361.) 
YNTEMA, T. O., SIMONS, H. C. and SMITH, T. V. Monopoly and competition. 
(Chicago: Univ. of Chicago Round Table. 1938. Pp. 12.) 
ZWICKY, J. F. Public utilities. (Jena: Fischer. 1937. Pp. xiv, 260. RM. 12.50.) 
The author gathered the material for this study while in residence as an 
“exchange” student at Johns Hopkins University during the years 1929-1930. 
The work was completed in the early part of 1933, and has served as a doctor’s 
dissertation at the University of Zurich. It is a systematic, though not a par- 
ticularly extensive or profound survey of the legal position and the economic 
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peculiarities of the modern public utility in the United States. The most 
interesting part of the discussion is the writer’s characterization and valuation 
of the commission system of regulation in the United States. This he believes, 
on the whole, to be suited to American conditions, although he points out its 
inadequacies, and thinks that substantial improvement will come slowly, and 
only after many years of effort. 

He 1s particularly critical of the “valuation” doctrine; while his comments 
on this subject are not always accurate in detail, most American students will 
agree with the general tenor of his remarks. The treatise suffers at this point, 
as its does later in connection with the description of public utility structures, 
from the fact that it was finished in 1933. It thus contains no reference to the 
Roosevelt attempts at regulation by partial government operation, and it omits, 
necessarily, all discussion of the Federal Communications Commission, and of 
the more recent phases of the holding company controversy. For the same 
reason, the statistical tables in the text stop at the year 1927, or in some 
cases, at 1930, and even treatises such as those of Sharfman, the first two 
volumes of which were published in 1931, find no place in the bibliography. 
The book should be welcome to European readers, and to Americans who desire 
to know how the “utility” problem in this country impresses a well-informed 
outsider. 

STUART DAGGETT 


Antitrust laws with amendments, 1890-1937. (Washington: Supt. Docs. 1937. 
Pp. 78. 10c.) 

Federal antitrust laws, with summary of cases instituted by the United States and 
lists of cases decided thereunder. (Washington: Supt. Docs. 1938. Pp. 355. 
40c.) 


Labor and Labor Organizations 


Life Earnings in Selected Occupations in the United States. By HAROLD F. 
CLARK, assisted by MERVYN CROBAUGH, WILBUR I. GoocH, BYRNE 
J. Horton and Rosemary N. Kurtak. (New York: Harper. 1937. 
Pp. xx, 408. $5.00.) 

Life earnings in an occupation are defined as the sum of present values, 
discounted at 4 per cent, of the average earnings in each year of a working 
lifetime, the individual remaining throughout his lifetime in the occupa- 
tion. The estimates refer largely to earnings from the occupation rather than 
to the total net income of the members of the occupational group. The 
average earnings are derived for two periods, 1920-29 and 1929-36, each 
period yielding a separate estimate of life earnings and of average annual 
income. The occupations covered are mostly in the professional fields: 
architecture, dentistry, medicine, engineering, journalism, law, library work, 
ministry, nursing, teaching (college and public school), social work. But for 
purposes of comparison somewhat less detailed estimates of life earnings 
for clerical occupations, skilled work, farming, and unskilled labor are given. 
The data are presented at three levels of detail: first, a brief summary of the 
final estimates; then a separate section for each occupational group, with 
brief comments upon the significance and limitations of the findings; and 
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finally, the last part of the volume presents the underlying data with fairly 
copious citations of text and figures from the sources. 

The stated purpose of the book is to summarize information of impor- 
tance in vocational guidance and of value for the larger purposes of plan- 
ning and guiding our society. But the final estimates presented, v7z., average 
annual earnings through a working lifetime, gross total of these earnings, 
and the present value of these earnings, are in themselves insufficient guides, 
even as far as the income aspect of vocational distribution is concerned. The 
authors recognize some of these limitations, not only those caused by in- 
adequacy of data and reflected in the indicated large margins of error, but 
also those arising from the inadequacy of the averages and global totals 
(even when qualified by an indication, provided in most cases, of the quar- 
tile values of the income distribution). Some occupations allow leisure and 
opportunity for earnings from other activities; other occupations allow no 
such remunerative secondary activities. In some occupations there is a high 
relative turnover in the upward direction, 7.e., a large proportion of in- 
dividuals entering the occupation leave it for more remunerative pursuits; 
in other occupations the turnover may be equally large but downward; in 
still others the relative turnover may be small. In some occupations there 
is considerable stability over time in the earnings of the various distinguish- 
able sub-groups; in others the earnings may be subject to considerable 
temporal changes. Some occupations impose an urban living pattern upon 
their practitioners, whereas in others a substantial group may be living in 
smaller cities and villages, with the result that the same money earnings 
for the two occupations may denote significant differences in real income. 

All these factors are important in considering the income aspect of voca- 
tional choice and occupational distribution; and while some are mentioned, 
none has been treated adequately. But most important, planning for the 
future, which is what the authors have in mind, has to be based upon an 
estimate of life earnings expected in the future, not upon the present value of 
past earnings. And though such an estimate of the future is doubtless diff- 
cult, the only way of attaining it is through a full analysis of all the aspects 
of variation in past earnings, z.e., through the study of occupational earnings 
distributed according to years in occupation, specialization, location, eco- 
nomic conditions, numbers, character of demand, etc. The totals and the 
averages presented in the volume appear, consequently, to be of secondary 
importance as compared with the detailed tables and references to the under- 
lying data. ; 

But when one views the book as a compilation of information on income 
by occupations, even if confined to the professions and to averages and 
distributions by years of experience, it appears to combine considerable 
attainments with rather striking defects. Great labor has been, spent in 
gathering every available sample and bit of information; and some of these 
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are so meager as to be scarcely worthy of attention. But on the other hand, 
there are surprising omissions. For dentistry and medicine the two volumes 
by Dr. Maurice Leven, which contain the most exhaustive study of income 
distribution in the two fields, were completely overlooked. For engineering, 
the valuable study of the earnings of mechanical engineers made by the 
Society of Mechanical Engineers for 1930 and prior years has been over- 
looked. Finally, one may question the wisdom of omitting completely the 
incomes of accountants in public practice, a professional group of some 
importance for which data are at least as ample as for some other occu- 
pational groups discussed in the book. 

There is also a disturbing carelessness in describing some of the samples 
that are referred to. The study by the National Bureau of Economic Re- 
search of incomes from professional practice, which has been conducted by 
the present reviewer, is described throughout as based upon original data, 
whereas it represents only a further analysis of the questionnaires collected 
by the Department of Commerce in connection with the latter’s study of na- 
tional income. Data from returns by individuals to state income-tax offices 
are cited along with those collected by special sample surveys, without em- 
phasis on the fact that the former include usually all earnings (not only 
from the occupation) but cover only the upper income ranges, whereas 
the latter cover income from occupation only and are rarely subject to as 
much of an upward bias as are income-tax data. Information on the total 
numbers in each occupation in the country is rarely provided so that a 
reader is not given the opportunity of judging the relative size of any sample 
cited. 

These defects do not bar the use of the book by students aware of pitfalls 
of sample data and habituated by experience to look twice at a figure before 
accepting it. The importance of measuring earnings by occupations and the 
paucity of data are apparent to all workers in the field. To them Professor 
Clark’s volume will prove a useful, even if at times, an exasperating guide. 
But is it to be regretted that its limitations lower so greatly its value to that 
larger body of parents, teachers, vocational counsellors and others to whom 
the book is addressed. 

SIMON KUZNETS 
. < National Bureau of Economic Research 


’ NEW BOOKS 
ARNDT, P., SHEN, D. and Lo, C. -F. Der Arbeitslohn in China. (Leipzig: Hans 
_ Buske: 1937, Pp. xii, 352. RM. 9.) 

‘This book consists of what seem to be doctoral theses written by two Chinese 
students in Frankfort on the Main and of a long introduction by their pro- 
fessor, Dr. Arndt. Dr. Arndt is a former liberal, who now expresses his ap- 
proval of the economic doctrines of National Socialism (p. 33). According to 
him’ China in the third century B.c. abolished feudalism and became a so- 
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ciety without estates or social classes, “early liberal” in character (pp. 39 and 
60). From the data supplied by his pupils Dr. Arndt concludes that the law of 
productivity shapes the standard of Chinese wages inside this society. We 
cannot deal here with his misconception of China’s post-feudal society, a so- 
ciety which really remained stratified after 221 B.c. both professionally and 
socially. His thesis about wages based on achievement (Leistung) is un- 
fortunately not supported by concrete data on the achievement of the various 
branches of industry which the descriptive sections of the book mention. 

Dr. Shen contributes a general outline of’ China’s economic conditions, 
based largely on non-Chinese writings before 1923. He devotes only 12 out of 
110 pages to concrete information about Chinese wages (pp. 169-181), 
and that includes data on the salaries of officials and scholars and on land 
rent paid by tenants. He reckons tenants, artisans, and small peasant owners 
in the category of workers. Consequently 72.8 per cent of China’s population 
are “workers” (pp. 131 and 133). 

Dr. Lo theoretically follows the same classification. He puts the percentage 
of workers in China as high as 81 (p. 291). In his analysis, however, he 
confines himself to what economists generally think of when using the term: 
to workers of industry, mining, and communications plus “coolies.” Agri- 
cultural labor is mentioned, but not dealt with in detail. Dr. Lo treats the 
wages of these groups historically and according to variations caused by dif- 
ference in occupation, sex, and region. His material is comprehensive, his 
political attitude critical. The deterioration in industrial and labor conditions 
is ascribed in large part to intensified Japanese pressure. 

KARL A. WITTFOGEL 


BALDERSTON, C. C. Profit sharing for wage earners. (New York: Industrial Rel. 
Counselors. 1937. Pp. viiti, 156. $2.) 


This book makes a distinct contribution to the literature on the subject by 
listing every company in the United States known to have or to have had a 
profit-sharing plan, showing the size of bonus and basis for bonus payment by 
each. A similar list is made up for British companies. 

The author takes a very sober view of the realities in this field and is far 
from being enthusiastic over profit sharing. He points to the high mortality 
of profit-sharing plans both in Great Britain and in this country, and the 
small extent to which they have been adopted in the first place. Only 186 
companies were revealed to have such plans in the United States by the 
survey conducted by the author. Of the 144 for which information was secured 
only 67 plans were still in use in 1937. This number does not include com- 
panies in which employees are given the opportunity to own stock. Of the 88 
companies, covered by the survey, which announce a definite formula for dis- 
tributing profits, only 29 were found still in active operation. f 

Although profit sharing looks attractive and most fair at first glance, it 
soon brings we aaa to both sides. The trade union regards it “as 
a trap to keep workers from organizing.” The workers become suspicious that 
it is a scheme to induce them to accept rates of pay below the prevailing 
market level (p. 17). ; 

The employer discovers that “profit sharing fails to act as an incentive be- 
cause the basis of payment is too far removed from the daily work and per- 
formance of the participants” (p. 10). Although the general scheme’ can 
be made clear, it is difficult if not impossible to get a body of workers to 
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grasp “the details of the distribution of the fund among the eligible partici- 
pants . . . and the accounting problems incident to the determination of the net 
profits figure on the profit and loss statement” (p. 11). 

It certainly falls far short of piece work as a Tice incentive to greater ef- 
fort. Nor should it be used, in the author’s opinion, as a device to keep the 
workers out of the union. 

The great weakness of profit sharing is the drying up of profits in depres- 
sion years with consequent disappointment to the workers. Professor Balders- 
ton is, therefore, opposed to immediate payment of profits earned during the 
year, but advocates their being “placed in a fund to be used primarily to 
further employee security” (p. 60) such as for unemployment and sickness 
relief, to supplement the payments which will be very slender under the So- 
cial Security act for many years to come. 

N. I. STONE 


CLARK, M. R. and Simon, S. F. The labor movement in America. (New York: 
Norton. 1938. Pp. 208. $2.) 

For some years there has been needed a timely successor to Mary Beard’s 
Short History of the American Labor Movement (1920). Miss Clark and 
Miss Simon have possibly designed their book to meet this need, and, as 
writers of a general sketch for popular consumption, have taken their place 
in the chronological sequence of “short histories.” 

By way of making the book brief and readable, the authors have indulged 
in a volume of unduly broad generalizations. Typical of these sweeping state- 
ments is: ““Labor’s thinking underwent rapid and far-reaching change in the 
first two years of the Roosevelt Administration’ (p. 148). Some of these 
broad assertions contain implications dangerous to the scholarly reputation 
of the authors, as, for example:“. . . after the Civil War... the factory be- 
came the controlling element of the country” (pp. 29-30). Numerous errone- 
ous or misleading statements appear as a sacrifice to brevity, as: “. . . the 
workers soon found that the minimum wages set by the NRA became in a 
very short time the maximum wages for a vast majority of the employees zz 
any industry’ (p. 144; reviewer’s italics), and the statement that the Kansas 
Industrial Court act was “declared unconstitutional” (p. 111). These examples 
are typical of many others throughout the book. The need for brevity in 
a popular history is apparent, but readers might be spared a wholesale bar- 
rage of half-true generalities. 

The usefulness of the book is further handicapped by the total absence of 
documentation and bibliography. If the students and workers to whom it is 
addressed were to benefit greatly by it, they would need the references which 


are unfortunately omitted. 
WILLIAM S. HOPKINS 


Cott, G. D. H. A short history of the British working class movement, 1789- 
1937. (London: Allen and Unwin. 1937. Pp. xxvii, 192, 211, 237. 12s. 6d.) 

Epwarps, A. M. A social-economic grouping of the gainful workers of the 
United States. (Washington: Supt. Docs. 1938. Pp. vi, 264. 25c.) 

Statistical tabulations showing the distribution of gainful workers in 1930, 
in 13 cities having 500,000 inhabitants or more. The workers are classified by 
sex, color and nativity. 

GIBBONS, C. E. and STOKES, B. Child labor in the tiff mines, Pub. no. 373. (New 
York: Nat. Child Labor Committee. 1938. Pp. 31. 25c.) 
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GLÜCK, E. Introduction to American trade unionism, with supplement, (New 
York: Affiliated Schools for Workers. 1937. Pp. 104. 35c.) 

Gray, E. M. The weaver's wage: earnings and leciti bargaining in the Lan- 
cashire cotton weaving industry. (Manchester: Univ. Press. 1937. Pp. xi, 69. 
5s.) 

Hass, E. Jobn L. Lewis exposed. (New York: N.Y. Labor News Co. 1937. Pp. 
69. 10c. 

HEALEY, J. C. Labor problems of the American merchant marine. Reprinted from 
Marine Progress. (New York: Merchant Marine Pubs. 1937. Pp. 24. 20c.) ` 

HENIG, H. The Brotherhood of Railway Clerks. (New York: Columbia Univ.: 
Press. 1937. Pp. 300. $3.) 

Professor Henig has written an excellent study of one of the best of our 
American unions. He takes up in successive chapters the early history of the 

` Brotherhood, its functioning under federal war-time control of the railroads, 
wage negotiations and arbitration cases, grievances, rules and working con- 
ditions, collective bargaining under the federal laws, jurisdiction, membership 
and coverage, the union’s social and industrial program, and its government 
and finance. There are a series of valuable appendices which give the first 
system agreement negotiated by the union, an interesting study of jobs and 
duties of representative employees under the Brotherhood’s jurisdiction, the 
Brotherhood s membership, and wage data. The volume concludes with a use- 
ful selected bibliography and a brief index. : 

On page 182 Professor Henig declares that railway employees are by and 
large skilled craftsmen to whom industrial unionism makes little appeal. 
Though craft work predominates on the railways, there are various unions of 
workers including a large number of skilled craftsmen which are yet industrial 
in character. The Amalgamated Clothing Workers and the International Ladies’ 
Garment Workers are excellent examples. Furthermore, when one bears in 
mind that the clerks claim jurisdiction over a wide range of occupations, one 
can hardly say that it is a technical craft union, Thereafter Professor Henig 
declares that railway employees “join unions not for revolutionary purposes 
but to receive some degree of wage and job control,” the implication being 
that industrial unions are likely to be revolutionary-minded, There is plenty 
of evidence, of course, to the effect that such is not the case. 

Much would be gained for an understanding of the American labor move- 
ment if studies as thoroughgoing and excellent as Professor Henig’s were made 
of every important union in the country. 

EDWARD BERMAN 


McCabE, D. A. and LESTER, R. A. Labor and social organization. Econ. and soc. 
institutions, vol. vi. (Boston: Little Brown. 1938. Pp. viii, 374. $1.20.) 

METCALF, H. C., editor. Collective bargaining for today and tomorrow: ap- 
proach and method. (New York: Harper. 1937. Pp. x, 182. $2.25.) 

NICHOLS, E. R. and LOGAN, J. W., compilers. Arbitration and the National Labor 
Relations Board. Ref. shelf, vol. 11, no. 7. (New York: Wilson. 1937. Pp. 
345. 90c.) 

Rucker, A. W. Labors road to plenty: the return to the American system of 
productivity. (Boston: Page. 1937. Pp. xxii, 221. $2.50.) 

SCHMIDT, E. P. Industrial relations in urban transportation. (Minneapolis: Univ. 
of Minnesota Press. 1937. Pp. xii, 264. $3.) l 

SEIDMAN, J. Shall strikes be outlawed? (New York: League for Industrial 
Democracy. 1938. Pp. 32. 15c.) 


380 Reviews and New Books [June 


SOKOLSKY, G. E. The labor crisis in the United States. (New York: Wiley. 
1938. Pp. 29. 25c.) 
A program whereby collective bargaining may be effective and equitable, 
both for employee and employer, 


STONE, R. W., editor. Problems of collective bargaining. Proc. of the 4th Mid- 
west Conference on Industrial Rel. Stud. in bus. admin. vol. 8, no. 2. (Chicago: 
Univ. of Chicago Press. 1938. Pp. 93. $1.) 

WEHINGER, K. M. Employers and their greatest asset. (New York: Francis 
Emory Fitch, 138 Pearl St. 1937, Pp. 192. $2.50.) 

WEHLE, L, B. Labor laws of the United States of America: a report to the 
Second International Congress of Comparative Law at The Hague, August 7, 
1937. (New York: Author, 50 Broadway. 1937. Pp. 24.) 

Wor, M. Labor, industry and government. (New York: Appleton-Century. 
1938. Pp. 341. $2.) 

WoLMAN, L. Union membership in Great Britain and the United States. Bull. 
68. (New York: Nat. Bur. of Econ. Res. 1937. Pp. 16. 25c.) 

YODER, D. Personnel and labor relations. (New York: Prentice-Hall. 1938. Pp. 
xix, 644. $5.35.) 

This is the latest addition to an extended list of textbooks in the field of 
personnel administration. The scope of the book conforms to the traditional 
pattern. Job analysis, sources of labor supply, selection, education and train- 
ing, industrial unrest, hours of labor, service rating, wage plans, wage policies, 
promotion and transfer, industrial health, employee morale, causes of un- 
stable employment, employment stabilization, employee representation, col- 
lective bargaining, and service functions are the specific problems which claim 
the author’s attention. Three chapters represent a departure from the usual 
text in this field—namely, chapter 4, “Simple statistical tools for personnel 
analysis,” chapter 22, “Personnel administration in the public service,” and 
chapter 24, “Research.” 

The author approaches his study with recognition of the fact that labor 
relations in the United States are in a state of rapid, perhaps revolutionary 
change. Instruments of control, like points of view, may have to undergo 
continued modification to meet the demands of new situations. The expansion 
of militant unionism, the invasion of mass-production industries by union 
forces, the political aspirations of modern labor movements, and the exten- 
sion of legislation to establish minimum standards of employment are some 
of the factors making for changed attitudes and policies in personnel manage- 
ment. The author sees in growing class consciousness a new factor in labor 
relations and points out that in the future personnel policies will have to be 
shaped in terms of the group rather than the individual. In his treatment of 
particular personnel problems, however, he necessarily deals with employees 
as individuals. l 

The treatment throughout is descriptive rather than analytical. There is 
generous and competent use of the statistical method, which is the distinguish- 
ing feature of the book. Statistical tables, charts, and graphs are used pro- 
fusely as illustrative material, These add greatly to concreteness and clarity 
of presentation. Appended to each chapter is a series of exercises and prob- 
lems, and a list of collateral readings. Miscellaneous appendices on sources of 
statistical data and the National Labor Relation act are also given. 

GORDON S. WATKINS 


Automobiles—jobs. Statement submitted by Automobile Manufacturers Assoc., 
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Jan. 6, 1938, to Special Senate Committee to Investigate Unemployment and 
Relief. (Washington: Automobile Manuf. Assoc. 1938. Pp. 15.) 

Bread and butter politics: the Labour Party in Parliament, (London: Labour 
Pubs. Dept. 1d.) 

British unemployment policy: the modern phase, since 1930. (London: Long- 
mans Green. 1938. Pp. 136. 7s. 6d.) 

Child labor facts, 1938. (New York: Nat. Child Labor Committee. 1938. Pp. 
34. 25c. 

rst of the reduction of hours of work. Part iii. Coal mines. 24th sess., 
rep. v. (Geneva: Internat. Labour Office. 1938. Pp. xi, 223.) 

Labor under the “isms.” (Chicago: Transportation Assoc. of America. Pp. 48. 

National Employment Commission: final report, 26th January, 1938. (Ottawa: 
H. M. Stationery Office. 1938. Pp. 110. 25c.) 

Report on phases of employment conditions in Canadian industry. Prepared 
through the codperation of Canadian Employers by the National Employment 
Commission. 1937. Pp. 67. 50c.) 

The worker in the automobile industry. (Detroit: Internat. Union United Auto- 
mobile Workers of America. Pp. 19.) 

The United States, League of Nations and International Labour Organisation dur- 
ing 1937, Geneva stud., vol. ix, no. 1. (Geneva: Geneva Res, Centre. 1938. 
Pp. 72.) 


Money, Prices, Credit, and Banking 


The Massachusetts First National Bank of Boston, 1784-1934. By N. S. B. 
Gras. (Cambridge: Harvard Univ. Press. 1937. Pp. xxiv, 768. $5.00.) 


Rarely is it possible in the United States to record the uninterrupted his- 
tory of a single business concern for a period of one hundred and fifty years. 
The Massachusetts Bank, however, offered just such an opportunity. 
Chartered in 1784 by the state of Massachusetts, converted into a national 
bank in 1865, and combined in 1903 with the First National Bank of Bos- 
ton, whose name it took, this venerable institution has been in continuous 
operation throughout our history as a nation. The present volume by Pro- 
fessor Gras is a painstaking and scholarly account of the Bank’s organization, 
growth, temporary decline and eventual rise to primacy in New England. 
The author has searched through the Bank’s own books, principally direc- 
` tors’ records from 1784 te 1865, and directors’-stockholders’ records from 
the latter date to 1900. After 1900, however, reliance had to be placed 
mainly upon outside sources of information. Not only has Professor Gras 
made diligent use of the above and other manuscript material, but he has 
. made much of it available for other scholars by printing it in the second part 
of his volume. 

The author’s own historical account constitutes Part 1 (205 pp.) of the 
volume. Part 2 (326 pp.) is composed of documents from the Bank’s 
records, covering the years 1784-1865. In the main these consist of extracts 
from the directors’ records. Part 3 (217 pp.) contains statistical material 
for the same period. 


382 Reviews and New Books [June 


In the belief that emphasis upon adminstration provides the nearest ap- 
proach to reality in history, Professor Gras undertook to study the Bank in 
operation rather than in its constitutional aspects. It was, he says, the policy 
of stockholders and directors and the actual management by officials that re- 
ceived his chief attention. He has adhered to this purpose in his running 
account of the history of the Bank. Unfortunately the material at his dis- 
posal made it possible for him to construct little more than a bare skeleton 
unadorned by flesh and blood. The terse minutes of directors’ meetings 
indicate the policy decided upon but contain little or no information as to 
the reasons motivating the decisions. If the minutes of directors’ meetings 
had contained a résumé of the discussion preceding the adoption of resolu- 
tions, or if the correspondence of the Bank had been available to the author, 
doubtless a much more intimate insight into the banking problems and 
policies of various periods in our history might have been obtainable. As it 
was, however, resort to inference in most cases was necessary in explanation 
of the policies pursued. 

Moreover, the author has made little attempt to orient the policies of the 
Massachusetts Bank through an analysis of the problems affecting the Ameri- 
can banking system as a whole. The result is that, while the facts with 
reference to this particular bank are carefully presented, no important 
additional light is thrown upon the general course of American banking 
development. Undoubtedly the most valuable part of the study is that deal- 
ing with the early years of the Bank’s history. Our knowledge concerning 
banking in these years is so fragmentary that the addition of the available 
material contained in the running account of Professor Gras and in the 
documents that he has published must be very welcome to students of 
American banking history. Even if this material induces no startling changes 
in our previous ideas, it tends greatly to enhance the realism of those ideas. 

WILLIAM O. WEYFORTH 

Johns Hopkins University 


World Prices and the Building Industry. By GEORGE F. WARREN and 
' FRANK A. PEARSON. (New York: Wiley. 1937. Pp. v, 240. $3.50.) 


This book is essentially two separate monographs under one cover. Part 
I of the work, together with the appendix (designated as Part III) has as 
its central feature the presentation of a valuable new set of index numbers 
of wholesale prices of 40 basic commodities in each of 14 countries, mostly 
from 1910. Part II, entitled “Business cycles,’’ deals mainly with cycles 
in the building industry, but at the end develops more fully than earlier 
works by the same authors their concept of business cycles as resultants 
of a few mainly uncorrelated cyclical tendencies. 

The relations in the minds of the authors between the two main parts 
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of the work are suggested by the opening sentences of Part II: “The most 
important single business indicator is the index of prices of basic commodi- 
ties. The second most important is the building cycle.” 

A considerable portion of Part I is devoted to presenting facts and ideas 
which have been stated elsewhere by the same authors:* the relations, and 
certain significant discrepancies, between changes in prices of basic com- 
modities as a group and changes in other groups of prices, wages, and 
the cost of living; the part played by general price-level influences in price 
fluctuations of individual commodities; and the causes of fluctuations in 
the value of gold. 

The principal new material in this part of the work is a set of index 
numbers regarding which the authors say: 

In order to provide approximately comparable index numbers for different 
countries, monthly index numbers were prepared for 40 basic commodities for 
14 countries. The same weighting was used for all countries, and a weighted aver- 
age for 7 of these countries was used to represent the world price level. The 40 


commodities include the major foods and industrial materials that are the basis of 
most of the world’s business. Index numbers were calculated in currency and in 


gold (p. 18). 
Comparison of the course of prices of basic commodities in the several 
countries leads the authors to observe: 


In spite of the violent differences in prices in currency, in spite of all attempts 
to control exchange rates and gold movements, in spite of blockades, tariffs, and 
bounties, and in spite of rigorous activity of food administrations, prices of 40 
basic materials in various countries in gold differed by only as much as shown 
in Figure I. 


Others, viewing the data from a different standpoint, may find some of the 
disparities more noteworthy than the degree of correspondence. Whatever 
the features regarded as worthy of emphasis, these index numbers provide 
a basis for certain international price comparisons superior to any previously 
available. The following tabulation of index numbers for selected countries 
and years, all on the base of 1910-14 = 100, affords a convenient sample. 


1918 1922 1928 1933 
Australia 175 146 157 67 
United States 213 144 144 65 
England 253 151 138 63 
Netherlands 319 151 133 63 
Italy 354 131 139 84 
France 287 144 128 79 
Germany 154 100 132 — 


The index numbers of prices in terms of gold are necessarily derived 
from price quotations in currency. Conversion to the gold basis is made 


1 See especially their Prices, 1933; and Gold and Prices, 1935. 
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through index numbers of currency prices of gold. These are given monthly 
for each of the 14 countries except Bulgaria, for which the information 
assembled is incomplete. The appendix in which these index numbers are 
presented includes for each country a statement of the actual or effective gold 
content of the currency unit at times when the country was on a gold 
standard, and detailed notes on changes in the monetary standard. This 
portion of the work is carefully documented and should prove especially 
valuable for reference. 

More than one-third of the second part of the book is devoted to presen- 
tation of data on variations in construction activity. Some of the statistics 
assembled date from 1830 for the United States, 1785 for England and 
Wales, 1863 for Scotland, 1844 for Germany, 1870 for The Netherlands, 
and 1865 for Canada. In the main the data are drawn from the work of 
other investigators. The authors make a notable contribution in assembling 
and summarizing this scattered material. In addition, they present some 
original material, including a compilation of information on the dates of 
construction of prominent office buildings, hotels, and other large structures 
in New York City and in Chicago. 

The authors devote only brief scattered comments to explanation of the 
occurrence of cycles in building activity. Having presented the data show- 
ing fairly regular recurrence of such cycles through many decades and in 
a number of countries, they pass to examination of relations between build- 
ing and other economic phenomena. Activity in building construction seems 
to have a considerable bearing on the business and revenues of railways, 
and on extension of mileage and other railway expenditures for other pur- 
poses. Directly and indirectly building activity has a strong influence on 
activity in the iron and steel industry. Building activity perhaps has a re- 
flection in shipbuilding, although the record may strike many readers as 
not fully warranting the authors’ statement that “the tonnage of vessels 
built fluctuates with the building cycle” (p. 136). 

Among all the statistical series compared with the indices of building 
activity in the United States, those which appear to the present reviewer to 
show the closest correspondence with building activity are the indices of 
‘bank loans and discounts and of interest rates on prime commercial paper. 
Loans and. discounts are judged by the authors to follow changes in building 
construction with a lag of about 3 years. The time relation has varied 
tather widely, however, and it appears worth suggesting that further study 
of the causal relations involved might prove illuminating. Interest rates 
show comparatively large fluctuations extending over 1-3 years which appear 
uncorrelated with building activity, but apparently a 3 or 5-year moving 
average of interest rates would show an extraordinary degree of corres- 
pondence with the index of concurrent building activity in the United States 
during 1830-1916. As regards the main cyclical fluctuations, apart from 
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the period 1917-1928, interest rates have uniformly been low when build- 
ing activity was low, and high when building was active (p. 144). 

Two short closing chapters develop the authors’ view of the causes of 
cyclical fluctuations in business, and present illustrative examples of the 
combination of effects of specific cyclical tendencies and of changes in the 
price level on particular economic activities. 

The first of these two closing chapters may prove the most significant 
part of the book for the development of economic thought. The authors 
hold that to gain satisfactory understanding of business cycles it is essential 
to regard the whole of business activity as the sum of a number of com- 
ponents, and to study separately the behavior of the principal components. 
Implicit in this doctrine is the view that the effects of factors common to 
the several elements in the total are much less important than the factors 
which affect chiefly certain segments of the whole, If this view is sound, 
the authors are warranted in their opinion that most students of the business 
cycle have been following comparatively unprofitable lines of attack on 
the subject (p. 154). In support of their view of the nature of business 
cycles and of the generating influences, Warren and Pearson bring together 
here a body of evidence which calls at least for careful consideration. 

l HOLBROOK WORKING 

Food Research Institute 

Stanford University 


Monetary Reform in Theory and Practice. By PAUL EINZIG. (New York: 
Macmillan. 1937. Pp. xvi, 343. $4.00.) 


Although the title of this book conveys the impression that it contains 
much of a theoretical nature, the reader’ will find but little of abstract 
reasoning and speculative generalization. The interest of Dr. Einzig seems 
definitely to be in specific reform proposals and even more definitely in the 
reform movement as a whole. He decries the spirit of sectarianism among the 
advocates of reform, expresses belief in the possibility of working out an 
eclectic, practical program, and appraises the individual reform measures 
proposed in regard to how much each can contribute to such a program. The 
whole is presented against a background of rapidly moving world events 
and in a vivid, readable style. It is doubtful, however, if the general reader, 
to whom the book is primarily addressed, has in his vocabulary such ex- 
pressions as “spot sterling,” “gold-export point,” “interest parity,” and 
“forward sterling” (culled from one paragraph on page 189). The volume 
bristles with the technical terminology of foreign exchange and international 
finance, and there is no glossary of terms for the uninitiated. 

Dr. Einzig is at his best in his denunciations of the “money cranks” of 
every variety. In this general category, he includes the ultra-orthodox as well 
as pseudo-scientific and unscientific money tinkerers. His criticisms are di- 
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rected not so much at the gold standard itself as at “the mentality that is 
associated with the operation of the gold standard.” What is needed, he 
believes, is a managed currency based on gold and accompanied by general 
economic planning. Unless we have planned production and distribution, 
no monetary reform “can possibly safeguard the community against shocks 
and setbacks.” 

Although he believes “a change of parities is not something essentially 
desirable which should be resorted to light-heartedly at the slightest pres- 
sure,” he makes a strong case against heavy sacrifices in defense of existing 
gold parities. He cites with approval those countries which ceased to main- 
tain their parities when they were still technically in a position to do so and 
believes they have created an important precedent for future financial policy. 

In way of negative criticism, not many psychologists will be convinced that 
there is any “instinctive preference for gold” (page 132); Professor Irving 
Fisher will modestly insist that he is not the originator of an elastic gold 
standard and will also doubtless refuse to accept as his the simplified sys- 
tem of monetary control ascribed to him; and students of American mone- 
tary history will be much surprised to learn that the issue of bimetallism 
“remained very much alive in the United States” throughout the first three 
decades of the twentieth century (page 218). 

HAROLD W. GUEST 

Baker University 


NEW BOOKS 


AFTALION, A. L'or et la monnaie: leur valeur; les mouvements de Por. (Paris: 
Domat-Montchrestien. 1938. Pp. 124. 25 fr.) 

ALLEN, A. M., COPE, S. R., DARK, L. J. H. and WITHERDGE, H. J. Commercial 
banking legislation and control. (London: Macmillan. 1938. Pp. xi, 513. 
$4.50.) ` 

BAUDIN, L. La monnaie. (Paris: Lib. de Médicis. 1938. Pp. 218. 12 fr.) 


This book is the first of a series on contemporary problems. The argument 
emphasizes monetary principles in relation to recent policies and experiences, 
especially in France and the United States. The free gold standard is vigorously 
defended against the criticisms of planners, money managers and currency 
cranks. The weaknesses of managed money and the fallacies of creating 
“purchasing-power’”’ by monetéry expansion and kindred nostrums of the day 
are exposed with precision and clarity. The ‘‘zigzagging, opportunistic policies” 

. of President Roosevelt are cited (pp. 178-9) as failures of such notions in 
practice. The great efflux of gold from France in recent years is attributed to 
the fears of French savers regarding demagogic trends in French politics, soctal 
disorders such as sit-down strikes, heavy taxes for new social services and an 
unbalanced budget. Devaluation can achieve no permanent stability for the 
franc so long as these evils continue (p. 193). Particularly alarming from a 
monetary standpoint are the etfects of the application of Marxist theories: the 
sharp reduction in the productivity per man-hour on the one hand and the 
flood of public expenditures on the other (pp. 195-203). Correction of mone- 
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tary disorders is impossible so long as doctrines of the “class struggle” and 
economic nationalism dominate governments. 

Governments, having prevented the operation of the gold standard mechan- 
ism, have then reproached the gold standard for not having functioned, The 
high tarifs of creditor countries have contributed to a world maldistribution 
of gold, (Professor Baudin’s charge that the United States sterilized gold after 
the war is open to the rejoinder that to assume that no inflation occurred here 
in the 1920’s, on the grounds that commodity prices failed to rise with gold 
imports, overlooks inflation in other areas.) Efforts of debtor countries to pro- 
tect gold reserves by embargo and exchange control correct no disequilibria but 
rather maintain them, In recent years, however, gold has flowed to socially 
stable countries and away from nations menaced by war or socialism, illustrat- 
ing that its function as a storehouse of value has become of increasing signifi- 
cance as its function as a medium of exchange has declined. The error of 
managed money theory lies in an incomplete conception of the quantity 
theory of money and in the illusion that anything can serve as money. “It is 
because gold has its basis in psychological factors, consolidated by custom, that 
its power defies attacks of pure reason. Man is a believing being. His tradi- 
tions cannot be disregarded, for the evolution of mankind is a continuous 
process. Advocates of managed money lose grasp of reality in their abstract 

lanning. . .. Gold remains and deserves to remain king.” (Pp. 63-64.) 

Stabilization of currencies on gold is necessary to calm the hypersensitive- 
ness of individuals as manifested recently in sharp movements of fear and 
hope. A balanced budget must precede monetary stabilization, although the 
latter would so revive business confidence that the budget would be more 
easily balanced. 

American readers of this book cannot fail to be impressed by the many 
parallels between French and American monetary problems, trends and poli- 
cies. Although France is farther down the road, American progress is in the 
same direction and, similarly, most rapid when downhill, 

CHARLES C, FICHTNER 


BJ@sET, B., UTNE, H. J. and PALMSTRØM, H. Fra kriser til kredittkontroll. 
(Oslo: Johan Grundt Tanum. 1937. Pp. 190.) 

Curtis, M. and TOWNSHEND, H. Modern money. (New York: Harcourt Brace. 
1938. Pp. x, 291.) 

DONALDSON, J. The dollar: a study of the “new” national and international 
monetary system. (New York: Oxford Univ. Press. 1937. Pp. xix, 271. $3.75.) 


Professor Donaldson has presented us with a brief, simple, and scholarly 
treatment of that period in our monetary history which began with the partial 
suspension of the gold standard early in 1933 and ended with the inter- 
national monetary understanding in September-October, 1936. The method 
of treatment is that of combining the descriptive, the theoretical, and the 
empirical. 

The author reviews the financial, economic, social and political forces and 
philosophies which brought about the monetary changes; enumerates the 
legislation in chronological order; sets forth the non-monetary measures that 
influence the price structure; outlines the federal reserve policy under the new 
Banking act; records the international arrangements; and explains the gold 
sterilization plan. He then describes the various monetary theories and the 
cycle theory in relation to money. He discusses the effect on the internal 
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economy in special reference to gold, currency, credit, prices, and the problems 
of credit and capital. . 

In the second part on international backgrounds and theories he discusses: 
the international background of the “new” dollar policy as its development 
was shown by the proposals of the Brussels and Genoa Conferences and the 
breakdown of the gold standard; the efforts of the gold delegation, the 
Lausanne Conference, the Commission of Experts, the London Conference, 
and the American position and currency blocs. This is followed by a treatment 
of monetary theory and international processes in relation to international 
prices, the flow of gold, the flow of goods, and the balance of payments. 

In his treatment of the external and international economic effects he gives 
brief but careful attention to dollar exchange rates, prices, comparative national 
price and cost structures, foreign trade by countries, and the balance of inter- 
national payments in gold, merchandise, service, and capital movements. 

In his final chapter he summarizes the plan for international stabilization 
about which the United States, France, and Great Britain reached an under- 
standing on T 25, 1936; outlines the steps taken by the gold bloc 
countries in adjusting their currency to this understanding; and points out 
that under the new world monetary system the old gold standard has not been 
restored and that the various countries, believing they have obtained some 
benefits under a flexible managed currency will probably desire a considerable 
amount of flexibility in the future. 

He adds a 51-page appendix of statistical data. 

The book is well written, and there are few, if any, debatable points. One 
might desire a more complete treatment of the price theories. The value of 
his acceptance and use of the velocity of goods theory in connection with his 
criticism of- the Fisher formula of the quantity theory of money might be 
questioned, especially so in view of his Jack of criticism of the other factors 
of the formula. 


+ 


James B. TRANT 


Douc as, P. F., editor. Consumer credit. Annals, vol. 196. (Philadelphia: Am. 
Acad. of Pol. and Soc. Science. 1938. Pp. 296. $2.) 

Duke, W. K. Bills, bullion, and the London money market. (London: Pitman. 
1937. Pp. 142. 5s.) 

EINZIG, P. Will gold depreciate? (New York: Macmillan. 1937. Pp. xiv, 178. $2.) 


The high price of gold in recent years has resulted in a phenomenal increase 
in its visible supply from both dishoarding and new Sendo World gold 
requirements have also increased, but the supply and demand have not been 
synchronized, A disproportionate part of the gold has been absorbed by a few 
countries, particularly the United States. From this situation arises the question 
whether gold will depreciate, or more particularly, whether this country will 
continue to purchase and sterilize an ever growing surplus. 

In favor of limiting purchases, it is argued that the sterilization of gold 
is costly, that the process by which it is done increases the difficulty and ex- 
pense of other government financing, and finally, that this country’s purchases 
of gold merely serve the convenience of the British Empire. Mr. Einzig admits 
that Great Britain, as the world’s largest producer of gold, would suffer by a 
fall in its price; but this country, as the largest holder of gold, would also 
incur heavy loss. Any action by this country, therefore, should be based on a 
knowledge of the two sources from which our gold imports arise. That part 
resulting from our export surplus can be reduced or curtailed entirely if the 
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country is prepared to lend the balances abroad, to accept foreign goods in 
payment, or to reduce its exports. The other part of the inflowing gold repre- 
sents “hot money,” that is, money sent to this country for sects: or 
speculation. It does not constitute a net increase in the gold supply because 
of the obligation to repay it upon demand. Unless checked by appropriate 
legislation this gold should continue to be sterilized. 

Another means of curtailing the inflow of gold is to reduce our buying price. 
Since this action would be deflationary and would be effective only on that 
part of the supply resulting from our export surplus, it is not likely to be 
adopted. A more desirable procedure, according to Mr. Einzig, would be to 
bring about international agreement to reduce gold output or export pending 
the adjustment of commodity prices to the new level of gold. But in the 
present state of international affairs such a plan offers little chance of success, 

Mr. Einzig concludes, therefore, that gold is destined to appreciate in 
value. In positive support of this conclusion he P out that higher com- 
modity prices will discourage gold production and increase gold requirements. 
They will alleviate budgetary deficits and ease the burden of ag and private 
indebtedness, Furthermore, higher prices will be inevitable to finance the 
re-armament program now everywhere in progress. In all countries, industrial 
forces, such as the labor movement in the United States, are operating to induce 
higher commodity prices thus causing higher cost of producing gold. Finally, 
international events are working toward higher gold prices through competi- 
tive currency depreciation. 

JAMES HOLLADAY 


GAYER, A. D. Monetary policy and economic stabilization: a study of the gold 
standard. 2nd ed., rev. (New York: Macmillan. 1937. Pp. xv, 288. $3.75.) 


This volume is a revision of Dr. Gayer’s earlier work of the same title 
(published in 1935) and covers the same ground, but it includes new material 
which is essential to this study because of events of the two years following 
the publication of the first edition. 

Dr. Gayer attacks the problem first by contrast between the functioning of 
the traditional gold standard (chap. 1) and the post-war gold standard (chaps. 
2 and 3). In the latter chapters he considers first the internal mechanism of 
the post-war standard followed by a thorough survey of the conditioning 
economic environment which deals chiefly with the inflexibilities of present- 
day price and income structures. The conclusion reached is that a modern gold 
standard would require a good deal of management to be successful. 

Following this introductory material are chapters dealing in detail with 
gold and prices, gold economies, gold and the depression, and gold and paper 
standards. The final chapters of the book, containing Dr. Gayer’s constructive 
suggestions, deal with alternatives in future monetary policy, monetary policy 
and public works, price stabilization and economic stabilization, and criteria 
for a policy of monetary stabilization. 

In judging the merits of this study, it should be noted that Dr. Gayer is, 

‘apparently, a firm believer in a very considerable degree of monetary manage- 
ment. As such, he has done an excellent job of presenting an unbiased view 
of the various factors involved. He does not hesitate to consider carefully the 
undoubted difficulties which stand in the way of successful monetary manage- 
ment and hopes for nothing better than an improvement over the violent 
price fluctuations of recent decades, 
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Certain statements of the author seem open to Criticism. One is the ¿pse 
dixit that “the United States found it necessary to abandon gold afer all” 
(p. 177). There is good evidence for believing that, after the settlement of 
the banking crisis in 1933, a return to the gold standard would have been 
accompanied by a sounder and more durable recovery than occurred under the 
inflation policy which was actually followed, Another is the cavalier disposal 
of the qualitative credit doctrine, on page 261, where the author misunderstands 
the position of those favoring qualitative control of credit. Space is lacking 
in which to elaborate on a few other instances of the same sort. 

In spite of criticisms such as these, the volume under review contains a good 
deal of valuable material and much sound analysis. Chapter 4, on “Gold and 
prices” and chapter 11, on “Price stabilization and economic stabilization,” 
ate particularly good examples of sound analysis. There is no question but that 
the book is well worth careful reading. 

FREDERICK A. BRADFORD 


GIDEONSE, H. D. The commodity dollar. Public policy pamph. no. 26. (Chicago: 
Univ. of Chicago Press. 1938. Pp. 22. 25c.) 

VON HAYEK, F. A. Monetary nationalism and international stability. Pubs. of 
the Grad. Inst. of Internat. Stud., no. 18. (New York: Longmans Green. 
1937. Pp. xiv, 94. $2.) 

KINDLEBERGER, C. P. International short-term capital movements. (New York: 
Columbia Univ. Press. 1937. Pp. xi, 262. $3.) 


The hot money problem today is international and has aroused considerable 
attention throughout the world. The present volume therefore meets a real 
need, but the book would have been of greater value if more attention had 
been paid to the practical side of the problem. 

The first nine chapters deal with what is termed normal movements of 
short-term funds, Here the author presents a great many facts and theories 
concerning the movement of short-term funds, the transfer problem involved, 
the causes of the movement and the effects which it has on the money market. 
The abnormal capital movements which deal to a large extent with the present 
situation, are described in only one chapter. A more elaborate discussion of 
this phase would have been desirable and helpful. In his analysis, the author 
considers repayment of long-term loans by debtors to creditor countries as an 
abnormal movement. Yet it is doubtful whether all those who have studied this 
problem will agree. Thus, during the past two years, Canada and the Argentine 
Republic repaid a portion of their long-term loans, and this was generally 
considered a normal development in spite of the fact that the funds moved 
to countries where the rate of interest was lower and where the markets were 
flooded with capital. 

Mr. Kindleberger gives an adequate description of the stabilization funds, 
their method of operation, and how they can counteract the effects of the 
movement of gold. On page 213, however, in describing the credit type of 
stabilization fund he states that this type of fund is in a position to prevent a 
decline in the value of the currency through the sale of foreign currencies or 
gold but does not explain where a stabilization fund, composed entirely of 
Treasury bills, will obtain the necessary foreign exchange. 

On the whole, the book is well written, conveys a great deal of information, 
and dispels a number of existing erroneous beliefs generally held regarding 
the international movement of short-term funds. The book is not only well 
documented but also contains a useful bibliography. It should recetve wide 
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attention not only among students of banking but also among banks and 
bankers transferring funds almost daily. 
Marcus NADLER 


MEADE, J. E. Consumers’ credits and unemployment. (New York: Oxford Univ. 
Press. 1938. Pp. vii, 115. $2.) 

MorGan-Wess, C. Outlook for gold. (London: Allen and Unwin, 4s. 6d.) 

O'NEL, L. D. and Di VENUTI, B. Visual outline of money and banking. 2nd ed. 
(New York: Longmans. 1937. Pp. 92. $1.) 

PEDERSEN, J. and PETERSEN, O, S. An analysis of price behaviours during the 
period 1855-1913. (Copenhagen: Levin & Munksgaard. 1938. Pp. 268.) 

Rist, C. Histoire des doctrines relatives au crédit et à la monnaie depuis John 
Law jusqu’à nos jours. (Paris: Recueil Sirey. 1938. Pp. 471. 90 fr.) 

Rucker, A. W. The thirty-year decline in commodity prices: when it began; 
what it means; how to cope with it. Address to the Commodity Club of New 
York, Dec. 16, 1937. (New York: Eddy-Rucker-Nickels Co, 1937. Pp. 24. 
25c.) 

WAGNER, J. Die Preispolitik im Vierjahresplan. Kieler Vorträge 51. (Jena: 
Fischer. 1938. Pp. 18.) 

WEBER, A. Depositenbanken und Spekulationsbanken: ein Vergleich deutschen 
und englischen Bankwesens. 4th rev, ed. (Munich: Duncker und Humblot. 
1938. Pp. xviii, 402. RM. 16.) 

WESTERFIELD, R. B. Money, credit and banking. (New York: Ronald, 1938. 
Pp. xi, 1172. $4.50.) 

WILKINSON, J. H., Jr. Investment policies for commercial banks, (New York: 
Harper. 1938. Pp. xvii, 179. $2.50.) 

` Annual report of the Director of the Mint, fiscal year ended June 30, 1937, 
including report on the production of the precious metals during the calendar 
year 1936. (Washington: Supt. Docs. 1937. Pp. 114. 60c.) 

Barclays Bank, Limited: report of the forty-third ordinary general meeting held 
on 20th January, 1938, and statement of accounts as of 31st December, 1937. 
(London: Barclays Bank, Ltd. 1938. Pp. 29.) 

Federal Reserve act of 1913, with amendments and laws relating to banking. 
(Washington: Supt. Docs. 1937. Pp. 299. 25c.) 

Nankai index numbers, 1936: of commodity-prices at wholesale, cost of living, 
foreign exchange rates, and quantities and prices of imports and exports. 
(Tientsin: Nankai Inst. of Econ., Nankai Univ. 1937. Pp. xi, 48.) 

The Patman bill, H.R. 7230, which provides for government ownership of 
federal reserve banks and charges them with the responsibility of stabilizing 
the purchasing power of money: opinions of 36 members of the Economists 
National Committee on Monetary Policy. (New York: Econ. Nat. Committee 
on Monetary Policy. 1938. Pp. 32.) 

Prices in Canada and other countries, 1937. Issued as a suppl. to The Labour 
Gazette, January, 1938. (Ottawa: H. M. Stationery Office. 1938. Pp. 23.) 


Public Finance, Taxation, and Tariff 
Personal Income Taxation. By Henry C. SIMONS. (Chicago: Univ. of 
Chicago Press. 1938. Pp. xi, 238. $2.00.) 
The author believes that income taxation is the proper means for mitigat- 
ing inequality and that tax reform, with displacement of sales tax, custom 
duties, excise taxes and payroll levies in both federal and state tax systems 


392 ` Reviews and New Books [June 


by progressive personal taxes, would enable us to move gradually but steadily 
toward better distribution. As a concession, he is willing to permit the in- 
definite continuance of real-property taxes (without change in the es- 
tablished effective rates), special assessments and the heavy taxation of 
gasoline. His chief contention is, however, that all gifts, inheritances and be- 
quests should be treated as part of the recipient’s taxable income for the 
year in which they are received—a project long ago proposed by the well- 
known German economist Georg Schanz but generally discarded in theory 
and practice in more recent times. In Mr. Simons’ plan a supplementary per- 
sonal tax should be levied upon the recipients of gifts, inheritances, and 
bequests to eliminate any advantage which might otherwise be obtained, 
under a progressive annual tax, by gradual distribution of property. At the 
same time the law should provide for full inclusion of all gains on assets 
which have appreciated in the owner’s possession, the gains being taxable at 
time of bona fide sale or, at an amount determined by fair appraisal, on the 
occasion of any other disposition of the property. 

Mr. Simons thinks that his system is as nearly fool-proof as possible and 
represents a proper solution of the gains and losses provision in an income- 
tax law. Unfortunately, his project does not solve this problem satisfactorily 
and in spite of numerous checks (in his scheme, the taxpayers are obliged 
to account for every acquisition and every disposition of property) leaves 
loopholes for evasion in appraisals, clandestine transfers, etc. It seems to me 
that the gains and losses problem can properly be solved only in an additional 
personal tax on capital. 

Numerous long citations are given—all of them in German or French 
without an English translation—mostly from older economists. It is sur- 
prising that he does not even mention more modern writers in public finance, 
for instance, Professor Lampe of Freiburg who in 1934 made a similar but 
a much more convincing plea for a single income tax, or Professor Andreae 
who advocated the recurrence to taxes 7m rem. Instead, he often speaks of 
trivialities, e.g., the case of a Flaegeladjutant who receives income in kind 
in form of free meals at the court of his sovereign. The author forgets the 
important modern requirement of a normal tax system that the taxpayer must 
be recipient of cash to be able to pay his taxes. Mr. Simons criticizes authors 
whose viewpoints do not fit his scheme (Seligman, Lotz, Fisher and others) 
with great harshness. In all probability, Mr. Simons’ scheme is not likely 
to be adopted in actual legislation; and even his high initial rate of 20 per 
cent for married people with an income over $2,000 is unable to balance the 
American public budget. However, sharing the proceeds from federal 
taxation with the states, advocated by him, is consistent with modern re- 
quirements. 

PAUL HAENSEL 
Northwestern University i 
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NEW BOOKS 


ANDERSON, H. D. Our California state taxes: facts and problems. (Stanford 
University, Calif.: Stanford Univ. Press. 1937. Pp. viii, 305. $2.75.) 


The author has succeeded in making understandable and interesting to the 
avetage taxpayer a subject generally regarded as complex and uninteresting, 
without sacrificing accuracy of statement. Tax executives and other tax ex- 
perts will find profit in this volume. The first chapter, “Services demanded of 
the state,” shows the gradual expansion of state activities in response to 
necessity and popular demand, an expansion which in so many instances 
practically runs parallel with that of other states so that in chapters pertaining 
more particularly to California experiences the volume has value to non- 
California taxpayers. The chapters devoted to a discussion of the various 
taxes found in operation in California are also either in effect or their adoption 
contemplated in other states so that the volume should make a strong appeal 
to everyone interested in state taxation whether a Californian or not. The author 
has valuable chapters also on “Balancing outgo and income,” “California’s 
ability to pay for good government” and “Good and bad taxes.” The final 
chapter is devoted to a critical discussion of the more important California 
tax programs in which the author does not hesitate to strike out vigorously 
against some of them, regardless of where the chips may fall, and in which he 
sets forth and discusses various constructive measures and proposals. 

Those who believe taxes should be reduced, will find in this volume little 
to encourage them. , 

The book is well indexed and a short, well selected bibliography of both 
source and secondary materials is found at the close of each chapter, 

O. J. MARSTON 


BACHI, R., and others. Problemi di finanza fascista, (Bologna: Zanichelli. Pp. 
350. L. 30.) 

BOAK, A. E. R., editor. University of Michigan historical essays. (Ann Arbor: 
Univ. of Michigan Press. 1937. Pp. vii, 182. $2.25.) 


Contains an article on “Efforts to secure an Austro-German customs union 
in the nineteenth century.” 


CHU, P. Der Staatshaushalt und das Finanzsystem Chinas. Frankfurter wirtschafts- 
wissenschaftliche Studien, Heft 2. (Leipzig: Hans Buske. 1937. Pp. 133. RM. 
3:75.) 

China’s ability to rally her economic resources in her struggle to repel 
Japanese aggression is more understandable to us with the description of the 
framework of China’s fiscal system, The material offered was heretofore avail- 
able only in Chinese, official documents or scattered sources. 

Chinese finance is largely provincial. Yet the finances of the provinces, are 
only briefly mentioned. The centralization portrayed is unduly prophetic. Also 
the historical development of some factors, especially China’s foreign debts, 
seems to be overstressed. Of greatest interest is the analysis of the taxes col- 
lected by the central government. The character of the levies, chiefly on im- 
ports, consumption and traffic, show clearly the stage of fiscal development. 
Reminiscent of our own early tax history is the discussion of China’s tax on 
the note-issuing privilege of provincial banks. Budgetary and administrative 

roblems are not treated. Dr. Chu’s closing wishes are that China obtain the 
lessing of a nazi economy. His book is published in Leipzig. 
J. WILNER SUNDELSON 
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Corm, G. and LEHMANN, F. Economic consequences of recent American tax 
policy. Suppl. 1. (New York: Social Research. 1938, Pp. xii, 108. $1.) 

CORNICK, P. H. Premature subdivision and its consequences: a study made for 
the State Planning Council of New York of the premature subdivision for urban 
purposes of outlying lands in selected metropolitan areas of New York State. 
(New York: Inst. of Public Admin. 1938. Pp. xxi, 346. $1.50.) 

Cyr, F. W., BURKE, A. J. and Mort, P. R. Paying for our public schools. 
(Scranton: Internat. Textbook Co. 1938. Pp. x, 197.) 

Ferrer, F. W. The New Deal and tariff policy. Rev. ed. Public policy pamph. 
no. 7. (Chicago: Univ. of Chicago Press, 1937. Pp. 31. 25c.) 

Hoon, E. E. The organization of the English customs system, 1696-1786. (New 
York: Appleton-Century. 1938. Pp. ix, 322. $4.) 

KROUT, J. A. editor. Expenditures of the federal government. Proc. vol. 17, no. 
4. (New York: Acad. of Pol. Science. 1938. Pp. 147. $2.50.) 

MALONE, P. E. The fiscal aspects of state and local relationships in New York. 
(Albany: State of N.Y. Dept. of Taxation and Finance. 1937. Pp. xiv, 433.) 
ROSENDORFF, R. and HENGGELER, J., editors. Das internationale Steuerrecht 
des Erdballs nebst sämtlichen Abkommen zur Vermeidung der Doppel- 
besteuerung. Band I—II. (Zürich: Verlag f. Recht u. Gesellschaft. 1936. 

1936/37. 1937. Pp. xxv, 685; 689-1398; 1399-2059. 50 fr.) 

If this work turns out to be useful for tax practitioners and victimized tax- 
payers, as is the reasonable hope of its promoters, it will be for some other 
reason than its brevity. The 2,059 pages under review comprise only the first 
part of the work, in three ponderous loose-leaf volumes, covering the countries 
of Europe. A second part, covering the rest of the world, is expected. 

The part of the book so far published explains the law of taxation in the 
countries of Europe in such detail as to instruct in and facilitate avoidance of 
such multiple taxation by two or more countries as would arise under national 
tax systems existing today. To this end are presented, not only the statutory 
tax provisions under which the discriminatory taxation arises, but also the 
treaties, chiefly bilateral, that have been concluded for the purpose of eliminat- 
ing or mitigating the severity of the objectionable taxation, the texts of the 
treaties to 1936 being printed in full in the appendix. 

The work has been prepared largely by S NA in the respective coun- 
tries, mostly tax administrators in high office. They have contrived to write in 
a simple style, to avoid much of the monotony that so easily afflicts works of 
much detail, They have attempted little tabulation, except such as is used in 
showing tax-rate schedules. The publication is in fact more like an American 
“tax service” than anything else; and this likeness is emphasized by its loose- 
leaf binding, which permits the promised service to keep the information cur- 
rently accurate. It caters primarily to a special clientele, those who are likely to 
be afflicted by discriminatory multiple taxation in two or more countries. 

Like the American Tax Systems of the World, it concentrates on the home 
country, as is suggested by the space allotments to each country. Of the more 
than 1,700 pages of textual matter, over 1,200 are printed in German, cover- 
ing 21 countries. Of this allotment the German Reich takes 396 pages, the 
closest second being Switzerland with 102 pages. France and eight other coun- 
tries, mostly small, are covered in French; the United Kingdom and the Irish 
Free State, in English; and Italy, in Italian. The emphasis upon the two first 
mentioned countries is hardly justified by the peculiarities in their position, 
although the reasons for it may be good and practical. 
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Little attention is devoted to theories and principles. The norms of inter- 
national taxation accepted in the introductory section are those developed by 
fiscal experts, such as—to cite only one familiar in America—Professor Selig- 
man’s Double Taxation and International Fiscal Coöpþeration. For all that, the 
detailed treatment of specific problems in particular locations might well be 
taken seriously, not only by harrassed victims of multiple taxation, but also 
by legislative bodies, should there be any such, seeking to develop national 
tax systems in conformity with international comity. 

JENS P. JENSEN 


ROZMAN, D, and SHERBURNE, R., compilers. Analysis of receipts and expendi- 
tures of state, county, and municipal governments in Massachusetts. Spec. 
circ. no. 17, rev. (Amherst: Massachusetts State Coll., Extension Serv. 1938. 
Pp. 22, mimeographed.) 

SHENEFIELD, H. T. Land value manual, Lucas County, Ohio, 1937. (Toledo: 
County Auditor of Lucas County. 1937. Pp. 63.) 

. Real estate assessment manual, Lucas County, Ohio: system of rules, 
standards and methods employed in the assessment of real property. (Toledo: 
County Auditor of Lucas County. 1937. Pp. 100.) 

SINHA, K. B. C. Debt legislation in Bengal. (Calcutta: Chatterji. 1938. Pp. 40. 
Re. 1.) 

VAN SANT, E. R. The floating debt of the federal government, 1919-1936. Stud. 
in hist, and pol. sci., ser. lv, no, 4. (Baltimore: Johns Hopkins Press. 1937. 
Pp. 88.) 

This is a clear and concise monographic treatment of short-term financing 
by the government of the United States since 1918. The findings of the author 
substantially endorse the essays by Professor Hollander who published his 
volume on the previous period of “war borrowing” in 1919. In the final chap- 
ter the author discusses his subject’ matter under the following headings: 
floating debt and the money market; cost of government borrowing; holders 
of short-term obligations; short-term securities as equalizers of the market 
at tax-payment dates; floating debt and the banking system; floating debt as 
a bank asset; floating debt in open-market operations; floating debt and in- 
flation. 


Annual report of the Commissioner of Internal Revenue, fiscal year ended June 
30, 1937. (Washington: Supt. Docs. 1937. Pp. viii, 167. 20c.) 

The Costigan amendment, using federal income tax returns in the administration 
of local property taxes. Bull. no. 18. (Chicago: Nat. Assoc. of Assessing Of- 
ficers. 1938. Pp. 22. 50c.) 

Customs and excise: twenty-eighth report of His Majesty’s commissioners for 
the year ended 31st March, 1937. (London: H. M. Stationery Office. New 
York: British Lib. of Information. 1938. Pp. 219. $1.10.) 

Inland revenue: eightieth report of His Majesty’s commissioners for the year 
ended 31st March, 1937. (London: H. M. Stationery Office. New York: 
British Lib. of Information. 1938. Pp. 72. 45c.) 

Orientación economica de la politica aduanera argentina: nota a la honorable 
camara de diputados de la nación sobre el adicional aduanero del 10 por ciento, 
Studio de problemas no. 48. (Buenos Aires: Confed. Argentina del Comercio, 
de la Industria y de la Producción. 1937. Pp. 11.) 

Sales tax laws, western states: the full texts of the sales, use and gross income 
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tax laws of the states west of the Mississippi, as of July 1, 1937. (Chicago: 
Commerce Clearing House. 1937.) 

Tax systems of the world: a year book of legislative and statistical information 
including all the states of the United States. By the TAX RESEARCH FOUNDA- 
TION. 7th ed. (Chicago: Commerce Clearing House. 1938. Pp. 415.) 

This comprehensive volume contains data and charts as follows: (1) 
charts of all the important tax systems of the world; (2) condensed histories 
of taxation in the more important jurisdictions (this section is waiting for 
the invention of a sufficiently condensed form of presentation); (3) charts 
of the tax systems which leading authorities think we should have; (4) simi- 
lar charts of the tax systems which the various taxable groups such as the 
public utilities, the banks, the real-estate interests, the farmers and organized 
labor, desire us to have; (5) the complete terminology of a model state-and- 
local tax law to be offered for the consideration of the various American 
legislatures; (6) the world’s total annual tax bill showing the amounts raised 
by the different taxes in each country and in each state; (7) a comprehensive 
series of status tables showing in immediately comparable form the more 
essential tax facts in the various states; (8) tables showing the corresponding 
information relative to the tax systems of the various national governments 
throughout the world; (9) the principles of taxation stated in summary form; 
(10) tables showing the tax ane on various imports in the different 
countries; (11) a section devoted to the best methods of administration of 
the various taxes including standardized forms; (12) an assessors’ manual 
for arriving at the taxable valuation of lands and improvements; (13) the 
key language of the key decisions. 


Population and Migration 


Population Pressure and Economic Life in Japan. By Ryoicui Isni, 
(Chicago: Univ. of Chicago Press. 1937. Pp. xix, 259. $3.00.) 


The method which Dr. Ishii employs in his analysis of the population 
movement in Japan suggests that he is deeply aware of the deceptions which 
necessarily follow a pragmatic approach to the subject matter. From the 
outset, instead of concentrating upon population statistics, Dr. Ishii unfolds 
in a brief but penetrating analysis the dynamics of Japanese economic life. 
The temperate-subtropical climate and the system of small farming are 
shown to be the basic contributive factors to Japan’s density of population. 
The expansion of Japan’s population in the seventeenth century is related 
to the rehabilitation of agricultural land in the early Tokugawa Era. In- 
fanticide and abortion developed as concomitants to the economic contrac- 
tion of the following century. The increased demand for labor after Japan’s 
initiation into the Western mode of industrial production’ compelled the 
government to suppress the accepted practices of family restriction. With 
the progress of industrialization Japan’s population increased rapidly and 
steadily. The peak of this economic development was reached—as in other 
industrial countries—after the World War. 

It is upon this historic-analytical presentation that Dr. Ishii bases his more 
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detailed investigation into the dynamics of population movements proper. 
The value of the available statistics as statistics is discussed with gratifying 
thoroughness. In addition, some, yet not all, of the latest modern methods 
of statistical computation are analyzed and applied. Urbanization is affecting 
the marriage, birth, and other demographic rates. An opposite tendency 1s 
created by the present predominance of minor age groups which implies a 
large proportion of future potential mothers. 

Although the refined birth rate is declining, the diminution of the death 
rate—with possibilities for a far greater decrease if adequate health service 
were provided by the government—as well as the change in the age composi- 
tion of the population, makes for a continued absolute increase in Japan’s 
population. Dr. Ishii relates this trend to the present occupational figures 
and finds in their disparity the causal factor for the nation’s problem of 
population. 

The last five chapters of the book are devoted to proposed remedies for 
Japan’s surplus population. “A study of the food supply of Japan revealed 
that the nation’s food problem is not intrinsically a problem of merely feed- 
ing the increasing millions” (p. 251). Here, Dr. Ishii makes his most 
important contribution. He demonstrates conclusively that the present costs 
of production in Japanese agriculture are high and if met fully will tend 
to oppress Japanese industry and to lower the real wages of labor. If 
costs could not be met over a longer period of time, it would mean ruin 
to the rural districts of Japan and thus create an additional population 
problem. And this contradiction is increased in proportion to Japan’s colo- 
nial expansion into countries with still lower standards of living. In view 
of this fact the frequently advocated solution by means of emigration ap- 
pears only a farce since the very condition of participation in Japan’s eco- 
nomic set-up is lower cost which can be offered only by the suppressed 
colonial population. 

The author concludes that capitalism in Japan is assuming “the form 
of a general low standard of living and a consequent inefficiency along 
all lines of economic and social life’ (p. 253). It is essential for an 
adequate attack upon Japan’s population problem to look toward an 
improvement in the distribution of the national income (p. 253). 

Dr. Ishit’s book represents a noteworthy attempt to develop a more 
adequate method for the analysis of obviously dynamic socio-economic 
phenomena. He attacks, like many others today, the procedure and con- 
clusions of an analysis based on static assumptions, and succeeds, again 
like many others, only in replacing statics by successive and amplified statics. 
This is shown especially in his chapter on ‘Demographic analysis.” 


K. H. NIEBYL 
Carleton College 
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NEW BOOKS 


GINSBURG, L. Population movemenis—a study in migration. (London: New 
Fabian Research Bureau. 6d.) 
JOHANSON, J. P. Immigrant settlements and social organization in South Dakota. 
S South Dakota State Coll, of Agric. and Mechanics Arts. 1937. 
p. 63. 

This is a continuation of an earlier statistical analysis of the sources, num- 
bers and distribution of the immigrant population of South Dakota (bulletin 
313, 1936). Numerous statistical tables and charts give a clear picture of the 
distribution and relative importance of the chief immigrant groups. Social 
organization centered chiefly in the churches. These and fraternal orders have 
been the channels by which foreign cultural influences have found embodi- 
ment in American community life. Immigration culminated in 1910, and the 
survival of the influence of these Norwegian, Danish, Bohemian and German- 
Russian groups has depended on numerical strength, compactness of settle- 
ment, ability to merge social organizations with interstate central bodies and 
to make the adjustments necessary when foreign languages were superseded 
by English. 

LUCILLE EAVES 


MARSHALL, T. H., and others. The population problem: the experts and the 
public. (London: Allen and Unwin. 1938. Pp. 176. 5s.) 

Nava, S. Elementi di dommatica della colonizzazione. (Firenze: Polig. Uni- 
versitaria. 1937. Pp. 181.) 

Registrar Generals statistical review of England and Wales for the year 1935, 
New annual ser., no. 15. (London: H. M. Stationery Office. New York: 
British Lib. of Information. Pp. vii, 197. 3s. 3d.) 


Social Problems and Reforms 


NEW BOOKS 


ANDERSON, E. L. We Americans: a study of cleavage in an American city. 
(Cambridge: Harvard Univ. Press. 1937. Pp. 286. $3.) 

ATWATER, P. Problems of administration in social work. (St. Paul: McClain 
and Hedman, 1937. Pp. 236, mimeographed. $3.50.) 

Burrow, T. The biology of buman conflict: an anatomy of behavior, individual 
and social. (New York: Macmillan. 1937. Pp. 435. $3.50.) 

One may be tempted to question the appropriateness of bringing to the at- 
tention of economists a a that obviously belongs to the field of medicine. 
But even a brief consideration of the thesis presented will make clear that the 
medical background from which this book was written possesses unquestionable 
social implications. A significant'hint of this trend is to be found in the sub- 
title. From this point of view the psychoses and the neuroses, the acute imbalances 
of extreme poverty and over-great wealth, crime in all its phases, war, and the 
infinite variety of social ills that beset mankind, are viewed as behavior- 
disorders that call as clearly for a scientific approach as does the individual 
patient who suffers from diabetes or infantile paralysis. 

In contrast to the traditional effort of the psychiatrist to readjust his patient 
to the normal social milieu, Burrow envisages a social problem that embraces 
both the social milieu and the patient. In this altered approach “nervous or 
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behavioral disorders are regarded as due to a definite physiological conflict or 
embarrassment within man’s organism both as an individual and as a race, not 
to the false ideas, impressions and effects personally acquired by him.” It is 
the discovery of this internal physiological conflict underlying man’s disorders 
of adaptation and the isolating of it that is Burrow’s revolutionary contribution 
to the study of human behavior—a contribution which because of its objec- 
tively scientific method is analogous to that of Pasteur and other early bac- 
teriologists in laying bare the underlying cause of infectious diseases. 

This discovery is not without its application to the field of economics, for 
the most abstract economic problem has its poignant repercussions in the life 
of practically every human being. According to Burrow’s thesis the inequality 
among individuals in our modern communities is not an economic problem, 
but a biological one. It is not due to the cupidity of the few preying on the 
ignorance and inefficiency of the many, but it is traceable to a bio-physical 
disturbance that is racial and that is therefore demonstrable in all groups as in 
all individuals. 

It was only a few years ago that the discoveries of Koch and his co-workers 
led us to shift our interest from the symptoms of infection in the single 
individual to the support of public hygiene movements and a widespread 
social effort to wipe out the fundamental cause of these disease-processes. If 
in the domain of man’s social ills we are now dealing merely with outer 
symptoms, it is safe to predict that once the underlying cause of these ills has 
been accepted by us, we shall respond with a social zeal and energy that will 
be no less wide-sweeping. 

AIMEE GUGGENHEIMER 


DEARBORN, W. F. and ROTHNEY, J. W. M. Scholastic, economic, and social 
backgrounds of unemployed youth. Harvard bull. in educ., no. 20. (Cambridge: 
Harvard Univ. 1938. Pp. 183, $1.50.) 

EINAUDI, L. Miti e pede della giustizia tributaria. (Turin: Einaudi. 1938. 
Pp. 278. L. 15.) 

FRANKLIN, Z. C. editor. Social security: progress and prospects. (New York: 
Nat. Municipal League. 1937. Pp. 31. 50c.) 


A pamphlet containing five articles: “Progress and prospects under the 
Social Security act,” by Frank Bane; “Public assistance and municipal welfare 
problems,” by Zilpha C. Franklin; “Interstate problems in social security,” by 
A. J. Altmeyer; “State plans for unemployment compensation,” by R. Gordon 
Wagenet; “Developments in the old-age benefits program,” by LeRoy Hodges. 
These were originally published in the National Municipal Review, but are 
here amplified. 


HAUSKNECHT, L. Der Solidarismus oder die Doktrin der sozialen Solidaritat als 
ökonomische, juristische, soziale, politische und kulturelle Bewegung. 2nd 
rev. ed. (Cernauti: “Eminescu.” 1938. Pp. 62. 50 or 

Honckins, G. W. A guide to newer methods in teaching the social studies. 
(Cambridge: Nat. Council for the Social Studies. 1937. Pp. 75. 50c.) 

JANZEN, C, C. and STEPHENSON, O, W. Everyday economics: a study of prac- 
tices and principles. 1938 ed. (New York: Silver Burdett, 1938. Pp. xiti, 512. 
$1.68.) 


The 1938 edition of Everyday Economics introduces some pleasing half- 
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tones and graphs and some new material upon codperatives, deposit insurance, 
housing, and social security. The edition does not vary either in structure or 
in mode of treatment from the first edition brought out in 1931. It has simply 
been revised in matters of detail. It stands now as it did in 1931, a good de- 
scriptive approach to economics with a small section devoted to distribution. 
It should continue to be useful to the teacher who wants a descriptive approach 
and still does not want to exclude all orthodox economic theory. 
WILLARD E. ATKINS 


KNOPF, S. A. Child labor and the nation’s health. (Boston: Christopher. 1937. 
Pp. 32. 50c.) 

LaGuarpia, F, H. Community improvement appraisal. (New York: Works 
Progress Admin., Public Information Sec. 1938. Pp. 103.) 

LEARNED, W. S. and Woop, B. D. The student and his knowledge: a report 
to the Carnegie Foundation on the results of the high school and college 
examinations of 1928, 1930, and 1932. Bull. no. 29. (New York: Carnegie 
Found. for the Advancement of Teaching, 1938. Pp. xx, 406.) 

McKENZIE, C. W. Party government in the United States. (New York: Ronald. 
1938. Pp. xi, 597. $3.75.) 

SELLIN, T. Research memorandum on crime in the depression. Bull. 27. (New 
York: Social Science Research Council, 1937. Pp. vii, 133.) 


_ The author gives us the summaries of earlier studies in the correlation be- 
tween crime and the business cycle, an inverse correlation not very high in 
amount between the business cycle and crimes against property. As for other 
crimes, the correlation was sometimes direct and never strongly inverse. Then 
immediately preceding our depression was the prolonged depression of the 
North of England in which the increase of crimes between 1921 and 1929 
was much greater in the North for all kinds of crimes than in the relatively 
prosperous South. This brings up the difference between the relationship of 
crime to a depression of forty odd months or to one that lasts a decade. The 
figures for our own depression are still fragmentary. What is one to do with 
the California report showing in Los Angeles increases in 1931-1932 over 
1928-1929 of 62.5 per cent for burglary, 92.4 for robbery, 72.3 for theft 
from person, other than to assume that Hollywood was richly endowed with 
suitable material, when Illinois showed from 1924 to 1929 an increase in 
admission to state penal institutions from 31.33 to 60.96 per 100,000 popula- 
tion, and in the subsequent depression years, 1930, 1931, 1932, the ratios 


were 59.10, 65.21, and 62.94? 
OLIN INGRAHAM 


THOMPSON, W. S. Research memorandum on internal migration in the depres- 
sion, Bull. 30. (New York: Social Science Research Council. 1937, Pp. vit, 
86.) 


Consider the new situation where “Go West, young man” has changed to 
“One can only say that probably the West-East movement is now greater than 
the East-West.” Consider the movement from the South: “In 1930, 1,931,799 
white persons and 1,355,789 negroes born south of the Mason and Dixon 
line were living north of it. This represents an increase since 1900 of 103 
per cent for whites and 304 per cent for negroes.” Of course everywhere there 
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was a net movement toward the cities. Then came the depression. The agti- 
cultural census of 1935 seemed to indicate a depression movement back to 
the farms. Thompson subjects this census to drastic criticism, the upshot 
being that the movement to the farm was very much smaller than there shown. 
And he quotes from Lively and Foote that “in accounting for the accumula- 
tion of rural youth in the rural districts since 1930, failure to migrate may be 
regarded as a factor of at least twice the importance of return migration.” 
An interesting case of migration recorded in this memorandum is the 
migration within a city. Out of 14 districts of Cleveland, 13 received new 
families in 1933 which amounted to more than ten per cent of the existing 
families, 
OLIN INGRAHAM 


VAILE, R, S. and CANoyveER, H. G. Research memorandum on social aspects of 
consumption in the depression, Bull. 35, (New York: Social Science Research 
Council, 1937. Pp. vii, 86.) 


Chapter 2 contains a convenient set of tables on depression expenditures. 
In those tables we see that expanding trends can master depression as in 
the 390 figure for the sale of electric refrigerators in 1932, the 1929 sales 
being the 100 base. On the same base we see the fall of automobile sales to 
30, the fairly stable physical quantity of food sold, meat 96 and wheat flour 
93, the fall in silk to 89, of boots and shoes to 86, and cotton consumption 
to 70. In the Minnesota study we see that families whose incomes in 1931 
were reduced by less than five per cent from that of 1929 and who there- 
fore had stationary dollars to meet falling prices, did not increase their sav- 
ing but met falling prices on foodstuffs by spending a smaller total, and 
almost stationary prices on automobiles by increasing their total expenditures. 
The families whose income fell by more than five per cent saved much less, 
spent far less on automobiles and decreased their expenditure for food, in 
spite of the fall in food prices, by far less than their percentage fall of in- 
come, There ate tables to show that credit, like the banker, lends you the- 
umbrella when the weather is fair and asks it back when it is stormy. The 
proportion of retail sales where credit was granted fell from 53 in 1929 to 
45 in 1933. But I suppose the wonder is that the fall was not greater. 

OLIN INGRAHAM 


WALKER, M. L. and others. Urban blight and slums: economic and legal factors 
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an gs and American progress: a sequel to “Capital Goods and American Prog- 
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Insurance and Pensions 


Health Insurance: The Next Step in Social Security. By Louis S. REED. 
(New York: Harper. 1937. Pp. xi, 281. $3.00.) 


If I am not greatly mistaken, Dr. Reed’s book marks the end of an 
era. For years specialists have talked and written books about health in- 
surance for America, largely to and for each other. Millis, Davis, Falk, 
the late Sydenstricker, and Reed himself have contributed to this litera- 
ture. Commission after commission, lay, medical and mixed, has made its 
solid reports, the most significant the product of the truly gigantic labors 
of the Committee on the Costs of Medical Care. The Reed book arrives 
at a time when health insurance seems finally to be coming out of the 
government and research closet and onto the morning newspaper. 

The Reed book is distinctive not because it breaks new scientific ground. 
On the factual side it is valuable chiefly because it brings the report of the 
Committee on the Costs of Medical Care to date. For the non-partisan in 
the health insurance wars, and quite irrespective of the conclusions one 
draws from them, the factual statements of the Committee stand and will 
stand for years to come—not unchallenged in every detail, not perfect, but 
so far ahead of anything we have or soon will have that further investiga- 
tion of the facts of our medical situation necessarily takes the form of local 
or special studies intended to convince local or special interests that Cali- 
fornia or Michigan are not so different from the lesser breeds without the 
law. 

This is not an ungracious insinuation that Dr. Reed has done merely 
an editorial revision down to date. He has done that and considerably more. 
He has applied to health insurance and its medical-social-economic back- 
ground the same disarming treatment that Rubinow, the great pioneer, 
applied a few years ago to the whole subject of social insurance. His first 
11 chapters outline the extent of our medical-care problem and our fail- 
ures to make the present medical-care system work even reasonably well 
either for patient or doctor. He admits in his preface that he is a “pro- 
selytist.”” But he succeeds remarkably in preserving his scientific aplomb, he 
plays fairly both sides of the medico-economic street, until he comes finally 
in the last chapter to his conclusions and his program. I suspect that the 
author in preparing enjoyed as much as the reader in reading the full 
flavor of his subtle analogies, e.g., between medical service and educational 
service. He is so sweetly reasonable, the parallels develop so demurely; 
but the argument builds up with a tight precision that to medical men 
must seem just short of diabolic. The ae (beginning p. 47) is a master- 

iece. 
i It would be quite unfair to imply, then, that this is only a job of popu- 
larizing. It ¿s popularizing but intelligently, fairly done, and sharpened on 
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nearly every page by shrewd observation, metaphor or dry understatement. 
The rights of both sides in the eternal argument between layman and 
physician oa the difficulties of budgeting medical costs have never been 
so clearly presented. Excellent also are the sections that show that the 
doctor is a business-man as well as a professional; that medical men are 
unique in their enjoyment, almost entirely unregulated, of facilities pro- 
vided by others; that under private medical care no public authority regulates 
their activities once they have their state licenses. The complexity of the 
situation, concludes Dr. Reed, is accentuated by the fact that “the practice 
of the healing art was once a divine calling. Neither the physician nor the 
laity has quite forgotten that.” 

The last 3 chapters cover voluntary health insurance, compulsory health 
insurance abroad, and the author's conclusions and program. Briefly, he 
proposes for our immediate future, largely on the basis of European experi- 
ence, not a single but a double system of medical care. For the states with 
predominantly an industrial population (where there are payrolls to tax) 
he suggests orthodox health insurance state-administered. This would be 
financed through a federal tax on employers’ payrolls, a state tax on em- 
ployees’ pay-envelopes and state grants-in-aid, with an outside total cost 
of 414 per cent of wages. It would provide medical care only, not cash 
benefits. (It is not clear from his statement why the 114 per cent payroll 
tax, all to be refunded if the state passes a 2 per cent pay-envelope tax, 
would have the same effect as the tax-offset in the Social Security act.) 
For agricultural states there would be a much expanded and improved 
system of medical care, centered like health insurance on the public and 
private hospital, and financed by the states out of general taxation with 
federal subsidy. (Reed makes no suggestion for mixed states like Pennsyl- 
vania but there is no reason why there should not be a mixed system.) Cash 
benefits would be provided under an entirely separate contributory scheme, 
joined preferably with unemployment insurance with which it has many 
connections. 

Ultimately Reed looks forward to “a system of state medicine, with 
care available to the entire population, organized along the lines of the 
public education system, supported from general government revenues, 
and with the service given by full-time salaried physicians, dentists and 
nurses in the employ of government-controlled hospitals and clinics.” But 
this, remembering how the vested interests of decades back still clutter up the 
British and German health insurance systems, he does not expect for some 
time to come. We shall do well if we can get a reasonably satisfactory 
compromise among all the interests involved on a scheme for health in- 
surance medical benefits. 

C. A. KULP 

University of Pennsylvania 
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Report on the British Health Services: A Survey of the Existing Health 
Services in Great Britain with Proposals for Future Development. (Lon- 
don: Political and Econ. Planning. 1937. Pp. 430. 10s. 6d.) 


This study, the most recent of a series of objective surveys relating to 
current social and economic problems of Great Britain published by Politi- 
cal and Economic Planning, presents a comprehensive review of the public 
and private health agencies of Great Britain and proposals which (in the 
opinion of the authors) will lead to a more comprehensive and unified 
health program for the nation. 

The volume opens with a brief summary of the administrative organiza- 
tion of British health services and a review of the more important “im- 
personal” protective services such as control of the food and water supply, 
sanitation, housing, noise, drugs, and infectious diseases. This is followed 
by an analysis of protective measures applicable to the health of the worker 
in mine, on board ship, in office or in factory. The study then turns to an 
examination of the availability of health services to individual members of 
the family; to the mother and child, largely through maternity and child- 
welfare measures, to the wage-earner through National Health Insurance 
and contributory hospital insurance schemes, and to other dependents 
through special services. These considerations lead to an examination of the 
training, duties, services and incomes of general practitioners, specialists, 
nurses, dentists, and other persons involved in the performance of health 
services. Short discussions of the nature and organization of medical re- 
search, provisions for the improvement of nutrition among children, and 
plans for health and psychological medicine are then given, followed by a 
description of the new health experiments being carried on in certain dis- 
tricts throughout the Isles. The study closes with a brief review of statistical 
data in answer to the questions, “Are Britishers getting healthier?” and 
“What does ill health cost?” and an analysis of some underlying problems 
of health services raised throughout the report. 

British health services are found to be administered by many different 
bodies and in many different ways. In England and Wales 1,011 different 
organizations are supplying water under special or general Acts, and an 
additional 1,080 bodies serve without statutory powers. Only to a limited 
extent are present services found to be aiding in the eradication of social 
and economic causes of illness brought on by the sale of dangerous drugs, by 
unsanitary conditions, poor housing, and infectious diseases. There still 
persists a “disturbing ignorance” about the health aspects of British indus- 
try; and safety and health educational programs among both manager and 
worker are essential. Maternal mortality rates, until very recently, have 
tended slowly but definitely upward. About one baby in 50 dies within a 
week of birth and the majority of confinements still take place “at home and 
under a variety of conditions, of which the most usual in England and 
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Wales is that there is a midwife in charge who calls in a doctor if necessary.” 
Maternal benefits under National Health Insurance are found to be inade- 
quate since they are made as a £2. cash payment, and often no provision 
is afforded for needed medical care. Many school and pre-school children 
are without proper nutrition and health services. Approximately 19 million 
workers now come under the National Health Insurance System, and are 
thus materially aided in guarding against many of the losses brought on by 
poor health. But this system at present involves 859 “approved societies” 
with a membership ranging between 34 and 2,600,000 persons each, a fact 
which introduces many difficult and complex administrative problems. 
Furthermore, over 16 million additional dependents and excluded persons 
should be brought under an extended National Health Insurance scheme 
if it is to meet the basic needs of the low income groups, and benefits offered 
by the different societies should be standardized, and extended, perhaps to 
include the contributory hospital plans now in force outside the scope of 
the National Health Insurance plan proper. 

The work is essentially a survey, and to the mind of the reviewer, helps 
to fill an. existing deficiency in the literature bearing upon this subject. The 
authors (PEP work is traditionally anonymous) have presented in a clear, 
simple way the historical development of the major health services of Great 
Britain, and have brought together what appears to be a sound program 
leading toward the extension of these services in that country. 

There can be little objection to the constructive program presented. The 
British Health System can be strengthened best by a reorganization of all 
health services around the general practitioner “who should be enabled to 
bring the resources of the health services on the one hand into contact 
with the needs and peculiarities of the individual patient on the other” 
(p. 25). This needed codrdination involves the raising of standards of per- 
sonnel, training and equipment of the general practitioner, and the check- 
ing of unbalanced growth of specialist agencies. The steps involved in such 
a program are: (1) better use and arrangement of existing services; (2) 
expansion of measures for improving nutrition of children; (3) extension 
of health insurance services to dependents and other needy persons; and 
(4) increased research and experimentation relative to defects of present 
health services and industrial and social causes of illness. 

The reviewer finds little to criticize in this work. Its most serious limita- 
tion seems to be that more primary statistical evidence was not obtained 
throughout the survey, and that the study was not documented more care- 
fully with references and footnotes. Another weakness of the book relates 
to the style and form of the statistical material. Without careful study of 
the text, the reader will find it difficult at times to interpret the tables 
and charts. PAuL A. Dopp 


University of California at Los Angeles 
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SWANISH, P. T. Trade disputes disqualification clause under the British un- 
sr ae insurance acts, (Chicago: Univ. of Chicago Press. 1937. Pp. ix, 
73. $1.) 

This painstaking analysis of administrative decisions under one of the 
principal disqualifying clauses of the British unemployment insurance acts, 
made by the officer directly in charge of administering unemployment insur- 
ance in Illinois, is one of the most helpful contributions that could be made 
to the success of our own new system. Now that we are fully committed to 
a social insurance program, our main tasks are to amend and perfect the 
acts under which we operate so as to make them workable and sufficiently 
inclusive, and to develop administrative rules and machinery that will make 
them effective. Poor administration can wreck the whole plan, The Social 
Security act itself drew heavily upon British experience, and it stands to 
reason that we can also learn much from British administrative practices. 

Dr. Swanish first indicates all of the grounds for disqualification from 
unemployment benefits under the British acts (almost wholly the same as 
those stated in the act of 1911); gives the steps in the adjudication of claims; 
and then proceeds to show how British umpires have dealt with the many 
intricate problems of what constitutes a trade dispute, when the dispute in- 
volves “conditions of employment,’ what is meant by “appreciable stoppage” 
of work, and, perhaps most difficult of all, when a given employee is or is 
not participating in, or financing, or directly interested in the outcome of 
a dispute by which he is thrown out of employment. There is likewise the 
question as to how and when a worker can become free from disqualification 
through carrying on his trade elsewhere or by a change of occupation. The 
author relies chiefly upon the Analytical Guide to Decisions and Selected 
Decisions Given by the Umpire, both published by the Stationery Office, and 
makes liberal and frequent quotations from the opinions in specific cases. 

WARREN B. CATLIN 


Digest of workmen’s compensation laws: annotated digests of the workmen's 
compensation laws of the United States and territories. 15th ed. (New York: 
Assoc. of Casualty and Surety Executives. 1938. Pp. 844. $10.) 

The evaluation of permanent incapacity for work tn social insurance, Stud. and 
rep., ser. M (soc, insur.), no. 14. (Geneva: Internat. Labour Office. 1937. 
Pp, xvi, 375. $2.75.) 
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The longer experience and more unifted supervision in the many countries 
whose experts collaborated in this study make possible a full presentation of 
the intricate factors to be reckoned with when efforts are made to bring 
greater justice and security to wage earners. The study begins with concep- 
tions of incapacity for which the laws grant compensation, Do the statutes 
provide for physical injury, for inability to pursue the customary occupation, 
or for general loss of power to engage in gainful employment? Should con- 
sideration be given to age and economic situations? What weights should be 
given to these and various other factors when they are combined as a measure 
of the incapacity for which compensation should be granted? A rough esti- 
mate of the monetary evaluation of incapacity may be arrived at by compari- 
sons of earnings before and after the injury, or with the average earnings 
in the occupation of the victim, Elaborate and more or less binding schedules 
have been developed to assist administrative officials, but provisions for re- 
examination and right of appeal have usually been found necessary. These 
intricate problems of administration are set forth with wealth of case il- 
lustrations and quotations from the arguments of judicial authorities. Acci- 
dent compensation is being rapidly extended in the United States to include 
loss of earning power due to industrial diseases. Administrative officials will 
find precedents in this voluminous report which will assist them to sound 
evaluations of incapacity. 

_ LUCILE EAVES 


Insurance convention yearbook. 1937 ed. (New York: Convention Year Books 
Co. 1937. Pp. 370. $3.) 


Pauperism, Charities, and Relief Measures 


Trends in Relief Expenditures, 1910-1935. By ANNE E. GEDDES. WPA res. 
monog. x. (Washington: Supt. Docs. 1937. Pp. vii, 117.) 


This research monograph of the Division of Social Research, Works 
Progress Administration, is a book of facts dealing not at all with policies 
or with theories. Owing to the lack of continuous state and local records 
and the incompleteness of data concerning private relief work, the task 
of constructing series over a period of 25 years proved a difficult one. Never- 
theless from the samples presented certain trends are clearly established. 

The most conspicuous of these is, of course, the rising cost of relief. 
Every series shows this. One aspect of this trend, given some emphasis in 
the text, but sufficiently borne out by the tables, is that relief costs were 
rapidly expanding before the beginning of federal participation in relief 
work in 1933. In a group of sixteen cities containing, in 1930, nearly one- 
fifth of the whole population, public relief cost rose from $1.5 millions 
in 1911, to $6.1 millions in 1919, $12.8 millions in 1924, $19 millions 
in 1921, and to $64.1 millions in 1931. The per capita increase was from ten 
cents in 1911 to $2.94 in 1931. During the period the population of these 
cities increased 45 per cent; the governmental cost payments, all depart- 
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ments, 303 per cent; and outdoor care of the poor, 4,026 per cent. Un- 
fortunately this series is not continued to the end of the period. 

A similar though not so striking growth is shown in outdoor relief from 
private sources. In New York City, e.g., relief from private agencies rose 
from $743,000 in 1910, to $24.5 millions in 1932. Another trend is notice- 
able in this connection—a sharp decline in the proportion of private to 
public relief expenditures. In 1910 private agencies in New York City 
supplied 76.4 per cent of the total; in 1932, 29.7 per cent; in 1934, 4.1 
per cent. In the last three years of the series private relief declined pre- 
cipitously from $24.5 millions to $7 millions. The same drift away from 
reliance upon private funds is shown in 120 unspecified urban areas. In 
the three years 1930-32 private agencies supplied 25 per cent of the total; 
in 1935, 1.4 per cent. Data for 305 rural-town areas disclose the same tend- 
ency, though there private relief has never been a large part of the total. 

Miss Geddes notes the increasing importance of relief expenditures for 
special classes. Mothers, soldiers, and sailors have long received special 
assistance; the new “categories” that have in recent years been added are 
the aged, the blind, and dependent children. Expenditures for these groups 
show a rapid increase. 

Part 2 “attempts to measure the national burden of public relief exclu- 
sive of institutional care’ for the three years 1933-1935. The summary 
conclusion is that the total “emergency relief, wage assistance, and cate- 
gorical assistance extended to families and individuals” amounted during 
the three years to approximately $5,375,000,000 (of which $1,605,000,000 
went as wages on C.W.A. and P.W.A. projects and for C.C.C. wages 
and subsistence); $3,513,000,000 for “emergency relief?” (about 
$2,000,000,000 of it for “direct relief,” and $1,500,000,000 for “emerg- 
ency work,” and social program, relief); $257,000,000 was for categorical 
relief—the aged, blind, and dependent children. 

Large as these figures are, they do not show the full national burden of 
public outdoor relief. They exclude expenditures through long established 
state and local channels, the cost of federal project materials, surplus com- 
modities distributed through the Red Cross, and other items that enter into 
the national burden. 

Miss Geddes makes no forecast of the future; but she points out that 
whenever in the past an emergency has occurred bringing about an increase 
of relief expenditures, the recession which follows the passing of the crisis 
stops before it has reached the old level—a new base is established from 
which future increases are made. There seems to be every indication that in 
the present case this tendency will assert itself with more than usual force 
on account of the prevailing social philosophy concerning public obliga- 
tion to care for those in distress. This philosophy no doubt will also tend 
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to make permanent the shift from private to public relief disclosed in this 
study. 
G. O. VIRTUE 
University of Nebraska 
NEW BOOKS 
Davison, R. C. British unemployment policy: the modern phase since 1930. 
(London: Longmans Green, 1938, Pp. x, 136. 7s. 6d.) Bg 
Kurtz, R. H., editor. The public assistance worker: his responsibility to the 
applicant, the community, and himself. (New York: Russell Sage Found. 1938. 
Pp. 224, $1.) 

Contains six chapters: “Public assistance in the United States,” by Arthur 
Dunham; “Who shall be granted public aid? How much? In what form?” 
by Donald S. Howard; “Dealing with people in need,” by Margaret E. Rich; 
“Problems of health and medical care,” by Dora Goldstine; “Tying in with 
the community,” by Gertrude Vaile; “Public assistance and social work,” by 
Russell H. Kurtz. There is also a helpful list of reading references (8 pp.). 


MELVIN, B, L. Rural youth on relief. WPA res. monog. xi. (Washington: Supt. 
Docs. 1937. Pp. xvii, 112.) 

WHETTEN, N. and McKain, W. C., Jr. A sociological analysis of relief and 
non-relief families in a rural Connecticut town. (Storrs: Connecticut State 
Coll. 1937. Pp. 79, Gratis.) 

This study of 968 households, 99 per cent of all families living in Mont- 
ville, a rural community in southeastern Connecticut, shows conditions which 
may prevent the economic independence alleged to result when industrial 
employment is supplemented by part-time farming. Some form of public 
support was given between 1930 and 1934 to 339 of the 968 families; and, 
in 1935 the rate of relief exceeded that of the state and of the United States. 
Families most in need of assistance were of alien origin, largely Polish. They 
had moved to Montville after periods of residence in urban centers, chiefly 
New York City, but recent arrivals were less dependent than those who had 
been in residence before the depression. Unskilled farm and factory laborers, 
semi-skilled factory workers, skilled building trades employees, in the order 
named, had the highest percentages of relief. Inasmuch as industrial employ- 
ment during the depression was never reduced more than 20 per cent, fami- 
lies on the land should have been able to meet their needs. The thorough 
analysis of the data gathered reveals the following reasons for the economic 
breakdown of this community: failure to select crops adapted to family and 
soil needs; lack of experience and skill in agricultural activities. Homes were 
often located off the main highways, so that workers were inaccessible when 
factory hands were needed. Thrifty local management by which road work 
enabled needy residents to escape poor relief was superseded by less dis- 
criminating federal relief projects. A tendency to trade and find recreations 
in nearby urban centers, resulted in the absence of local social organizations 
which stimulate self-respect and neighborly codperation. 

LUCILE EAVES 


Local government financial statistics, England and Wales, 1935-36. Part I. Poor 
relief. (London H, M. Stationery Office. New York: British Lib. of Informa- 
tion. Pp. 30. 7d.) 
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Socialism and Codperative Enterprises 


Socialism versus Capitalism. By A. C. Picou. (London: Macmillan. 1937. 

Pp. vii, 139. $1.75.) 

This book may well be entitled A Modern Economists Reflections on 
Socialism. Far from undertaking an ambitious task of proving or disprov- 
ing the possibility or even desirability of socialism and without introducing 
any fundamentally new points of view, Professor Pigou discusses in eight 
well balanced chapters the main practical and theoretical aspects of social- 
ist economics and arrives at the conclusion in favor of gradual socialization. 

For the adherent of the modern school of welfare economics his treat- 
ment of “appropriate, distribution of resources,” of satisfaction of “more 
urgent needs,” might prove to be somewhat of an anti-climax. Far from 
putting the fundamental question squarely in the center of discussion, the 
author of Economics of Welfare proceeds to enumerate one after another 
various evils and advantages of the two systems. The basic concepts of ideal 
output and maximum social utility come up in three or four instances only 
to be dropped again without further clarification, not to say application. 

Professor Pigou explains such reluctance to use the theoretical apparatus 
which he himself was so successful in building up by referring to prac- 
tical or rather statistical difficulties: “Plainly the difficulties are formidable, 
so formidable that so far as I know, no attempt has ever been made in a 
capitalistic régime to use bounties and duties for bringing about adjust- 
ments of the kind I have been describing. . . . But what about socialism? 
A central [socialist] planning authority would find it no more easy than 
the government of a capitalist State to obtain the data required for these 
calculations ...” (p. 43-44). The author concludes that there is required 
the relevant “knowledge of a sort we do not at present possess” and he 
thinks that “the eventual winning of it is no more likely under the one 
system than under the other.” 

For the faithful follower of the Cambridge theory of “ideal output” this 
admission is bound to be a shock. Most likely he will wish to know at least 
the type of data whose lack makes the entire system of welfare economics 
inapplicable and why it should be so difficult to gather them even in the 
ideal socialist economy. Professor Pigou’s book will not satisfy his curi- 
osity. 

he more sceptical reader has also good reason to regret such reticence. 
Quitting the contest on the grounds of a technical default, Professor Pigou 
avoids the discussion of the fundamental theoretical issue involved. Thus 
he misses an excellent opportunity to answer those critics who maintain 
that an absolute objective measure of “common social welfare”? cannot possi- 
bly be found. Incidentally, this type of attack represents a much more serious 
threat to any attempt toward rational justification of socialism than the 
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old-fashioned liberal belief that competitive capitalism can secure the high- 
est of all possible levels of general prosperity. 

With great precision and clarity Professor Pigou describes the structure 
and operation of the hypothetical price system in a socialist economy. (The 
theoretical possibility of such a system, Professor Mises’ objections notwith- 
standing, can be considered by now to be definitely established.) Following 
the path indicated by Dr. Lange and other authors, he visualizes it as a 
system of fictitious accounting prices and interest rates. Having in mind a 
strictly equalitarian system of income distribution, Professor Pigou intro- 
duces a new concept of “accounting wages’’: although the actual renumera- 
tion of different types of work in his socialist society will have nothing 
to do with the specific productivity of corresponding professions, the autono- 
mous socialist business managers will be expected to calculate their cost 
on the basis of special accounting wage rates adjusted by a central plan- 
ning board in such a way as to equate the demand for particular types of 
labor to the available supply. The supply in its turn is to be determined by 
the planning authority. “When it has decided, for example, that so many 
doctors are required it chooses the youths to be trained for doctors” (p. 
117). Professor Pigou apparently does not put much stock in Marshallian 
concepts of subjective disutility of labor. 

A large part of the book is devoted to what might be called the institu- 
tional advantages and disadvantages of socialist economy as compared with 
the capitalist. Problems of incentives and self-interest are discussed at 
length. The author is fully aware of the impossibility of arriving in this 
sphere of argument at any definite demonstrable conclusions. This realiza- 
tion does not prevent him, however, from allotting in each particular in- 
stance “marks” of comparative advantage to either of the two competing 
systems. In cases of insufficient evidence he is inclined toward fifty-fifty 
decisions. 

On the whole Professor Pigou evaluates rather optimistically the eff- 
ciency of public enterprise. He believes, for example, that “a municipal 
authority will be under no temptation to slaughter animals for food to 
escape the expense of making them sanitary; a private butchering concern 
may do this” (p. 90). 

Although in the concluding paragraphs socialism is declared to be the 
victor, the victory is attained only through a margin in points and a rather 
narrow margin at that. 

WASSILY LEONTIEF 

Harvard University 

NEW BOOKS 


Bonow, M. Kooperationen och folkförsörj ningen, (Stockholm: Kooperativa 
Förbundets Bokförlag. 1936. Pp. 185. Kr. 3.) 


This informative volume deals with the economics of consumer coöpera- 


412 Reviews and New Books [ June 


tion, based upon the experiences of the Swedish Consumets Union (Ko- 
operativa Förbundet). The consumers’ codperative, as a form of business 
enterprise, is looked upon as an outgrowth of the general economic develop- 
ment in the industrialization of the western nations, Following this approach, 
Mr. Bonow has devoted the first chapter of his study to a brief treatment 
of the rapidly changing economic and social milieu, in which Swedish con- 
sumer coöperation operates and of which the movement itself is a part. The 
data are uncommonly well chosen. Chapter 2 is a survey of the evolution 
of the various “interest groups” (intresseorganisationer). ‘These interests and 
their organizations are classified under the headings of manufacturers’ and trade 
associations, wholesalers’ and retailers’ associations, farmers’, wage-earners’, 
consumers’, and tenants’ (co6perative housing) organizations. Succeeding 
chapters deal with consumers’ interests as an economic factor, consumers’ co- 
operatives and private industrial monopolies, consumers’ coöperation and the 
business cycle. 

Mr. Bonow points to the ineffectiveness of legislation as a means of con- 
trolling monopolistic methods of price determination. In order to do away 
with monopoly prices in Sweden, “it has as a rule been adequate for the 
codperatives to control anywhere from 10 to 25 per cent of the total out- 
put,” although in most cases not merely as distributors but also as producers 
(p. 166). 

ouuo its existence, the Swedish coöperative movement has been 
strongly opposed to government aid, direct or indirect. On the other hand, 
while the coöperatives desire independence and freedom of action, they do 
not advocate “a struggle against all,” in the manner of the Manchester Liberals. 
Modern economic society is characterized not by individual competition but 
by a struggle among organized groups, In this struggle consumer codperation 
is the economic instrument by means of which the consumer safeguards his 


interests and makes his demands more effective. 
S. A. ANDERSON 


CARR-SAUNDERS, A, M., and others. Consumers’ coöperation in Great Britain. 

(London: Allen and Unwin. 15s.) 

Frey, R. T. Communism and union labor. 2nd ed. (New York: Paulist Press. 

1937. Pp. 48. 5c.) 

McNas3, F. V. and STRACHEY, J. Communism or distribution: a debate, (Lon- 
. don: Distributionist League, 1937. Pp. 44. 1s.) 

RUHMER, O. Entstehungsgeschichte des deutschen Genossenschaftswesens: die 
ersten deutschen Genossenschaften. Genossenschafts- und Sozialbiicherei, Band 
I. (Hamburg: Krégers Buchdruckerei. 1937. Pp. 294. RM. 5.80.) 

With this book the editor, Robert Schlösser, introduces a new series of 
historical and sociological studies on the codperative movement in Germany. 
In a preface he blames economic science for having neglected research on 
the origin of this important movement of craftsmen and workers, and de- 
clares challengingly that “history must be written in the present,” for other- 
wise the sources are buried. The author was given the difficult task of collecting 
the scattered data and tracing the roots of the first craftsmen codperatives. 
He has succeeded, especially in connection with the credit codperatives, in 
providing a valuable survey of the guiding ideas and of their difficult reali- 
zation, and he has supplemented this material with a series of biographical 
sketches of the founders, thus contributing a new chapter to the economic 
history of early German machine capitalism. 
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It ts Ruhmer’s contention that the mutual self-help movement of codpera- 
tives was created in Germany by the distressed conditions of weavers, working 
14 to 16 hours a day to compete with the new machines, and by the enthu- 
siastic struggle for political liberty and individual freedom, Thus the first 
codperatives of handicraftsmen were not initiated by the socialists but were 
born of the social-liberal movement of the 1840’s. Progressive democratic 
members of the “bourgeoisie” collaborated with the craftsmen in building 
up an adequate organizational form for mutual self-help. On the basis of 
joint liability of the fellow members they established the first codperative 
credit society (Eidlenburger Darlehenskassenverein) in September, 1850; and 
this was soon followed by numerous similar societies in all parts of Germany. 
Rubmer brings new light on the conflict between the idea of voluntary co- 
peration of individuals and Lassalle’s political and state socialist goals—in my 
opinion, however, over-rating the negative influence of Lassalle upon the in- 
dependent codperative movement. In Schulze-Delitzsch’s “‘codperative sys- 
tem” consumer codperatives were also included, because it was hoped that 
in their capacity as markets they would quickly promote producer codperatives, 
which would free the workers from capitalistic large-scale enterprise. The defi- 
nite front against Manchester liberalism is even more manifest in the bio- 
graphical sketches of Schulze’s friends and associates, 

This book brings out clearly the coincidence of economic distress and demo- 
cratic ideals which led to the mutually protective types of codperative organi- 
zations; in an appendix it furnishes valuable data on their legal and economic 
development. 

HANS STAUDINGER 


STEVENS, W. M. Codperative sugar associations. Set. on codperatives no. 8. 
(Washington: Pan American Union. 1937. Pp. 45. 10c.) 

WALL, N. J. Federal credit for agricultural cod perative associations in the United 
States, Ser. on codperatives no. 5. (Washington: Pan American Union. 1937. 
Pp. 36. 10c.) 

American coöperation, 1937. Papers from the 13th summer session of the Ameri- 
can Institute of Codperation at Iowa State Coll. of Agric. and Mech. Arts, 
June 21-25, 1937. (Washington: Am. Inst. of Codperation. 1937.) _ - 

The coéperators year book, 1938. (London: Codperative Productive Fed, 1938. 
6d. 

A peoples constitution for New York. (New York: Communist Party. Pp. 29. 
IC ' 


For socialism and peace: programme of the Labour Party. (London: The Labour 
Party. 1938. Pp. 36. 2d.) 


Statistics and Its Methods 


Elements of Statistical Method. By ALBERT E. WauGu. (New York: Mc- 

Graw-Hill. 1938. Pp. xv, 381. $3.50.) 

The aim of this text “is to introduce the student to statistical concepts and 
statistical nomenclature and to get him to think in statistical terms.” It 
is a “beginner’s text,” which “does not present original statistical theory” 
nor does it “cover the ‘growing points’ of the science that are still under 
dispute.” The author believes that “it should be possible for any serious 
student to cover the subject here even without the aid of a teacher.” - 
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This text opens with the usual “The nature of statistics” chapter, which 
observes that “it is important to realize the fact that no statistical method 
can, in itself, insure against mistakes, inaccuracy, or faulty reasoning and 
incorrect conclusion. These methods are to be thought of as tools which, 
when in proper hands and when applied to the materials for which they are 
designed, can turn out useful products, but which have no powers to work 
wonders by themselves.” With this statement he who is interested in applied 
statistics will agree, and it is to be hoped that all others will heed. 

The analysis of the frequency distribution proceeds from ungrouped 
to grouped data, and it is of interest to note that formulas are “but short- 
hand directions for computations” to which the student should “become 
accustomed.” The sections concerned with the meaning of the derived 
values add to the analysis, for all too frequently the beginner looks upon 
such values as numbers, which are more to be calculated than to be under- 
stood. 

The chapters on “Probability, the normal curve, and moments” and 
“Measures of reliability” are least satisfactory, not because they do not 
cover the field nor because the material is not presented clearly and concisely 
but because they cover the field too thoroughly for the beginner, which may 
be a good fault. The analysis of probability is difficult enough, and when 
followed by the fitting of the normal curve, the Poisson series, moments, 
etc., the beginner is likely to feel that the water is much, much too deep. 

The analysis of historical data is likely to prove least satisfactory for 
the teacher of business statistics in that an attempt is made to cover too 
much in too little space. However, the analysis of secular, seasonal, and 
cyclical variation, and index numbers are well enough discussed for the 
beginner in general. 

The discussions of simple linear and curvilinear correlation, and their 
extension to multiple correlation, are excellent. The approach is by means 
of the trend line and residuals. The interpretation and the limitations of 
the terms are also presented. There is no analysis of partial correlation. 

The analysis of “Tabulation and graphic presentation” and “Collection 
and analysis of data” is too brief and could well be omitted. 

In summary, the reviewer considers Professor Waugh’s text one of the 
best in the elements of statistical methods for beginning students in general 
that he has had the pleasure of reading. 

CLAUSIN D. HADLEY 

Indiana University 


NEW BOOKS 


ARKIN, H. and CoLton, R. R. An outline of statistical methods as applied to 
economics, business, education, social and physical sciences, etc. 3rd ed. (New 
York: Barnes and Noble. 1938. Pp. 275. $1.75.) 
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Cote, A. H. Wholesale commodity prices in the United States, 1700-1861. 
Statistical supplement: actual wholesale prices of various commodities, (Cam- 
bridge: Harvard Univ. Press, 1938. Pp. xxiii, 187; x, 359. $4; $2.50.) 

Davenport, D. H., and Scott, F. V. An index to business indices. (Chicago: 
Business Pubs. 1937. Pp. vii, 187. $3.) 


This 1s a guide to the most important index numbers and other statistical 
indices that reflect the current changes in business conditions in the United 
States. As to each index listed there is shown the title, compiler, frequency 
of publication and period covered, name of the publication carrying the cur- 
rent data, and a brief description. The last item does not give enough data on 
the construction of the index to relieve the user of responsibility for familiariz- 
ing himself fully from original sources with the data and procedure used by 
the compiler, but it does give enough to enable him to judge whether the index 
is likely to be of sufficient use to him to warrant his going into it further. 
These descriptions are in part 2 of the book, assembled in three groups dealing 
with commodity prices, securities and general. 

Part 1 is a finding index in three sections, each dealing with one of the 
above groups, in which each item is indexed and cross-indexed. The finding 
index not only locates the page on which the item is found but indicates by 
code the frequency of publication. In the commodity-prices section it also 
indicates by code whether the index is for retail or wholesale prices. In regard 
to the indices relating to labor it similarly shows whether a given index is of 
employment, hours, payrolls or wages. With respect to production and con- 
sumption data the finding index codes as to subject: consumption, marketing, 
production and refining. 

There are blank pages provided in each section for the owner to insert 
data with regard to additional indices to keep the book up to date or bring 
in local features. The book should be a valuable tool for any research organiza- 
tion studying currently American business conditions. 

A, H. MOWBRAY 


LEVEN, M. and WRIGHT, K. R. The income structure of the United States. (Wash- 
ington: Brookings Institution. 1938. Pp. x, 177. $1.50.) 

LINDQUIST, E. F, A first course in statistics: their use and interpretation in educa- 
tion and psychology. (Boston: Houghton Mifflin. 1938. Pp. 237. $2.25.) 
— ~. Study manual for a first course in statistics. (Boston: Houghton 

Mifflin, 1938. Pp. 120. 80c.) 
Distribution in 26 countries: statistical survey. Brochure no. 95. (Paris: Inter- 
national Chamber of Commerce, 1938. Pp. 34.) 

This contains the statistical results of an inquiry undertaken at the request of 
the International Distribution Commission, one of the technical committees of 
the International Chamber of Commerce. It contains seven tables showing (1) 
total population with distribution of age groups and persons gainfully em- 
oye ; (2) population according to four sizes of local political units; (3) 
households by number of members; (4) persons occupied in each of the major 
occupational groups; (5) persons gainfully occupied in commerce, classified 
under five groups; (6) commercial establishments and persons occupied; (7) 
number of commercial establishments and persons occupied. 
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WEHRWEIN, C. F. Taxes and the consumer. Am. Econ. Rev., Mar., 1938. Pp. 8. 
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Pp. 4, 
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Population and Migration 


BATSON, E. Notes on indices of the growth of population. So. African Jour. Econ., Dec. 
1937. Pp. 2. 

Dorn, H. F. Migration and the growth of cities. Social Forces, Mar., 1938. Pp. 10. 
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1938. Pp. 14. 
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DuLLES, E. L., and others. Social security program. Am. Econ. Rev., suppl., Mar., 1938. 
Pp. 10, 

Herr, C. Financing the social security program in the South. So. Econ. Jour., Jan., 1938. 
Pp. 12. 
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Feb., 1938. Pp, 6. 
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Weiss, H. Unemployment prevention through anemployment compensation. Pol. Sci. Quart., 
Mar., 1938. Pp. 22. 

WUNDERLICH, F. What next in unemployment insurance, Soc. Research, Feb., 1938. Pp. 18. 

The Illinois Unemployment Compensation act. Am. Fed., Mar., 1938. Pp. 13. 

Life insurance. Index, N.Y. Trust Co., Spring, 1938. Pp. 6. 


Pauperism, Charities, and Relief Measures 


Public assistance statistics. Soc, Security Bd., Jan., 1938, Pp. 24. 
Relief in rural and town areas. Soc. Security Bd., Jan., 1938. Pp. 8. 
Relief in urban areas. Soc. Security Bd., Jan., 1938. Pp. 14. 
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CAMPBELL, W. K., H. Some practical proposals for Chinese codperatives. Nankai Soc. and 
Econ. Quart., April, 1937. Pp. 29. 

GoGUEL, J. U.R.S.S. 1937. Sciences Pol., Dec., 1937. Pp. 27. 

GORDON, M. Organized labor under the Soviets. Foreign Affairs, April, 1938. Pp. 5. 

GUERARD, A. The French bourgeoisie and communism. Yale Rev., Spring, 1938. Pp. 11. 
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John Bates Clark, 1847-1938 


The career of John Bates Clark coincides in time with the transition in Ameri- 
can economics from a colonial dependence upon English political economy to a 
maturing of native American ideas, influenced in considerable measure by Euro- 
pean continental economic methods and doctrines. Like the other giants of those 
days, Patten, Taussig, Seligman, Ely and the younger protagonists of the new 
economics, Fisher, Fetter, Davenport, Commons and his own pupil Veblen, Clark 
had been exposed to the influence of German historical economics and German 
theory. He had worked with Karl Knies and often quoted Knies in his lectures. 
But Clark’s temperament was fundamentally averse to the historical method. He 
would occasionally employ a bit of history as illustration, but it meant no more 
to him than any other rhetorical device. He respected the great historical econo- 
mists of Germany and approved of the assiduous study devoted to them by his 
younger colleagues, particularly Professor Seligman. But he could not read them 
with substantial profit. His health was never good and the few hours he could 
give to study seemed most usefully employed in an examination of concrete facts 
and in the elaboration of his own theoretical system. Professor Giddings once 
told me that when the translations of Wieser’s and Boehm-Bawerk’s great works 
first appeared he tried to interest Clark in them, as affording striking parallels 
to Clark’s own system. In vain. Clark read those works after some years but never 
took any serious interest in differentiating his own position from that of the Aus- 
trians. In his lectures of 1898 to 1901, which I attended, students would often 
try to induce him to accept or refute Boehm-Bawerk’s theory of the dependence 
of the interest rate on the undervaluation of the future. Clark would merely re- 
state, in the clearest possible terms, his own productivity theory of interest. He 
gave a course on socialistic theories, mainly devoted to Marx, but his method was 
essentially the same, to confront the Marxian labor theory of value with his own 
productivity theory of distribution. 

The background of Clark’s doctrine was the English classical system, under 
heavy fire in the latter part of the century from the historical economists. Clark 
recognized the great gulf between the classical economics and actual economic 
life, but he could not be persuaded that the method and its results were value- 
less, as the more extreme historical economists asserted. The classical system would 
work, he felt, under conditions of perfect competition, operating instantaneously ;, 
or under conditions of pervasive, if sluggish, competition, operating through time 
in the absence of such disturbing factors as growth of population, growth of 
capital, invention, changes in organization, changes in consumption. From 
Herbert Spencer, whose work otherwise interested him little, Clark picked up 
the distinction between static and dynamic forces. The world of perfect compe- 
tition, undisturbed by growth, appeared to him a truly static economic world. 
Classical economics, as he conceived it, was essentially an analysis of this static 
world, with bits of half-hearted dynamics thrown in, like the Malthusian doctrine 
of ay ama which Clark accepted as more valid for England than for the wide 
world. 

It appeared to Clark that real progress in economic thinking must be based 
upon a thorough analysis of static forces, followed by an equally rigorous logical 
analysis of dynamic factors, with necessary allowance for frictional phenomena 
attending dynamic change. The static study would establish the fundamental 
nature of value, and the distribution of values. It would clear up the relation 
between cost and utility and eliminate the naive notion that competition, operating 
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freely, would reduce all values to zero. Statically, competition was to be recog- 
nized as a force maintaining the level of values, checking inordinate rise or fall 
in particular fields. Or rather, competition worked toward an equilibrium. It was 
an equilibrium also of economic justice, since it operated remorselessly toward a 
situation in which each factor of production would receive exactly its specific 
contribution. 

Static analysis, in Clark’s view, offered the best possible approach to such 
problems as protection and free trade, trade unionism, monopoly, labor saving 
machinery. But no final conclusions could be reached on any of these problems 
without a supplementary dynamic analysis. Statically Clark was a free trader, 
dynamically a moderate protectionist. Statically he would have preferred unlimited 
competition in the labor market; dynamically he was for trade unionism, provided 
that the unions limited their demands to what was rightfully theirs, the full 
sacl of their labor as established by essentially static determination of pro- 

uctivity. 

Clark’s argument led inevitably to the conclusion that there could be no sub- 
stantial advance in general wages except through increased productivity, and 
that increased productivity must necessarily raise wages. ‘Technological progress 
was in his view the sole hope of lifting the working class to a high standard of 
living. He listened with gentle patience to the doctrine, emerging in the early 
part of our century, that by raising wages and shortening hours the economic 
millennium could be dragged out from its hiding place around the corner. He 
had lived through a period in which even intelligent men were dreaming of per- 
petual motion, and the theory of raising wages in order to increase prices in 
order to raise wages further seemed to Clark to fall in with the dreams of 
perpetual motion. Raise wages if the laborer is being robbed of the product 
economically imputable to his efforts. Raise wages if a better fed, better housed, 
happier laborer will produce enough more to justify the additional outlay in 
wages, Any other reason for raising wages foots in delusion. 

Although a logician by instinct and conviction, Clark never maintained that 
logical analysis alone could attain to practical solutions. Logic could disclose the 
nature and tendency of dynamic forces and the meaning of their interplay. Logic 
could prove that increasing population tends to reduce wages as increasing capital 
tends to raise wages. But logic alone could give no quantitative results, and there- 
fore could offer no valid forecasts on the economic movement as a whole. What 
was needed to supplement the theoretical analysis was a comprehensive statistical 
study, directed along the paths marked out by theory. 

The system Clark laid out for himself included a succession of books, one 
dealing primarily with static theory, a second with dynamics and a third with 
statistical material. When I first knew him he contemplated a fourth work which 
should draw the whole system together. 

The first part of Clark’s system, the statics, was adequately worked out in his 
Distribution of Wealth published in 1899, and the second part more sketchily in 
the Essentials of Economic Theory published in 1907. The statistical part re- 
mained an unrealized aspiration, partly because Clark recognized that he was not 
well equipped for such work, partly because his scanty energies were drawn away 
to the movement for international peace. 

As with other scholars of a transition period, Clark lived to see the main cur- 
rents of economic thought setting away from the problems to which he had 
devoted his labors. The study of the phenomena of the business cycle engrossed 
the attention of the theoretically minded economist, as well as that of the statis- 
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tician. Price analysis replaced value analysis. Money and credit, merely assumed 
among the premises of Clark’s system, loomed as dynamic factors of transcending 
importance, Statistical studies assumed a commanding place, but in the service 
of other issues than the measurement of dynamic forces as analyzed in Clark’s 
system. 

It is hardly possible for the present-day student of economics to conceive the 
excitement aroused at the turn of the century by the appearance of the Distriba- 
tion of Wealth. The debates that filled the economic periodicals and occupied the 
meetings of the American Economic Association read strange and remote today. 
Mostly the material appears obvious. Why all this pother about the productivity 
pee of interest v. future discount theory, utility theories of value v. cost 

eories ? 

The reason why we do not read today the books of Clark and the other valiant 
theorists of 1900 is that they did their work so well. Their valid conclusions 
entered into the substance of contemporary economic thinking, where it func- 
tions like innate habits of mind. If anyone tries to read Tanglin Mill, or even 
Nicholson, he will note an entirely different atmosphere. This is outmoded, Clark 
is self-understood. 

It is a tribute to the economists of the storm and stress period, when our 
American branch of the science was growing up out of colonial infancy to adult 
stature, that so modest and unassuming a scholar as John Bates Clark was by 
universal consent accorded the premier position in American economic theory. He 
developed no school of disciples to follow him through thick and thin, but he 
wanted no such disciples. He made no claims to originality of doctrine, but his 
contemporaries accorded him rightfully credit for the highest measure of original- 
ity. He avoided contention wherever possible, but his work engaged American 
economic theorists in contentions lasting through a decade, friendly contentions 
that wrought out something not far from an agreement on general questions of 
theory and cleared the way for the more realistic studies of the decades to follow. 

ALVIN JOHNSON 

New School for Social Research 


NOTES 


The next annual meeting of the AMERICAN ECONOMIC ASSOCIATION will be 
held in Detroit, December 28-30. 


The following names have been added to the membership of the AMERICAN 
ECONOMIC ASSOCIATION since February 1: 


Adams, G. P., Jr., 730 Spruce St., Berkeley, Calif, 

Bailer, L, H., 6063 30th St., Detroit, Mich. 

Bain, F., School of Business, Univ. of Kansas, Lawrence, Kan. 
Barnes, I. R., 93A Yale Station, New Haven, Conn. 

Barnett, P., University of Tennessee, Knoxville, Tenn. 

Beneke, H. H., Miami University, Oxford, Ohio. 

Bengston, K. J., 1400 Market St., Burlington, Iowa. 

Bohan, R., 725 Washington Blvd., Terre Haute, Ind. 

Bowers, R., Western State Teachers College, Kalamazoo, Mich. 

Briefs, G. A., 4 Kenilworth Dr., Chevy Chase, Washington, D.C. 
Burns, A. R., Columbia University, New York City. : 
Bursiek, R. C., Commerce Dept., University of Cincinnati, Cincinnati, Ohio. 
Butters, J. K., 33 Sacramento St., Cambridge, Mass. 

Curtis, L. S., 4459 Enright Ave., St. Louis, Mo. 

Delaplane, W. H., Box 4811 Duke Station, Durham, N.C. 

Ding, E., Fukien Christian College, Foochow, China. 

Dixon, F. J., Commercial High School, Regina, Saskatchewan, Canada. 
Doherty, R. P., Boston University, 525 Boylston St., Boston, Mass. 
Duffy, J. L., Holy Cross College, Worcester, Mass. 

Faust, L., School of Business, University of Kansas, Lawrence, Kan. 
Franklin, E. C., Am. Assoc. of Univ. Women, 1634 I St. N.W., Washington, D.C. 
Froehlich, W. H., 1216 9th St. N.W., Washington, D.C. 

Gayer, A. D., Columbia University, New York City. 

Ginsberg, S., 1844 Columbia Rd., Washington, D.C. 

Haines, G. H., 139 State St., Grove City, Pa. 

Handsaker, M., 4005 15th N.E., Seattle, Wash. 

Herrold, L. D., 2210 Hartzell St., Evanston, II. 

Hodges, J. R., A. and M. College, Monticello, Ark. 

Howard, T. L., Bush Lodge, Kirkwood Ave.; Knoxville, Tenn. 
Janssen, H., Pennsylvania State College, State College, Pa. 
Kacmarynski, L. F., College of New Rochelle, New Rochelle, N.Y. 
Karger, J., 945 Aldus St., New York City. 

Kebker, V. W., 515 Sth Ave. S.E., Minneapolis, Minn. 

Kjellstrom, E. T. H., Georgetown University, Washington, D.C. 
Kogel, G., 1724 President St., Brooklyn, N.Y. 

Laing, G. A., California Institute of Technology, Pasadena, Calif, 
Larkin, G. R., 315 N. Stratton St., Gettysburg, Pa. 

Luchek, A. S., Dept. of Econ., University of Michigan, Ann Arbor, Mich. 
Lukaczer, M., 846 Hewitt PL, Bronx, New York City. 

McCaffrey, W. T., c/o C. H. Maltby, 104 S. Salina St., Syracuse, N.Y. 
McGuire, J. A., 415 Commerce Bldg., University of Illinois, Urbana, IIL. 
McIntyre, F. E., Cowles Comm. for Res, in Econ., Colorado Springs, Colo. 
Mason, W. E., 1525 S.W. 10th Ave., Portland, Ore. 

Mattioli, R., via Bigli 15, Milan, Italy. 

May, A. B., Simmons College, Boston, Mass. 

Miller, B. O., Virginia Polytechnic Institute, Blacksburg, Va. 
Moloney, J. F., 1411 Santa Fe Bldg., Dallas, Tex. 

Morgan, J. D., 411 W. Nevada, Urbana, Ill, 

Moriarty, J. S., 311 U, S. Customhouse, San Francisco, Calif. 

Nelson, E. G., Stanford University, Calif. 

Nortman, P. B., 600 W. 162nd St., New York City. 

Nulsen, R. H., 9910 Robbins Dr., Beverly Hills, Calif. 

Page, A. C., 314 Collins St., Hartford, Conn. 

Palmer, P. F., 424 Commerce Bldg., University of Illinois, Urbana, Il. 


Notes 431 


Phillips, W. J., Jr, 33 Washington Sq. S., New York City. ` 

Richards, J. R., Wayne University, Detroit, Mich. 

Rosenthal, R. L., Werthein and Co., 120 Broadway, New York City. 

Sawwaf, H. A, American University of Beirut, Beirut, Lebanon. 

Schwartz, C. H., Jr., Farm Credit Admin., Washington, D.C. 

Shea, J. W., Pennsylvania State College, State College, Pa. 

Shores, W. F., Bryant College, Providence, R.I. 

Simons, H. C., University of Chicago, Chicago, III. 

Sims, L. B., Graduate School of Public Admin., Harvard University, Cambridge, Mass. 
Sobel, H. R., 685 West End Ave., New York City. 

Spurr, W. A., College of Bus. Admin., University of Nebraska, Lincoln, Neb. 
Stiles, L. A., 919 Reba Pl., Evanston, Ill. 

Struve, L. W., Babson Park, Fla. 

Teper, L., Lacies’ Garment Workers’ Union, 3 W. 16th St., New York City. 
Tousley, R. D., University of Akron, Akron, Ohio. 

Tuthill, J. W., 11c Shaker Lane, Cambridge, Mass. 

Ullman, A., 281 Columbus Ave., Boston, Mass. 

Vance, R. B., Box 495, University of North Carolina, Chapel Hill, N.C. 

Van Pelt, H. W., 34 N. 19th St., Harrisburg, Pa. 

Van Sant, E. R., Box 524, State College, Pa, 

Vatter, H. G., 685 West End Ave., New York City. 

Wallin, Z. B., School of Commerce, Oklahoma A. and M. College, Stillwater, Okla. 
Walther, H. O., 65 W. Jackson Blvd., Chicago, III. 

Waters, R. H., Pennsylvania State College, State College, Pa. 

Whitwright, G. M., 119 Payson Ave., New York City. 

Wood, R. C., 509 W. 121st St., New York City. 


The allied social science associations are being served by the following officers 
during the present year: 


AMERICAN ECONOMIC ASSOCIATION-—-Professor Alvin H. Hansen, Harvard University, 
president; Professor James Washington Bell, Northwestern University, secretary. 

AMERICAN STATISTICAL ASSOCIATION—~Dr. R. H. Coats, Dominion Statistician, Dominion 
Bureau of Statistics, Ottawa, president; Dr. Frederick F. Stephan, 722 Woodward Bidg., 
Washington, D.C., secretary. 

AMERICAN POLITICAL SCIENCE ASSOCIATION—~Professor Clarence A. Dykstra, University 
of Wisconsin, president; Professor Kenneth Colegrove, Northwestern University, secre- 
tary. 

AMERICAN SOCIOLOGICAL SocIETY-—Professor F. H. Hankins, Smith College, president; 
Professor H. A. Phelps, University of Pittsburgh, secretary. 

AMERICAN FARM ECONOMIC ASSOCIATION-—-Professor E. C. Young, Purdue University, 
president; Professor Asher Hobson, University of Wisconsin, secretary. 

AMERICAN MARKETING ASSOCIATION-——Professor Fred E. Clark, Northwestern University, 
president; Professor Albert Haring, Lehigh University, secretary. 

AMERICAN ASSOCIATION FOR LABOR LEGISLATION—Professor Joseph P. Chamberlain, Co- 
Jumbia University, president; Dr. John B. Andrews, New York City, secretary. 

AMERICAN ASSOCIATION OF TEACHERS OF LAW IN COLLEGIATE SCHOOLS OF BUSINESS— 
Professor John C. Teevan, Northwestern University, president; Professor S. Homer 
Smith, Temple University, secretary. 

AMERICAN ACCOUNTING ASSOCIATION-—-Mr, E. A. Heilman, University of Minnesota, 
president; Mr. Henry T. Chamberlain, American Accounting Association, 6525 Sheridan 
Rd., Chicago, secretary. 

AMERICAN ASSOCIATION OF UNIVERSITY TEACHERS OF INSURANCE-—~Professor H. J. 
Loman, University of Pennsylvania, president; Professor J. E. Partington, State Uni- 
versity of Iowa, secretary. 

Tax Poricy LeacuE—Mr. Harold S. Buttenheim, 470 Fourth Ave., New York City, presi- 
dent; Miss Mabel L. Walker, 309 E. 34th St., New York City, secretary. 

ECONOMETRIC SocizTy—Professor Arthur L, Bowley, Marley Hill, Haslemere, England, 
president; Mr, Alfred Cowles, 3rd, Cowles Commission, Colorado Springs, secretary. 
INSTITUTE OF MATHEMATICAL STATiISTICS—Professor B. H. Camp, Wesleyan University, 

president; Professor Allen T. Craig, University of Iowa, secretary. 


Complete sets of Soczal Science Abstracts for the four years from 1929 to 
1932, inclusive, during which it was published, may be obtained from the Social 
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Science Research Council upon payment of express and handling charges. These 
charges, to be paid at’the time the request is made, amount to $1.00 anywhere 
in the United States except California, Oregon and Washington, where the 
amount will be $1.50. For Canada the charge will be $3.00, and for other for- 
eign countries, $4.00. Communications should be addressed to the Social Science 
Research Council, 230 Park Avenue, New York City. 


The Food Research Institute at Stanford University will offer a number of 
courses in 1938-1939, largely for graduate students. In the autumn quarter Joseph 
S. Davis, director and professor of economic policy, will offer a course on methods 
of economic research; Merrill K, Bennett, professor of economic geography, a 
seminar in agricultural geography; and Holbrook Working, professor of prices 
and statistics, a course in commodity prices. In the winter quarter these three 
professors will jointly give an introductory course on the world’s food; Karl 
Brandt, professor of agricultural economics, a course in agricultural policy; and 
Dr. Working a seminar on prices. In the spring quarter Dr. Working will con- 
tinue his seminar, Dr. Bennett will give a course in American agricultural policy, 
and Dr. Brandt one on foreign agricultural policies. Research guidance will be 
offered by those mentioned and by Vladimir P. Timoshenko, associate economist. 


A special investigating committee has been appointed by the Twentieth Cen- 
tury Fund to make a study of the practice of short selling. Among the members 
are Henry I. Harriman, chairman, O. M. W. Sprague, Carle C. Conway, Henry 
Bruere, Alvin S. Johnson, Frederick R. Macaulay, Frederick C. Mills, Donald M. 
Nelson and William S. Wasserman. 


The department of political economy of the University of Toronto celebrated 
its fiftieth anniversary by a series of lectures. Among those who took part were 
J. M. Clark, A. P. Usher, C. A. Ashley, H. R. Kemp, E. J. Urwick, R. M. MacIver, 
Jacob Viner, R. M. Dawson, H. A. Logan, Chester Martin, W. A. Mackintosh, 
H. A. Innis. 


Dr. A. R. Upgren of the University of Minnesota addressed the twenty-fifth 
annual extension conference at Iowa State College, Ames, Iowa, on March 8 
and 9. His subjects were “What Are the Aims of a Good Monetary Policy?” 
and “How Can the Federal Reserve System and the Other Fiscal Activities of the 
Government Best Carry out a Sound Monetary Policy?” 


A business conference on industral relations was held at Stanford University 
under the auspices of the Graduate School of Business, March 21-25. This con- 
ference was attended by approximately 140 business executives of the Pacific 
Coast. A second conference will be held for business executives July 18-22. 


The second annual Pacific Northwest Conference on Banking was held at the 
State College of Washington, Pullman, April 7-9. Among the papers presented 
were “The International Aspects of the Recovery Problem,” by Clement Akerman ; 
“A Perspective of Banking and Business in 1938,” by J. M. Barker; “Changes in 
the Fundamental Character of the Banking System,” by R. B. Heflebower; ‘‘De- 
velopments in the Bond Market since January, 1937,” by Carl S. Dakan. All of 
the papers will appear in the published Proceedings. 


The fifth annual meeting of the Mid-West Economics Association was held 
at Davenport, Iowa, April 14-16. The following papers were presented: “Labor 
Displacement by Machinery,” by F. B. Garver; “Wage Theories,” by P. H. 
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Douglas; “Fair Prices, Past and Present,” by Philip G. Fox; “Legislative Attacks 
on Mass Distribution,” by J. M. Klamon; ‘Taxation of Corporate Surplus,” by 
Jens P. Jensen; “Taxes on Corporate Gains and Losses,” by H. M. Groves; 
“Codperative Agricultural Credit and the Government,” by E. C. Young; “Eco- 
nomic Aspects of Soil Conservation,” by W. W. Wilcox; “The Decline of 
Competition,” by M. M. Bober; “Theory of Monopolistic Competition and 
Public Policy,” by R. S. Howey; ‘“‘Moulton’s Theory of maa by J. E. 
Kirshman ; ““Harrod’s Theory of Depression,” by W. C. Cleveland; “The Present 
Depression and Business-Cycle Theory,” by R. H. Blodgett; “Recent Develop- 
ments in the Study of Economic History,” by Herbert Heaton. 

The following officers were elected for the coming year: president, John Ise, 
University of Kansas; vice-president, W. B. Taylor, University of Wisconsin; 
secretary-treasurer, C, W. Thompson, University of Iowa. 


The twentieth annual meeting of the American Association of Collegiate 
Schools of Business was held at the University of Illinois, April 21-23. 


Dr. H. C. Grant of the University of Manitoba addressed the Minnesota 


Statistical Society on April 21, discussing “Stresses and Strains in the Canadian 
Economy.” 


The third annual Illinois Conference on Economic Progress was held in Peoria 


May 6-7. Among the topics discussed were the future of railroads and the tax 
problem in Illinois. 


At a meeting of the third annual Conference on Current Government Problems 
held at the Massachusetts State College, Amherst, May 13-14, Professor K. M. 


Williamson of Wesleyan University spoke on “New Sources of State and Local 
Revenue.” 


The Canadian Political Science Association held its tenth annual meeting in 
Ottawa, May 23-24, Among the subjects discussed were “Canada’s Budgetary 
System and Financial Control,” by W. C. Clark; ‘The Administration of the 
Canadian Income Tax,” by C. F. Elliott; “Competitive Aspects of Road and Rail 
Freight and Passenger Rates,” by J. B. Rollit. Round Tables were held dealing 
with “Agriculture Income,” “Re-Sale Price Maintenance,” “Real Wages in the 
United States and Great Britain.” 


The third Public Housing Survey Tour under the leadership of Helen Alfred, 
from June 29 to August 3, will cover England and Scotland. Information may be 


obtained by writing to the National Public Housing Conference, 112 East 19th 
Street, New York City. 


The fifth annual Conference on Business Education will be held at the School 
of Business, University of Chicago, June 30-July 1. The following topics are on 
the program: “Interpretations of Business as a Social Institution,” participated 
in by George M. Harrison, Brotherhood of Railway Clerks, and Paul H. Nystrom, 
Columbia University. 


The twelfth annual session of the Institute of Public Affairs will be held at the 
University of Virginia, Charlottesville, July 3-July 16. A program may be obtained 
from the director, Dr. Charles Gilmore Maphis, University of Virginia. 


The fourth annual research Conference on Economics and Statistics of the 
Cowles Commission for Research in Economics will be held at Colorado Springs, 


434 Notes [June 


July 5-29. Programs relating to the Conference may be obtained by writing to the 
Commission at Colorado Springs. 


The Summer Institute for Social Progress at Wellesley will hold its annual con- 
ference July 9-23. Dr. John Stewart Burgess, head of the department of sociology 
at Temple University will head the faculty. The 1938 theme is “What Part Can a 
Citizen of the United States Play in the World Situation?” Programs may be 
obtained by writing to Dorothy P. Hill, Institute Director, Wellesley College, 
Wellesley, Mass. 


The fourth annual Region Business Education Conference will be held at the 
School of Commerce, University of Denver, July 22-23. The subject will be 
“Integration in Business Education.” 


The seventh International Management Congress will be held at Washington, 
D.C., September 19-23, At the General Sessions, addresses will be given in pairs 
to introduce the American and foreign points of view on social and economic 
aspects of management. The Technical Sessions will include no oral presentation 
of papers, but will provide for the discussion of papers which have been pre- 
printed and distributed to registrants. Further information may be obtained from 
the executive secretary, Mr. Nathaniel W. Barnes, Room 1201, 347 Madison Ave., 
New York City. 


Appointments and Resignations 


A further error was made in the December issue (page 880) in stating that 
James A. Ross is assistant professor in the department of economics at Syracuse 
University. Mr. Ross is professor of economics. 


Francis Babione of Ohio State University has been Faces in charge of the 
work in economics and business administration at Bluffton College, Ohio. 


Andrew Barr has been granted a two-year leave of absence from Yale Uni- 
versity. 


Percy W. Bidwell, chairman of the department of economics at the University 
of Buffalo, has been given leave of absence for the academic year 1938-39 in 
order to undertake the organization of a new development in the research of the 
Council on Foreign Relations. 


Raymond F, Blackburn of the School of Business Administration of the Uni- 
versity of Pittsburgh has been advanced from the rank of assistant professor of 
statistics to that of associate professor. 


Karl F. Bode, who has been serving as lecturer in economics at Stanford Uni- 
versity during the current year, has been appointed assistant professor of eco- 
nomics at that institution. 


A. B. Brady of the University of Toronto has been granted leave of absence to 
study the problems of democracy in the British Empire. 


Karl Brandt, formerly director of the Institut fiir Landwirtschaftliche Markt- 
forschung, Berlin, and since 1933 professor of agricultural economics at the 
New School for Social Research, New York City, has been appointed economist 
and professor of agricultural economics at the Food Research Institute, Stanford 
University. 
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R. P. Brooks, dean of the School of Commerce of the University of Georgia, 
has been made director of the new Institute for the Study of Georgia Problems. 


Douglass V. Brown is assistant professor in the industrial relations section at 
Massachusetts Institute of Technology. 


Malcolm H. Bryan has resigned as professor of economics at the School of 
Commerce of the University of Georgia to accept a vice-presidency in the Federal 
Reserve Bank in Atlanta, Georgia. 


Norman’S. Buck has been made dean of freshmen at Yale University and will 
continue teaching in the department of economics. 


Abram Burk, instructor in economics and tutor in the division of history, 
government and economics at Harvard University, has been awarded a Sheldon 
Travelling Fellowship for next year to travel in Russia. 


T. N. Carver will be visiting professor of economics at Northwestern Univer- 
sity during the 1938 summer session. 


Arthur G. Coons, dean of men and professor of economics at Occidental 
College, has resigned to become professor of economics in the graduate school 
division of Claremont Colleges. 


W. M. Duffus of Ohio State University will teach courses in transportation 
and marketing at the summer session of the University of ‘Tennessee. 


Acheson J. Duncan has been promoted to the rank of assistant professor of 
economics at Princeton University. 


E. Kingman Eberhart has been advanced from the rank of instructor in eco- 
nomics to that of assistant professor in the School of Business Administration 
at the University of Pittsburgh. 


J. Franklin Ebersole, professor of finance at the Harvard Graduate School of 
Business Administration, is devoting part time to an experimental course, de- 
signed to combine business and legal training in banking, as visiting lecturer 
during the second semester in the School of Law of Yale University. 


Howard S. Ellis of the University of Michigan has been appointed professor 
of economics at the University of California at Berkeley. 


Fred Dow Fagg, Jr., formerly director of the Bureau of Air Commerce of the 
United States Department of Commerce, has been appointed dean of the School 
of Commerce of Northwestern University. 


Allan J. Fisher, formerly instructor in accounting at the University of Pitts- 
burgh, is assistant professor of economics at the American University, Washing- 
ton, D.C. 


L. Thomas Flatley has resigned as associate professor of finance in the College 
of Commerce at the University of Notre Dame to become professor of economics 
and finance at Mundelein College, Chicago. 


J. Wesley Fly has been appointed instructor in accounting at the University 
of Florida for the second semester of the current academic year. 
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Bertrand Fox of Williams College will teach a course in statistics at North- 
western University in the summer session of 1938. 


Morris Friedberg has been promoted to the rank of associate professor of eco- 
nomics at Simmons College. 


Richard Glenn Gettell has been appointed instructor in the department of eco- 
nomics at Yale University. 


Robert A. Gordon has been appointed assistant professor of economics at the 
University of California at Berkeley. 


Gilbert Harold, formerly at Ohio State University, is associate professor of 
economics at the University of Oklahoma. 


Alvin S. Johnson bas been appointed part-time professor in the Graduate 
School at Yale University. 


Lewis K. Johnson, assistant professor of marketing and management at Wash- 
ington and Lee University, will spend the coming academic year in graduate work 
at Ohio State University. 


Spencer A. Larsen resigned from the staff of the University of North Dakota to 
accept a position at Wayne University, Detroit. 


Richard A, Lester of Princeton University has accepted an assistant professor- 
ship in the College of Economics and Business of the University of Washington, 
Seattle, Washington. 


J. W. Lucas of Ohio State University has been appointed to an associate 
professorship of business administration at the Untversity of Omaha. 


Samuel J. Lukens, instructor in commerce in the School of Business Administra- 
tion at the University of Pittsburgh, has been advanced to the rank of assistant 
professor. 


Walter B. McFarland of Stanford University has been appointed instructor 
in the department of economics at Yale University. 


D. C. MacGregor of the University of Toronto has been granted leave of 
absence to join the research staff of the Royal Commission on Dominion-Pro- 
vincial Relations. 


Glenn E. McLaughlin, assistant professor of industrial research and economics 
in the School of Business Administration, University of Pittsburgh, has been 
advanced to the rank of associate professor. 


Fritz Machlup of the University of Buffalo will offer two courses in the School 
of Commerce of Northwestern University during the summer session. 


Hilary A. Marquand of the University College of South Wales will interchange 
posts with Professor Selig Perlman of the University of Wisconsin for the coming 
academic year. 


James A. Maxwell, professor of economics at Clark University, through the 
collaboration of the Carnegie Corporation and the University of Melbourne, has 
been appointed Research Fellow at the University of Melbourne from April until 
August, 1938. 
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B. A. May of Simmons College, Boston, Massachusetts, has been appointed 
to teach economics in the first term of the summer school of the University of 
Denver. 


Eliot G. Mears, on sabbatical leave from Stanford University, delivered a series 
of five lectures in February at the Institut Universitaire de Hautes Etudes Inter- 
nationales at Geneva. 


Oskar Morgenstern of the University of Vienna and director of the Oster- 
reichisches Institut fiir Konjunkturforschung, has been a visiting Carnegie Pro- 
fessor at the department of economics of the University of Wisconsin for the 
month of April. 


Eugene A. Myers, graduate student assistant in economics in the School of 
Business Administration, University of Pittsburgh, has been advanced to the 
rank of instructor in economics, 


ElRoy Nelson, director of the School of Business Administration and professor 
of economics at Russell Sage College, New York, will teach in the summer 
session at the School of Commerce of the University of Denver. 


Eugene E. Oakes of Harvard University has been appointed an assistant pro- 
fessor in the department of economics at Yale University. 


Selig Perlman of the University of Wisconsin will interchange posts with 
Professor Hilary A. Marquand of the University College of South Wales for the 
coming academic year. 


Clyde William Phelps, head of the department of economics at the University 
of Chattanooga, has been appointed consultant to the Tennessee State Committee 
on Public Assistance and Direct Relief. 


L. B. Raisty has returned to his post as professor of accounting in the School 
of Commerce of the University of Georgia, after a leave of absence in which he 
directed a WPA project concerned with county finances in Georgia. 


Ralph E. Reynolds of the University of Southern California has been me 
associate professor of marketing and management at the University of North 
Dakota. 


Lloyd P. Rice of the department of economics at Dartmouth College has ac- 
cepted from President Quezon an appointment as financial advisor to the Philip- 
pine Government from June, 1938, to September, 1939. 


William J. Schlatter of the University of California has been appointed in- 
structor in the department of economics at Yale University. 


Fred A. Shannon, winner of a Pulitzer Prize award in history in 1939 and pro- 
fessor at Kansas State College, has been named visiting professor in economics 
at Williams College. 


Sumner H. Slichter of Harvard University will be a part-time lecturer in the 
Graduate School at Yale University during the second term of next year. 


Elliott D. Smith has been granted a leave of absence from Yale University for 
the second half of the academic year 1938-1939. 
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James G. Smith has been promoted to the rank of professor of economics at 
Princeton University. 


Marion Parris Smith, who has been a member of the department of economics 
and politics at Bryn Mawr College since 1907 and head of the department since 
1916, resigns at the end of the present academic year. 


H., K. Snell of the University of Southern California has been appointed a 
member of the summer quarter faculty in economics at Stanford University. 


Kenneth M. Spang of Bard College has been appointed an instructor in the 
department of economics at Yale University. 


Mrs. Paul Sweezy (Maxine Yaple) has been appointed instructor in the 
department of economics at Tufts College for the year 1938-1939. 


Howard M. Teaf, instructor in economics at Haverford College, has been 
advanced to the rank of assistant professor. 


Willard B. Van Houten of Brown Brothers, Harriman and Company has been 
appointed an instructor in the department of economics at Yale University. 


Clarence L. Van Sickle, associate professor of accounting in the School of 
Business Administration at the University of Pittsburgh, has been advanced to 
the rank of full professor. 


Edith Vietch has been appointed a member of the faculty at the School of 
Commerce, University of North Dakota, with a rank of associate professor. 


W. Allen Wallis, instructor in economics at Yale University, has accepted an 
appointment as assistant professor of economics at Stanford University. He will 
offer courses in economic statistics and economic theory. 
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SOME ASPECTS OF DURABLE CONSUMER GOODS 
FINANCING AND INVESTMENT FLUCTUATIONS 


Paper presented at a Round Table Conference of the American Economic Association 
at Atlantic City, December 30, 1937. 

The financing of durable goods of non-productive character may be considered to in- 
clude a minor part of public construction activity, the financing of private residential build- 
ing, and installment financing. The second of these appears to be responsible for major 
fluctuations of long duration and extreme intensity. These fluctuations disturb other phases 
of the capital market and account for much of the instability in interest rates other than 
that produced by war conditions. 

Periods of war disturbance, changes in the rate of urban population growth, and the 
extent of population movement, are important factors in initiating substantial expansion 
in the field of private non-productive construction. For many years the financing of a 
large fraction of this activity has been based upon narrow equities, lack of proper amortiza- 
tion of loans, speculative recklessness, all contributing toward the accumulation of more 
debt than could be discharged from income. The periodic breakdown of the process ap- 
pears to have had some relation to the average term of home mortgage loans. These 
breakdowns have exerted a cumulative effect, and by destroying values and the incentive 
for building activity, have contributed to general curtailment of income, business depres- 
sion, and financial liquidation. 

The major fluctuations in the general financial situation can be explained in large 
measure by the cyclical tendencies in housing construction and finance as practised in the 
past in this country. 


With respect to the capital market and the flow of investment as affected 
by fluctuations in the rate of demand for durable consumer goods, there 
might properly be included more than is usually considered by the term 
“consumer.” The real antithesis is between investment directed toward the 
creation of relatively durable wealth which is not used productively in the 
` creation of further wealth, as distinct from durable wealth which is used in 
further production. In a broad conception of this fundamental division, the 
durable consumer goods would include those forms of wealth created by or 
for agencies of government as well as of individuals. 

Since durable goods in general involve substantial outlays, their creation 
involves a considerable proportion of loan capital. While the more or less 
productive capital instruments utilized by business enterprise are, to a 
considerable extent, financed through direct reinvestment out of earnings 
or through the purchase of ownership by means of equity securities, and 
probably a minor portion of the total durable goods operations involves 
borrowing, the situation appears to be somewhat different in the unproduc- 
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tive capital goods feld. In this latter field a large part of the financing is 
accomplished through the creation of debt, or, looking at it from the other 
side of the market, through the lending of capital representing accumulated 
savings or of credit created by commercial banks. Probably over one-half 
of the durable goods and buildings for consumer use involves debt creation. 
The federal government and local government units, while raising some 
portion of their durable capital needs by direct appropriation through taxes, 
obtain a larger proportion by borrowing. This borrowing has now carried 
the total of all government obligations outstanding in the United States 
to a level close to 50 billion dollars, 

How much of the total revenue of these government bodies has been 
invested in durable wealth and how much expended in other directions is 
difficult to determine with accuracy. It is even more difficult to determine 
precisely how much of the governmental durable wealth is to some degree 
“productive” wealth and equipment. Highways and post offices may be in 
some degree productive capital goods; but the essentially productive char- 
acter of other types of public structures and equipment shades off along 
the scale into very diluted proportions. 

The mechanics of the financing of governmental durable goods differs 
essentially from similar financing for private purposes in that the govern- 
ment is armed with the taxing power which is subject to a high degree of 
flexibility. While it is true of all consumptive debt that it is paid out of 
income rather than out of the enhanced efficiency of a productive process, 
governments have it within their power to regulate their income to meet the 
fixed charges; and it is no secret that many governmental units today are 
borrowing in order to pay interest. It follows as a corollary that the 
phenomena of insolvency, receivership, distress selling of properties, and 
violent fluctuations in the flow of investment, are rarely observed in public 
financing. The borrowing of funds by the federal government advances 
rapidly during wars and recedes following wars, and is also liable to 
expansion for purposes of relief following a great depression. As for local 
governments, the trend appears to be generally and rather rapidly upward 
over a long period. 

In view of the increasing ability of governments throughout the world 
to avail themselves of the obliging accommodation of their banking systems, 
a considerable portion of the public borrowing represents the use of funds 
which are not savings but credit. This credit infuses a more or less infla- 
tionary element in the upward trend of financing; but how much of this 
is directly associated with the creation of durable wealth today depends 
upon what interpretation, productive or consumptive, is assigned to the 
greatest current avenue of expenditure—the creation of armaments and 
provision of work-relief. | 

The most important phase of investment by individuals in non-productive 
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durable goods is in connection with housing. This field of activity involves 
violent fluctuations or waves of expansion and contraction. The general 
building cycle (mainly motivated by housing) has been traced back a 
considerable way for the United States by such investigators as Dr. John R. 
Riggleman. Despite the use of more or less fragmentary data for early 
years, we have now some convincing evidence that the major cyclical 
fluctuations have a fairly regular period approximating eighteen years and 
an extremely high amplitude or range of variation. The tops of the major 
booms, even on an annual average basis, may be as high as ten to twenty 
times the bottom levels. In individual areas the peaks of residential building 
volume per month reached in the middle 1920’s in a few extreme cases 
were as high as one hundred and fifty, and in one instance five hundred 
times (Miami, Florida) the lowest point during the great depression. Here 
we have an exceptionally violent cyclical phenomenon, not closely fitting 
the short-term fluctuations of the typical “business indexes” or the gyrations 
of the general capital market. These major construction cycles, however, 
considered in conjunction with other equally variable major forces, have a 
great deal to do with the more important cyclical changes occurring in the 
general capital market, the rate of interest, and the industrial cycle. 

Some preliminary facts may be set forth in this connection. The Financial 
Survey of Urban Housing in 52 cities, made by the federal government, 
showed that, at the beginning of 1934, 58 per cent of the owner-occupied 
homes and 43 per cent of the rented properties were mortgaged. Roughly 
one-half of the people of this country live in rented accommodations, ac- 
cording to the census of 1930. Between 50 per cent and 60 per cent of the 
total appraised values are subject to lien. The rates of interest on first mort- 
gages prevailing in 1934 in the 52 cities covered were in the neighborhood 
of 614 per cent or 7 per cent. The total amount of mortgage debt on 
urban homes in 1930 was estimated as 22.3 billions.1 In 1935 this had been 
reduced by foreclosures, etc., to 17.1 billions, which was the largest distinct 
classification of long-term debt in the United States. The urban home mort- 
gage debt at present appears to be about equal to the combined total of 
railway and industrial debt. This relates only to xrban home mortgage debt, 
as we can perhaps omit from present consideration the rural housing debt 
which is mingled with productive capital to a high degree. If it were 
roughly estimated that 50 per cent of the farm mortgage debt represented 
housing equivalent to the typical non-productive urban residential property, 
this would involve in the neighborhood of 4 billion dollars more. These 
figures of mortgage debt for housing cannot be traced back over a long pe- 
riod because, until recently, good records have not been maintained of this 
phase of long-term financing. 


1 Horton and Cone, United States Department of Commerce, “Trend of Long-Term 
Debts,” Survey of Current Business, February, 1937. 


- 
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It is a remarkable fact that the fields of finance which have probably 
been responsible for the greatest amount of “disturbance in our economic 
system have been least adequately superviséd and still less adequately 
measured. Since, however, the building cycle has now been traced back in 
rough annual form at least as far as 1830 through the work of Riggleman, 
Wenzlick, and others,’ and since the mortgage financing system has long 
been an integral part of the booms and depressions in urban property, it is 
clear that tremendous sums of capital have been used and later placed in 
distress over the years, and that this varying impact upon the financial 
structure as a whole cannot but have had momentous consequences. 

Let us examine in broad outline the essential characteristics of the typical 
urban home-building cycle of activity. Why should it exist? Perhaps we 
should distinguish between two phases of this question: first, what im- 
portant initiating factors may be detected; and second, what internal fac- 
tors accentuate the movements up and down once they are set in motion? 

It is not difficult to see that a long-continued national emergency such as 
a major war, involving more or less general price inflation, is detrimental 
to building activity. Under these strained conditions capital becomes difficult 
to obtain, and costs of materials anc labor rise rapidly. During the last 
war we recall that there were public efforts to discourage unessential busi- 
ness, including construction activity. During such periods, therefore, it 
follows that the growth of population is accumulating an unsatisfied de- 
mand for housing accommodation. The cessation of hostilities, therefore, 
brings forth a renewed demand for housing; and this will depend to 
some extent upon the phase of the building cycle existing when war 
conditions intervened. At the time the World War interrupted building in 
this country, a major recession in construction activity had already been in 
progress for nearly ten years. 

The movement of population is also an important “independent” factor 
in initiating major housing cycles and their attendant financial phenomena. 
When considerable numbers of people move from one section or city to 
another, they require new accommodations where they settle; and most of 
this housing would probably not have been undertaken for many years, at 
least in the areas abandoned. This has been an important factor in such 
sections as California, Florida, and parts of Michigan. The various cities 
and areas do not experience major fluctuations in housing activity at exactly 
the same time; but despite local differences due, for example, to migration 
factors, there is nevertheless a tendency toward major fluctuations in in- 
ternal migration. 

In addition to population movement there may be local or general changes 


*See Journal of American Statistical Association, June, 1933; Warren and Pearson, 
World Prices and the Building Industry (1957), Part ii. 
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in the rate of growth of population, due to various factors; and these changes 
tend to influence closely the demand for housing accommodation. W. H. 
Newman, in his Building Industry and Building Cycles (page 35f.), shows 
an interesting correlation between annual changes in the rate of growth of 
population in seventeen cities, as estimated from school population, and 
changes in the rate of total building construction. This is a subject which 
merits considerable further study. 

The residential building cycle, once set in motion, is subject to powerful 
forces of instability. These are largely traceable to the system of financing 
which has prevailed for many years and has only in the last few years been 
subject to some degree of alteration. Along with the mortgage financing 
mechanism, there is also evident in the residential property cycle the 
characteristics of land speculation and subdivision activity, involving all 
too often schemes to obtain quick profits from land turnover in advance 
of a rising demand for homes. Another speculative factor has been present 
in the operations of promotional builders, usually small units of enterprise, 
motivated by hope of quick turnover and operating oblivious to the realities 
of the local demand and supply situation. 

A fairly high proportion of housing accommodation has been under- 
taken on borrowed money and with slender equity. For many years the 
system has operated on the basis of capital loans of a type which creates 
enormous leverage and subjects the entire structure to danger of collapse as 
soon as some minor unfavorable factors appear. Judging from statistics 
relating to January, 1934, from the Financial Survey of Urban Housing,’ 
the group of lenders supplying a fairly large percentage of the capital for 
housing construction—namely, building and loan associations, life insurance 
companies, and private individuals—confined their property loan maturities 
well within fifteen years, and the predominant loan period for all such 
loans would probably be well under ten years. It is common in the mort- - 
gage field to refer to the traditional practice of “ten-year” loans. Many 
such loans have been made for short periods of three to five years, with the 
privilege of a renewal. The home mortgages financed on longer periods 
than ten years have probably been a distinctly minor proportion. The 
average percentage of equity on the part of the borrowers is not accurately 
ascertainable, but has been estimated at not much over 20 per cent. The 
more conservative lenders, such as savings banks and life insurance com- 
panies, have usually been rather strict in the matter of the percentage of 
appraised value forming the basis of their loans, rarely going over 50 per 
cent. In the past this has required the use of second and even third mortgage 
funds, to fill in the balance. Many first mortgage loans have been made 
without provision for regular amortization, although amortization has been 


? See United States Department of Commerce, Long-Term Debts of the United States, 
p. 142. 
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a usual feature of junior mortgages. It can readily be seen that this is a 
dangerous system through which more funds have been loaned than have 
been consistent with the ability of home-builders, by and large, to validate. 

It is obvious that loans obtained to finance durable unproductive property 
must be repaid from ¿income rather than from new production made possible 
by the loans themselves. This includes loans for rental property, inasmuch 
as the rental income is derived from, and varies more or less with, the 
current flow of consumer income. The provision of the initial capital funds 
represents almost entirely accumulated or saved capital in the hands of 
those who, by advancing this capital, become financial middlemen planning 
to recoup with interest by reguiving others to become savers out of current 
income. ‘The individual endeavoring to own a durable consumer good, who 
borrows such capital, becomes a saver for a long period of time, and his 
ability thus to save is determined by the size and stability of his income and 
the possibilities of augmenting it. It seems doubtful, from casual observa- 
tion, that any considerable part of the vast billions of mortgage debt created 
for home building has induced people to work much harder or more 
effectively to reimburse the primary savers. Most of them have merely taken 
chances, with the hope that somehow or other several thousand dollars 
would be made available to them at a rather hazy distant maturity date, 
and in the meantime the struggle to pay interest and sundry fees and charges 
has not been an easy one. 

The usual term of home financing being, at least in the past, somewhere 
in the neighborhood of ten years or possibly even less, difficulties were likely 
to develop about nine or ten years after the initiating factors began to 
create a housing boom of fairly broad scope. It took just about nine or ten 
years for the early borrowers, and subdivision customers, to discover that 
they had used up a large part of their savings in paying interest and their 
chances of paying on the principal were becoming a vanishing hope. In the 
meantime, the ease of initial financing had led hundreds of thousands to 
participate in the game. As construction expanded, additional employment 
and buying power were created through the building industry and its 
many related industries, and a new element of demand developed. So long 
as the stimulus lasted it carried along with it this reénforcing factor, which 
of course was due to vanish as soon as the many properties, built under 
conditions of more or less blind competition, with no accurate measure of 
mortgage capacity, reached the point of over-supply, or rapid depreciation. 

When the approximately ten-year term of the first financing had run its 
course, it was usually found that values and rentals here and there had begun 
to weaken. Upon this discovery lenders became less willing to extend exist- 
ing loans, and this marked the end of the cycle. Values of properties 
generally were weakened by individual concessions here and there. Thus 
began a major downward spiral of foreclosure, distress selling of properties 
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to convert them into cash as long as this was possible, persistent gradual 
concessions in rentals, and a situation involving the painful process of 
liquidation extending over a long period of years. During this prolonged 
retrogression, values declined to the point where it became possible to buy 
distressed properties for less than the cost of new construction, particularly 
as cost of construction tended to be maintained by the relatively rigid price 
and wage structures typical of the building industry. 

One phase of this repeated boom and liquidation should be stressed. 
The funds made available to this shoe-string market have been pumped 
into circulation through some degree of pressure. The institutions as- 
sembling the funds have varied all the way from extreme conservatism to 
the rankest recklessness. Without impugning the motives or operations of 
the more conservative lenders, who form a substantial body, the fact re- 
mains that funds were obtained by many lending institutions upon a rigid 
basis of interest rates maintained above the general market rate for long- 
term capital. Funds were thus attracted under the promise to pay 514 per 
cent or 6 per cent or more to the individual saver and a volume of funds 
thus accumulated which could be completely invested in properties only by 
taking advantage of many marginal cases and slender equities. This forced 
numerous borrowers to add to a conservative first mortgage a highly 
dangerous second, or even third, mortgage. 

The short term of many of these loans has been partly due to the 
practice of the institutions mobilizing these primary savings to play a dual 
rôle—that is, on the one hand investing in long-term durable wealth, and 
at the same time offering to make payments to depositors virtually on 
demand. The suppliers of a large portion of these funds have thus insisted 
upon enjoying a high degree of nominal liquidity and at the same time a 
handsome rate of return on long-term investment, a combination which is 
not theoretically logical or practicable. If all the lenders of capital in this 
business had been really long-term lenders, willing to make twenty or thirty- 
year amortized loans up to 75 per cent of conservative appraised values, the 
story of our urban home mortgage financing would probably have been a 
very different one, and the periodical breakdowns of our financial structure 
in the cities would have been greatly mitigated. This is presented as a 
tentative thesis drawn from observation of common practice and such facts 
as are available, but further investigation will be required to establish this 
thesis beyond doubt. 

The foregoing describes the financing mechanism which has been typical 
of the past. The system is now in process of revision through the activity 
of the federal government in introducing insurance of approved mortgages, 
the use of longer-term loans up to twenty years or over, the practice of 
amortization of loans, and the elimination of second mortgages. This change 
is taking place rather slowly, and a good deal of the traditional system is 
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still effectively in existence. Looking back historically, there seems no reason 
to question that the extreme degree of instability in housing activity and 
the dismal trail of financial wreckage following each building boom, have 
been largely the result of an unfortunate type of mortgage financing and a 
remarkable slowness on the part of economists and financiers to examine 
the process thoroughly and to obtain adequate facts as to its functioning. It 
should have been recognized long ago that the average wage-earning family 
has neither enough income nor a sufficiently stable income to enable savings 
to be accumulated to finance costly durable goods. Lenders are unwilling, 
therefore, to involve themselves in loans covering a long period of years 
such as would make amortization feasible. 

At the present time federally insured loans are being promoted with the 
inducement to the borrower of reasonable interest rates and a period of 
twenty years for payment. It happens, however, that most of the loans 
actually being made today fall far short of this long maturity, and amortiza- 
tion over limited periods will result in periodic payments higher than the 
rental equivalents. In view of the fact that the average industrial and 
clerical worker’s family pays less than $30.00 a month in rent, it is obvious 
that the amount of such reformed financing willingly undertaken will not be 
large. Revival of the flow of investment in this field will probable depend 
upon the development of rental properties by large-scale enterprise, with 
perhaps a relatively minor amount of low-cost housing created as a part of 
governmental consumptive wealth. 

NORMAN J. SILBERLING 

Stanford University 


THE REVENUE ACT OF 1938? 


In August, 1937, the House of Representatives took official notice of complaints against 
the undistributed profits tax and authorized the Committee on Ways and Means to study 
and recommend needed revisions of this and other features of federal revenue laws. 
On the basis of the study and the report of a special sub-committee, the Committee on 
Ways and Means drafted a bill to retain a much reduced surtax on undistributed corporate 
profits. Corporations with net incomes of $25,000 or less were to be exempted. It proposed, 
however, a new penalty tax on closely held corporations. The House refused to accept 
this so-called “third basket” but approved most other provisions of its Committee’s bill. 
The Senate bill eliminated the undistributed profits tax entirely and modified the House 
sections respecting the taxation of capital gains and losses. In conference, the House 
managers secured the retention of the reduced undistributed profits tax on corporations, 
but the Senate managers succeeded in limiting its operation to two years only, 1938 and 
1939. Few important changes, other than those relating to capital gains and losses, were 
made in the sections of the law taxing individual incomes but numerous excises were 
abolished. The President would neither sign nor veto the bill, hence it became law May 28 
without his signature. 


Outspoken dissatisfaction with the undistributed profits tax was so 
general and persistent following the passage of the Revenue act of 1936 
that the House of Representatives, shortly before adjournment in August, 
1937, authorized its Committee on Ways and Means to make an intensive 
study looking forward to a comprehensive revision of our internal revenue 
laws. 

The subcommittee appointed by Chairman Doughton of the Committee 
on Ways and Means, under the chairmanship of Representative Vinson 
of Kentucky, prepared a detailed report on the basis of material submitted 
by the Treasury Department and the research staff of the Joint Congressional 
Committee on Internal Revenue Taxation. One main theme of the report 
was that the recommended changes, if adopted, would provide substantial 
stimulation to business yet would not affect the revenues of the government 
adversely, rather they would tend to stabilize receipts. 


The Bill of the Committee on Ways and Means 


The measure drafted by the majority members of the Committee on 
Ways and Means followed closely the recommendations of its subcom- 
mittee. The principle of the undistributed profits tax was retained, but in its 
new form it applied only to corporations with net incomes of over $25,000. 
For such corporations the “normal” tax rate was 20 per cent but credits 

* Preceding federal revenue acts passed since the adoption of the Sixteenth (Income 


Tax) Amendment to the Constitution of the United States have been discussed in earlier 
volumes of the American Economic Review as indicated below: 


1913 Act, vol. iv, pp. 25-46; 1928 Act, vol. xviii, pp. 428-448; 
1916 Act, vol. vi, pp. 837-850; 1932 Act, vol. xxii, pp. 620-640; 
1917 Act, vol. vii, pp. 791-815; 1934 Act, vol. xxiv, pp. 450-461; 
1918 Act, vol. ix, pp. 213-243; 1935 Act, vol. xxv, pp. 673-690; 
1921 Act, vol. xii, pp. 75-108; 1936 Act, vol. xxvi, pp. 466-482; 
1924 Act, vol. xiv, pp. 475-504; 1937 Act, vol. xxvii, pp. 698-704. 


1926 Act, vol. xvi, pp. 401-425; 
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were allowed for 16 per cent of the amount of dividends received and 4 
per cent of the amount of dividends paid. For corporations with net incomes 
of $25,000 or less the “normal” tax was graduated from 1214 per cent to 16 
per cent. The most radical feature. was a special surtax on closely held 
corporations sponsored by Vinson and other Administration leaders. This 
so-called “third basket” (Title IB) was drafted to overcome the ineffective- 
ness of the existing penalty clause (section 102) for unreasonable accumu- 
lation of earnings. 

Another important change was the treatment of gain and loss from sale 
of capital assets. The policy since 1936 has been, in effect, to tax such 
income according to the length of time the assets have been owned.? Instead 
of the large-step reductions heretofore permitted the committee proposed 
monthly reductions of the percentage of capital gains taxable from 100 
per cent if the asset had been held 13 months or less to 40 per cent if the 
asset had been held more than 5 years. The bracket steps were small, 2 per 
cent and 1 per cent. 

The sections relating to the estate and gift taxes were entirely rewritten. 
The basic law then in effect was that passed in 1926; but superimposed upon 
it were the amending laws of 1932 and 1935. The 1926 law permitted a 
credit of 80 per cent of the federal tax for death duties paid to states, 
but succeeding Jaws made no such allowance with respect to the additions 
they imposed. The committee proposed therefore to allow an over-all 
credit of 1614 per cent, an approximate equivalent of the credit then in 
effect. In order to increase the yield from estate and gift taxes, however, 
the combined exemptions for both were reduced from $80,000 to $40,000. 

The committee proposed to remove the excise taxes on the following 
atticles: (1) toilet soap, tooth paste and mouth washes; (2) furs; (3) 
phonograph records; (4) sporting goods; (5) cameras and lenses; (6) 
chewing gum, and (7) matches. It was also recommended that the “hot 
oil” taxes? be terminated since they served no useful purpose and produced 
no revenue. 


The Contest in the House of Representatives 


The committee bill was introduced into the House on March 1 and 
came up for general debate two days later. The interest of the House in this 
$5,000,000,000 tax measure was indicated by the attendance of about 
one-third of the members when Chairman Doughton and Representative 
Vinson explained and defended the chief features of the bill. Minority 
points of view were presented by Representatives Treadway of Massachu- 


* See note 15. 

? These were taxes on the sale of crude petroleum, on the processing or refining of 
crude petroleum, and on gasoline recovered from natural gas. The taxes were imposed 
by Sec. 9c of the National Industrial Recovery act and were not related to the taxes on 
the importation of petroleum imposed under the Revenue act of 1932. 
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setts and Reed of New York, who characterized the proposed corporation 
taxes as arbitrary, discriminatory, and oppressive. 

More effective opposition was launched by Representative McCormack 
of Massachusetts (Democrat) who criticized Title IB severely and presented 
an amendment to eliminate it. This was the proposed new penalty tax on 
closely held corporations. Representative Lamneck of Ohio, also a Democrat, 
joined him in lining up members of both parties for this eliminating 
amendment.* They claimed that the penalty section of the existing law 
(section 102) had never been given a fair trial’ and that the tax proposed 
in this title of the new bill was an oppressive and unfair penalty aimed at 
a few corporations that merited no such treatment. Representative Cooper 
of Tennessee bore the brunt of the fight in supporting Vinson and the 
Administration on this issue.* The Democratic House leaders were, how- 
ever, unable to prevent a decisive defeat; McCormack’s amendment was 
adopted by a large majority both in Committee of the Whole and by the 
House.” 

The elimination of Title IB and the consequent loss of expected revenue 
therefrom served as. an excuse for numerous amendments proposing ex- 
tensive changes in the excise laws. One of the first offered was for an in- 
creased levy on distilled liquors. This passed easily and the Committee 
feared a flood of undigested and unwise measures. It prevented the passage 
of several proposals but was unable to defeat that of Representative Thomp- 
son of Illinois which provided for duties on imports of pork and pork 
products. Except for the deletion of Title IB and the addition of a few 
amendments, however, the bill was passed by the House as reported by 
the Committee on Ways and Means. The vote March 11 was 293 yeas and 
97 nays; 38 did not vote. 


The Course of the Bill in the Senate 


Under the leadership of Senator Pat Harrison of Mississippi, the con- 
setvative Senate Finance Committee quickly redrafted the House bill. Most 
significant was the entire elimination of the remnant of the undistributed 
profits tax which had been approved by the House. Four other important 
revisions also were made in the House bill: (1) the restoration of a flat 
tax on the gains from the sale of capital assets, making the method of taxing 
similar to that in effect from 1924 to 1932; (2) the permission granted 


“New York Times, March 4, 1938. 

* On May 16 the Supreme Court delivered an opinion which upheld the constitutionality 
of a surtax on improper accumulation of surplus (Helvering v. National Grocery Com- 
pany). 

° It was reported that Cooper was ready to take over Vinson’s position as tax expert 
of the Committee upon the latter's resignation at the end of the session to accept a federal 
judgeship. (New York Times, March 8, 1938; frontispiece Tax Magazine, June, 1938.) 

"The vote on March 9 was 180 yeas, 124 nays. On the second vote, March 11, the vote 
was 234 yeas, 153 nays. Brih votes were non-partisan. 
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corporations to revise declared values oftheir capital stock in 1938 and 
every two years thereafter instead of every three years after 1939; (3) the 
restoration of the existing exemptions of $40,000 each for the estate and gift 
taxes and (4) the strengthening of section 102 in order to prevent the ac- 
cumulation of earnings beyond the reasonable needs of the business. This 
last proposed change was to eliminate any excuse for Title IB. 

The Senate was in no mood to challenge the work of its Finance Com- 
mittee. Harrison explained the Committee’s bill April 7. The clerk then 
read it for amendments “in an amazing burst of speed.” His steady flow 
of words was punctuated only by Vice-President Garner’s formula, with- 
out objection amendment agreed to,” which, according to one press corres- 
pondent was spoken so quickly it sounded like one long word.® At the end 
of 20 minutes the Vice-President turned the gavel over to Senator Minton 
with the remark that the Senate had already approved 224 pages of the 
measure. 

Discussion of the income-tax sections of the bill was limited to a few 
speakers. Majority leader Barkley and Senator La Follette protested the 
elimination of the undistributed profits tax. Senator Vandenberg (Republi- 
can) secured permission to read into the record the conclusions of the recent 
report of the Brookings Institution on the economic effects of the undis- 
tributed profits tax. Doubtless much of the apparent lack of interest in these 
sections was due to their extreme complexity and consequent lack of under- 
standing of their significance. 

The proposed tariff on pork, the increased excise tax on whiskey, process- 
ing taxes on agricultural products and other extraneous measures excited 
real debate, but most of these amendments were rejected. 

One important non-committee amendment adopted was that of Senator 
Borah to subject to the federal income tax all interest on future issues of 
federal government securities.° This was opposed by Chairman Harrison 
and Senator Barkley who contended that there would be no fiscal advantage 
to the government because it would necessitate the paying of higher interest 
rates. 

After three days of debate the bill was passed on April 9 without a roll 
call and without an audible “nay” vote.™ 


The Bill in Conference 


Because of the radical differences between the bills approved by the 
House and Senate the conferees had a rather difficult task. The House 
managers had the strategic advantage: (1) they were less.anxious than were 
the Senate managers to reduce or to repeal the existing undistributed profits 

°? Wall Street Journal, April 8, 1938. 

° New York Times, April 8, 1938. 


* This amendment was thrown out in conference: see note 18 below. 
* New York Times, April 10, 1938. 
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tax; (2) soon after the bills were sent to conference the President wrote 
his extraordinary letter criticizing the Senate bill? and it was uncertain 
whether he would approve or veto it if it were agreed to by Congress; (3) 
a veto could be overcome only by a two-thirds vote in each house, and 
such a vote in the Lower House was very doubtful if not quite improbable; 
(4) a veto not overridden would leave the existing law in effect indefi- 
nitely. 

Finally the conferees reached a compromise by which they retained 
the main features of the House provision for the undistributed profits tax 
but limited its application to the years 1938 and 1939. Similarly, agreements 
were reached on other points of difference. 

The conference report was accepted by the Senate May 9 and by the 
House May 11. 

The President held the bill until May 27 before making public his 
decision. On that day at a small high-school commencement at Arthursdale, 
West Virginia, a resettlement project, he broadcast a speech in which he 
expressed his disapproval of many features of the bill. He objected par- 
ticularly to two features, the treatment of capital gains and losses and the 
near elimination of the undistributed profits tax. For these reasons, there- 
fore, he would not sign the measure, nevertheless he would not veto it 
because it contained certain improvements.** This was the first time in 
his administration he had taken this stand on any measure submitted by 
Congress and the first time since the adoption of the Sixteenth Amendment 
in 1913 that any President failed to sign a revenue bill. 


Summary of Important New Provisions of the Act 


The 1938 Revenue act is a comprehensive law, superseding prior acts, 
not merely amendatory and superimposed upon prior statutes as was the 
1937 act. The new law contains seven titles: (I) The Income Tax, (IA) 
Personal Holding Companies, (II) Estate and Gift Taxes, (III) Capital 
Stock and Excess Profits Taxes, (IV) Excise Taxes, (V) Miscellaneous 
Provisions, (VI) General Provisions. Following is a brief summary of the 
more important new features of each title. 


Title I—Income Tax 


Individual Income. The Act of 1938 introduces only one important change 
that is applicable to the income of individuals; it relates to the computation 
of taxable gain or Joss from the sale of capital assets.** In order to differenti- 


* This unusual action was considered by many as undue interference by the Executive 
and caused resentment in Congress. 

' In the House the vote was 242 yeas, 89 nays; in the Senate there was no roll call. 

“ Chairman Harrison’s defense of the bill and sharp corrections of some of the Presi- 
dent's examples were made on the floor of the Senate May 28. 

In the previous law gains and losses from the sale of capital assets of individuals 
were included as taxable income, at the following percentages, according to the time the 
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ate in the taxation of speculative and investment gains, an arbitrary period 
of ownership is taken as determinative. Profits from the sale of property 
held 18 months or less (“short-term capital gains,” assumed to be specu- 
lative) are to be included in their entirety along with other taxable income 
and are subject to the regular normal and surtax rates. If property has 
been held more than 18 months but not more than 24 months, two-thirds 
of the profits (“long-term capital gains,” assumed to be from investment) 
are taxable; if held for more than 24 months, half of the profits are taxable. 

Losses from the sale of assets held 18 months or less (“short-term capital 
losses” ) are not deductible from ordinary income or from “long-term capi- 
tal gains” but may be deducted from “short-term capital gains.” If “short- 
term capital losses” exceed “short-term capital gains” in any year the re- 
sulting net loss may be carried forward for one year to the extent that it 
does not exceed the ordinary net income of the year in which such short- 
term net loss is sustained. Similarly, long-term capital losses are deductible 
only from long-term capital gains, but no carry-over of net long-term capital 
losses is permitted. i 

Another new device is the alternative method for determining the tax 
in cases of long-term capital gains and long-term capital losses. If a tax- 
payer has realized a net long-term capital gain, the tax due is the lesser of 
„that computed at regular normal and surtax rates and that derived by the 
following method: A tentative tax is computed on the net income exclusive 
of the net long-term gain; to this is added 30 per cent of the taxable net 
long-term gain. It should be noticed that the 30 per cent tax is not com- 
puted on the total amount of such gain, but on the fraction of the gain 
that is taxable, that is, on 6624 per cent if the asset has been held 18 months 
to two years and on 50 per cent if the asset has been held over two years. 
The tax therefore cannot exceed 20 per cent of the realized gain from assets 
held 18 months to two years and 15 per cent of such gain from assets held 
over two years. 

There is also an alternative method for computing the tax in case of a 
net long-term capital loss. The tax due is the greater of that computed at 
regular normal and surtax rates and that computed as follows: A partial 
tax is computed on net income, in effect, without regard to the capital loss; 
from this tentative tax is deducted 30 per cent of the recognized net long- 


asset was held: if held 1 year or less, 100 per cent was included; if over 1 year but not 
over 2 years, 80 per cent; if over 2 years but not over 5 years, 60 per cent; if over 5 years 
but not over 10 years, 40 per cent; if over 10 years, 30 per cent. Realized capital losses of 
individuals so computed were deductible in determining net income, (1) up to the amount 
of the capital gains realized and similarly computed for the same year, (2) plus $2,000. 

Capital gains of corporations were taxable in full. Capital loss deductions were allowed 
only to the extent of the capital gains plus $2,000, These provisions as to corporations are 
retained in the 1938 law.- 
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TABLE I 
Comparison or Corporation Tax Rates, Acts or 1935, 1936, ann 19381 
(in per cent) 
Act of 1935 | Act of 1936 | Act of 1938 


Normal tax on net income? 


$ a 2 O00 at N EEN 12.5 8 12.5 
2,0005 5 000 wh be cece aee sa teeed es 13.0 11 12.5 
0000215000! iieiea ey eiceee Maes 13.0 11 14.0 

15000-20 000 cca netaetcomemenieaets 14.0 13 14.0 
20 0900-25 00 ovange gee uhan Sees mee 14.0 13 16.0 
2900040000; 5 nk ete wets idole Na 14.0 13 19-328 
OV6l 405000 wea bed ale eee ESE NENES 15.0 15 


Surtax on undistributed net income; percentage of 
adjusted net income 


0 per cent~10 per cent..............-.00.. 7 2.5 
10 per cent-20 per cent...........0....0.4-. 12 25 
20 per cent-40 per cent...........0. ecu eeee 17 2.5 
40 per cent~60 per cent. ........sosuneoana. 22 2.5 
Over 60 per Cent ccc tu trin rrena rE ADUA 27 2.5 


Excess profits tax; net income as per cent of de- 
clared value of capital stock 


10 per cent-15 per cent... .......0...-.008. 6.0 6.0 6.0 
Over 15 per cent... 0.0... cae ce cece eee 12.0 12.0 12.0 
Capital Stock (Ax ererat sr rr EARR EER 0.14 0.1 0.1 


Personal holding company penalty tax; undistrib- 
uted net income 


$ Oee 2000 or anA eE 20 8 65 
2;9000= 100 000 oc asi ninenin nan 30 18 75 
100,000- 500,000. .......... 2 cece eee 40 28 75 
500, 000-1,000,000............ eee eee 50 38 75 
Over 25000 000 .c. cacao eiea eea 60 48 75 


Penalty surtax on corporations improperly ac- 
cumulating surplus; amount of retained income 
$ 0-100 000) reon s AANEEN 25 15 25 
Over 100 000 oe kaos an bec ee EAr chen 35 25 35 


1 The Act of 1937 made no change in rates except to increase the surtaxes on personal hold- 
ing companies. 

4 Certain corporations such as banks, insurance companies and foreign companies are 
subject to special rates. 

3 The law provides three methods for computing the tax due from corporations with net 
income of over $25,000. The general rule is that a tentative tax shall be computed at 19 per 
cent of the adjusted net income. This tentative tax is reduced by the sum of 164 per cent of the 
credit for dividends received and 2} per cent of the credit for dividends paid. For corporations 
with income slightly more than $25,000 two methods are provided. (See footnote 17.) 


term capital loss.*® As in the case of the tax on long-term gains mentioned 
above, this 30 per cent is calculated on 6624 per cent or 50 per cent of the 


Sec. 117 (c).... “A partial tax shall first be computed upon the net income in- 
creased by the amount of the net long-term capital loss, at the rates and in the manner 
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loss, depending on the length of time the asset has been held. The maximum 
deduction for such loss is therefore 15 per cent. 

This section contains also a new definition of “capital asset’ so as to 
exclude property subject to depreciation allowances used in the taxpayer's 
trade or business. 

Corporation Income. A comparison of recent federal corporation tax rates 
is shown in Table I. For each year since 1935 there have been imposed 
graduated normal taxes, excess profits taxes, capital stock taxes, and penalty 
taxes on the accumulation of unreasonable surpluses. Except for the excess- 
profit and other special war taxes and also for a slight differentiation for 
consolidated returns introduced in 1932, graduation of normal rates on cor- 
porations was first adopted in 1935. In that year, too, Congress introduced 
a double or multiple tax on a percentage of intercorporate earnings. 

The most discussed and one of the most important changes made by the 
Act of 1938 relates to the taxation of corporate net income. The new law 
retains the principle of the Administration-sponsored undistributed profits 
tax but with greatly reduced rates and only for 1938 and 1939. Moreover, 
this surtax now applies only to corporations with incomes of over $25,000. 
The amount of tax varies according to the proportion and amount of earn- 
ings paid out in dividends but the maximum rate is 214 per cent. The 
maximum was 27 per cent in the previous law. 

Despite this reduction in the rate of this surtax the law is not simplified. 
It even adds three complicated alternative methods of computing the tax 
for corporations with incomes in excess of $25,000. The general rule is to 
compute the tax at 19 per cent of the “adjusted” net income, that is, on the 
net income minus certain “credits.” From this tax is deducted the sum of 
16¥Y, per cent of the credit for dividends received and 214 per cent of the 
“dividends paid credit.” 

For corporations with incomes of $25,000 or less, that is, for those not 
subject to the undistributed profits tax under the new act, the tax is as 
follows: 


1. On income not in excess of $5,000, 1214 per cent 


as if this subsection had not been enacted and the total tax shall be the partial tax minus 
30 per centum of the net long-term capital loss.” 

"The alternative method of computation is to be used by corporations no part of whose 
income is from interest on United States obligations or from certain dividends upon 
which the tax has already been paid. In this case the tax is $3,525, plus 32 per cent 
of the amount of net income in excess of $25,000. The alternative method for corporations 
whose income consists of interest from United States obligations and corporate dividends 
is as follows: The income is divided inte two parts, one of $25,000; the second, the 
remainder of the net income. The tax on the $25,000 is computed as for corporations with 
net incomes of that amount or less, as is explained above. To this is added 12 per cent 
‘of the dividends allocated according to a formula and 32 per cent of the remainder of the 
amount. 

The tax due is the lesser of the two computed by: (1) the general rule and (2) the 
alternative method. 
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2. On income of $5,000, $625 

3. On income in excess of $5,000 and not in excess of $20,000, $625 plus 
14 per cent of such excess 

4, On income of $20,000, $2,725 

5. On income in excess of $20,000, $2,725 plus 16 per cent of such excess 


For certain classes of corporations, special methods of taxation are im- 
posed, for example, the incomes of banks, corporations organized under 
the China Trade act, and some others are taxed at 1614 per cent regardless 
of the amount of income; incomes of foreign corporations are taxed at 19 
per cent. These rates are generally higher than in the previous law. 


Title LA——Personal Holding Com panies 


Title [A—The surtax on personal holding companies remains as in the 
previous law but some relief provisions are now granted; for example, per- 
sonal finance companies are exempt from the imposition of the tax. On 
the other hand, the definition of a personal holding company is extended 
to include the smaller transportation companies. 


Title II—Estate and Gift Taxes 


The previous law is unchanged except that the annual gift tax exemption 
for donor of individual gifts is reduced from $5,000 to $4,000; total exemp- 
tions of $40,000 each for estate and gift taxes are allowed, as was done 
before. 


Title HI—Capital Stock and Excise Taxes 


This title also received only slight amendments. A corporation is per- 
mitted to make’a new declaration of the value of its capital stock in 1938 and 
in every third year thereafter. Corporations coming out of bankruptcy may 
make their declarations irrespective of the three-year period. 


Title V—Excise Taxes 

Many excise taxes were repealed by the new Act, for example, those on 
chewing gum, furs, toilet soaps, mouth washes, and cosmetics, but the tax 
on matches is retained. The tax on theater tickets is 10 per cent of the 
actual price paid instead of being computed on the face value or box- 
office price. There is no longer a tax on market transactions of commodities 
for future delivery. The tax on distilled spirits is increased from $2.00 to 
$2.25 a gallon. 


Titles V and VI—Miscellaneous and General Provisions 
These titles deal with technical matters, mostly relating to administra- 
tion. The law became effective May 28, 1938, except that in general the 
changes in excise laws became effective June 30 or July 1, 1938. The un- 
distributed profits tax is to be in force only for the years 1938 and 1939. 


A 
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Comments 


It is difficult to be objective in evaluating the merits of the changes in- 
troduced by the new law; it is even difficult for an intelligent, fair-minded 
man to be sure of his own judgment regarding many important questions 
involved in forming an opinion of such a law; adequate facts for a proper 
basis are not available with respect to certain questions and, even if they 
were, opinions of the wisest and most socially-minded men would differ. 
This is especially true with respect to such measures as the undistributed 
profits tax, the retained graduation of taxes on corporations—particularly 
when graduated according to size of income without regard to percentage 
of profit on capital invested—and the retained multiple taxation of inter- 
corporate dividends. 

The fact is that there is some truth and also much half-truth in the 
claims relative to both the merits and the demerits of the undistributed 
profits tax. Why should partners and corporate stockholders be taxed so 
differently? Why should the corporate form of organization be allowed to 
enable such large avoidance of individual surtaxes? Why should not stock- 
holders have a right to have the earnings of their corporations distributed 
to them for use as they see fit instead of permitting directors of a chemical 
company, for example, to employ them to buy United States Steel stock 
or a controlling interest in General Motors? It is not only possible for 


unreasonable corporate accumulations to be used in stock speculation but 


to be used also for undesirable expansion of plants and thus to contribute 
to the generation of booms and depressions. 

On the other hand, how are promising small businesses going to grow 
into strong larger businesses and thus increase employment and general 
social income if they cannot accumulate reasonable savings without a severe 
penalty, or, if debt-ridden, they cannot pay off debts without a similar 
penalty? Are all large corporations necessarily uneconomic and “bad” just 
because they are large? Are government officials always or generally better 
directors and regulators of business policies than directors elected by stock- 
holders of privately owned and operated corporations? Should the govern- 
ment claim a partnership and take a large share of the $5,000,000 profits 
made one year but withdraw without recourse from the partnership when 
a $5,000,000 loss is sustained the next year? Graduation of corporate taxes 
and multiple taxation of intercorporaie dividends involve similarly difficult 
decisions. Who can draw the line where it should be? The legislator must 
draw it somewhere, and the administrator who interprets and gives force to 
the law must draw it somewhere; but their decisions are not 100 per cent 
correct in the judgment of anybody else, and generally not even fully satis- 
factory to themselves. 

In our opinion, the new Revenue act introduces distinct improvements 
with respect to the taxation of promising small corporations needing funds 
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for expansion, with respect to some debt-ridden corporations (some are 
favored more than is justifiable), and with respect to numerous individuals 
and corporations suffering certain capital losses. Some receiving large capi- 
tal gains may be favored unduly. We cannot, however, defend the arbitrary 
distinctions and differentiations in the treatment of capital gains and losses 
and, though we consider the partial resumption of previous carrying-forward 
provisions a distinct improvement, it is nevertheless much too limited in, 
scope and time. The arbitrary limitation of income computations to a single 
year, without consideration of other years, has recently been carried far 
beyond defensible bounds. 

It is our opinion, also, that practically every revision of the law and 
especially this last one, makes it more complicated and more difhcult for 
a layman to understand. Many provisions of this law are so involved that 
nobody except a very few Treasury and congressional committee experts 
understands all of them—if they do; private expert lawyer-accountants who 
specialize in the federal income tax may be able to learn most of them in 
time. The ordinary taxpayer with other than the simplest income is hope- 
lessly lost. As a matter of fact, few Congressmen and Senators understood 
the many complex provisions of the bills well enough to debate them or 
to take much interest in them. This lack of interest in Congress was evident 
when some of the main features were under discussion, but members perked 
up noticeably upon the introduction of amendments proposing a tariff on im- 
ports of pork, an increased excise on whiskey, processing taxes on agricul- 
tural products, and other extraneous matters—issues that are easier for Con- 
gressmen to understand. 

Efforts to prevent evasion and avoidance, efforts to promote equity, ef- 
forts to get needed revenue in spite of equity, efforts to circumvent reasonable 
and unreasonable court decisions, and efforts to solve the inherent diffi- 
culties of administering a high-rate tax measure in a complex modern eco- 
nomic society are largely responsible for the many complexities. It appears, 
however, that less complexity and more clarity and certainty, even at the 
sacrifice of some other desiderata, should receive first consideration in future 
tax revisions; and a tax revision must be made next year because, other- 
wise, several important taxes in the present Act will expire and revenues 
be inadequate—even more inadequate. 

The President has already given some hint of his intentions as to the 
character of next year’s revision. In fact several acts of the President during 
the course of the recently enacted bill were unusual and more or less sig- 
nificant. In the first place his influence through the Treasury Department 
and otherwise was apparent at practically every stage of the proceedings. 
It was characteristic of his attitude toward the Supreme Court and its previ- 
ous decisions for him to urge Congress, while this bill was pending, to 
remove the Court-approved exemptions long in force with respect to federal 
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state government bond interest and salaries.1® Presumably existing gov- 
nment-bond contracts would not be upset, but interest from further issues 
would “be taxed. His expression of objections while the bill was in con- 
ference’ ‘was unusual, also, as were his criticisms and the announcement, at 
a sinaji high- -school commencement, of his decision not to sign or veto the 
bill:-On the latter occasion he also gave notice that he intended to carry 
on the fight for higher taxation of undistributed corporate earnings and capi- 
tal gains. ; 
> l Roy G. BLAKEY 
GLADYS C. BLAKEY 
University of Minnesota 


* On the very important issues raised here see, not only the President’s speech and the 
long line of Court decisions, but also two very recent decisions of the Supreme Court (May 
23, 1938). In the case of Helvering v. Gerhardt, the Court held that employees of the 
Port of New York Authority were liable for the federal income tax. In the case of Allen, 
Collector v. the Regents of the [State] University of Georgia the Court held that the 
federal excise tax must be paid on admissions to Georgia University football games. Note 
particularly in the Port of New York case the remarks of Justice Hugo Black relative to 
the confusion on the subject of intergovernmental tax immunity. With reference to the 
effect of the Sixteenth Amendment, consider also the statements of Charles Evans Hughes 
(then governor of New York, now Chief Justice of the United States), Elihu Root, 
William E. Borah and others made while this amendment was pending; see also The 
Income Tax (chapter 6), by E. R. A. Seligman, Taxable Income, by Roswell Magill, and 
numerous articles by Professors Edwin S. Corwin, Henry Rottschaefer and others. Consider 
also the trend of public opinion as well as the present and probable personnel of the 
Supreme Court. 

In the lay opinion of the present writers the line of past decisions might well have 
been different--perhaps aiming to prevent discrimination without providing exemption— 
but the fact is that much has been built on the foundation laid. The Supreme Court can, 
however, easily overturn this foundation, reverse itself, if a majority so desire. If precedents 
should be necessary, existing decisions are so conflicting and lawyers are so able that 
desired precedents can always be found. 


* * 


COMPETITION IN THE RUBBER-TIRE INDUSTRY: ` 


The tire industry affords an excellent opportunity to test the usefulness of the cee 
of monopolistic competition. The theory as it now stands fails because of. its very simple. 
assumptions to explain the excess capacity which exists in tire production. This. ‘suggests 
that the value of the work done to date lies more in its method and emphasis thaí in tits 
detailed conclusions. oe? 

The work of Professor Chamberlin, Mrs. Robinson and others has demor- 
strated that competition produces different results in different circumstances, 
and that only in the special case of pure competition will economic re- 
sources be used most efficiently. Such a view has disturbing practical im- 
plications. It follows, for example, that no general conclusion can be 
reached concerning the merits of government intervention in industry. The 
prescription suitable for one industry may be inappropriate for another; 
the issues must be considered afresh on the facts of each case. 

The rubber-tire industry forms a particularly good object for investiga- 
tion. Its highly competitive character has led financial journals to term it 
“chaotic,” “murderous,” and “insane.” Moreover, it possesses two charac- 
teristics—fewness of sellers and differentiation of the product—which have 
been in the forefront of recent theoretical discussion. The purposes of this 
paper are to inquire how far the theory of prices as it now stands is adequate 
to explain the behavior of the tire industry, and to make certain suggestions 
for public policy.* 

I 

The principal features of the industry are so well known as to require 
no elaboration. Three-quarters of all tires are produced by four companies— 
Goodyear, Firestone, United States Rubber and Goodrich---of which three 
have their largest plants in Akron, Ohio. The number of tire producers has 
fallen from 178 in 1921 to 32 in 1933, while the percentage of all tires 
produced by the Big Four has increased from 60 to 75 during this period. 
There are no apparent restrictions on entrance to the industry, but not a 
single new producer has gained a foothold during the past fifteen years. 

The Big Four obtain tire fabric from their own textile mills. Crude 
rubber is purchased primarily in the Singapore market by company buyers. 
Inventories amounting to at least six months’ requirements are usually car- 
ried; and, since it is impossible to hedge these large purchases, a decline in 
rubber prices means large inventory losses. The great decline of rubber 
prices during the years 1920-32 undoubtedly contributed to the elimination 
of small producers and lowered the profits of the larger firms. The process 
of tire production is now almost entirely mechanized, and fixed costs are 
relatively large.? The heaviest investment is in curing (vulcanizing) equip- 

1 A grant from the Harvard Committee on Research in the Social Sciences made possible 
interviews with a number of tire company executives. 


? When a tire plant is operating near capacity, fixed costs are approximately 25 per cent 
of the total, wages 15 per cent, rubber and tire fabric 45 per cent. 
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ment which also sets the limit to production capacity, since only a limited 
number of tires can pass through the curing pits in a given time." 

The market for tires is of two sorts: (1) purchases by automobile manu- 
facturers for original equipment. Ford ordinarily buys most of its tires 
from Firestone, Chrysler from Goodyear, and General Motors from United 
States Rubber, but each obtains some tires from other sources, Demand in 
this market is very inelastic and fluctuates violently with fluctuations in 
automobile production. (2) Renewal purchases by consumers. Demand in 
this market is also inelastic, and until 1928 showed a sharply rising trend. 
After that date improved tire quality more than offset increased automobile 
registrations, and the trend of renewal demand turned down (Table I). 


Tase I 
PRODUCTION or AUTOMOBILE Tires, 1922—36! 

(millions) 

Year Ong Renewal Total Year Orig. Renewal Total 
equip equip. 

1922 9.9 28.7 40.9 1930 13.6 38.3 51.0 
1923 15.6 28.6 45.4 1931 9.6 37.5 49.0 
1924 13.9 34.4 50.8 1932 6.0 32.9 40.1 
1925 16.4 40.1 58.8 1933 10.3 32.8 45.3 
1926 16.7 40.0 60.1 1934 14.5 31.9 "47.2 
1927 13.0 47.9 63.6 1935 20.9 29.3 51.2 
1928 16.8 53.6 75.5 1936 23.1 29.9 58.1 
1929 20.5 47.1 69.8 ace 


1 Sources: B.F.D.C.. Rubber Division, Circular 2865 (1922-29); Rubber Manufactures’ 
Association (1930-36). 


The situation just outlined is one in which price-agreement might reason- 
ably be expected: a few large producers, located in the same city, with heavy 
overhead costs, and faced with an inelastic demand. The uniform list prices 
of the leading producers, too, might be taken as evidence of agreement. 
Actually, however, this uniformity means merely that the producer who 
is willing to sell cheapest sets the price for all. A reduction by one company 
is followed immediately by all other important producers. This is not always 
true of price advances, and a company which has increased prices is oc- 
casionally forced to withdraw the increase because the others are unwilling 
to follow. There is no consistent pace-setter, price changes being announced 
now by one firm and now by another. 

This failure to achieve a durable price agreement is remarkable enough 
to deserve explanation. The personzlity of Harvey Firestone, Senior, was 


*The capacity of a tire plant is therefore variable. It is increased by chemical im- 
provements which reduce the time necessary for vulcanization. On the other hand, the 
tendency toward larger tire sizes has made for a shrinkage of capacity, since a curing 
pit will contain fewer of the larger tires. 
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undoubtedly an important factor during his lifetime. Mr. Firestone has been 
the Henry Ford of the tire industry, making tires more cheaply than most 
of his competitors, selling them in his own way and at his own price. The 
output of the Firestone company is sufficiently large so that no price of 
which Mr. Firestone disapproved could last long. ‘The violent fluctuations of 
rubber prices have been an additional obstacle to price agreement. When the 
price of rubber is changing rapidly there is a conflict of interest between the 
Big Four who have large rubber inventories and the smaller firms who buy 
their rubber on the spot market; and it would be difficult to reconcile this 
conflict. Moreover, the mere fact that a fixed price for tires would require 
frequent alteration introduces grave administrative difficulties. 

The most important reason for the persistence of price-competition, how- 
ever, is probably the rise of the large retailer. In the late twenties several 
retail chains decided to enter the tire business. By 1935 Sears-Roebuck, 
Montgomery-Ward, Standard Oil and other large oil companies were mak- 
ing one-quarter of the renewal sales. These tires, though sold under private 
brands, were all manufactured by the Big Four.* Most manufacturers were 
faced after 1928 with extensive unused capacity and were eager to secure 
orders at any price above direct cost. Goodyear, for example, sold to Sears- 
Roebuck at 35 per cent less than the price to dealers of Goodyear’s own first- 
line tires. The factory cost of the two tires was almost exactly the same, 
and they were substantially uniform in quality." This buying advantage en- 
abled Sears to undersell independent dealers by as much as 30 per cent.® 

When independent dealers began to feel the bite of mass-distributor com- 
petition in the late twenties, they came to the manufacturers demanding 
lower prices. The manufacturers, in order to protect the independents who 
are still an essential part of their distributive system, were obliged to re- 
duce prices on their own brands. The manufacturers were thus placed in 
the amusing position of competing with themselves, 7.e., with their own 
tires sold under the chain brands. They were also compelled to make price- 
reductions because of the aggressive policy of Mr. Firestone, who, having 
no mass-distributor contracts, constituted himself the champion of the small 


*Sears-Roebuck All-State tires were made by Goodyear, Montgomery-Ward Riverside 
by U. S. Rubber, and Standard Oil Atlas by U. S. Rubber and Goodrich. The situation 
has been unsettled since 1936, however, because of the adverse decision of the F.T.C. on 
the Sears-Goodyear contract and the passage of the Robinson-Patman act. Goodyear and 
Goodrich have cancelled all contracts with mass-distributors, and Sears-Roebuck is obtain- 
ing its tires from 2 number of small producers. 

5 Federal Trade Commission: In the matter of the Goodyear Tire and Rubber Co. 
(Docket 2116). See also W. W. Leigh, Some Marketing Problems of the Tire Industry 
(unpublished doctoral thesis, Northwestern University, 1936). 

€ The tire dealer, of course, mounts and services the tires which he sells, and is therefore 
able to charge somewhat higher prices. He has also the advantage of the tire company’s 
advertised brand. When allowance has been made for these factors, Sears has still a 
competitive advantage of perhaps 15 per cent. The advantage of Montgomery-Ward, 
Standard Oil and the rest is probably somewhat less, 
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dealer and entered into a prolonged pzice-duel with Sears-Roebuck. It is not 
too much to say the initiative in tire pricing since 1926 has lain with Sears 
and Firestone, and that they are largely responsible for the great decline. 

Large consumers as well as large retailers have received special price con- 
cessions. The automobile companies, by playing one tire company against 
another and by threatening to go into production for themselves, have ob- 
tained tires at prices about 40 per cent below the price to tire dealers." 
Owners of fleets of cars or trucks are also permitted to buy tires directly 
from the manufacturers. Sales to these “commercial accounts” are nominally 
made at 20 per-cent less than the list price to consumers (7.e., somewhat 
above the list price to dealers, which is usually 30 per cent below consumers’ 
list). This standard allowance, however, has been merely a jumping-off point 
for additional secret discounts, which in periods of price-warfare have 
sometimes amounted to more than 60 per cent of the list price. 

The concessions to large tire buyers have been too great to be explained 
entirely by economies in production and selling costs. In the one case which 
has been investigated, the manufacturer’s profits appear to have come al- 
most entirely from his sales to independent dealers. This discriminatory 
price-structure, however, has not been developed and imposed by manu- 
facturers as a means of maximizing their profits. Sales to mass distributors 
or commercial accounts are in direct competition with sales to independent 
dealers, and profitable discrimination is therefore impossible. Discrimina- 
tion has been forced on the manufacturers by the combination of unused 
capacity and the bargaining pressure of large buyers. 

Product differentiation has been adopted as a means of securing com- 
petitive advantage without the risks of price-competition. Each producer 
tries through intensive advertising to convince the public that his tires are 
consistently better than all other brands. Selling expenses, while not large 
by comparison with such industries as tobacco, are appreciable and appear to 
be increasing. In 1926 the selling expenses of one leading company (ex- 
clusive of freight, warehousing, and shipping) amounted to $1.30 per tire, 


"Tires are sold to automobile companies at cost of production plus a stated percentage 
of profit. But what is “cost of production?” The buyer commonly sends in his own account- 
ants to assist in the computations, and the determination of unit cost becomes a matter 
of higgling between the two groups of accountants. The tire company is usually obliged 
to make so many concessions that its nominal profit margin is practically eliminated. 

"The profits of the Goodyear Company for the period April 1, 1926 to December 31, 
1933, were distributed as follows [Leigh, op. cit., p, 240}: 


Operating profit as a 


Sales to percentage of net sales 
Dealers 13.9 
Taxi and bus companies — 43 
Large retailers 5.0 
Automobile companies 4.0 
Commercial accounts —11.3 


Total 7.5 
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or 11 per cent of the manufacturer’s selling price. By 1933 this had in- 
creased to $1.53 per tire, or 30 per cent of the selling price.® Scattered test 
data indicate that no one tire actually enjoys a continuous superiority over 
all others. Development of a new process may give one producer a clear 
superiority for a few months. Such innovations, however, quickly become 
common knowledge and the advantage of the innovator is wiped out. The 
great improvement in tire quality during the past 30 years’° is undoubtedly 
due to constant repetition of this cycle of invention and imitation. 


II 


The existence of product differentiation, oligopoly, and price-competition 
has now been demonstrated. Professor Chamberlin concludes that under 
these conditions, and assuming in addition complete knowledge, economic 
behavior, a large number of buyers, identical cost and demand curves for 
all sellers, and absence of cyclical fluctuations, the following results may 
be expected: (1) close correspondence between price and average total cost 
(including “normal” profits), (2) no unused plant capacity, except for 
relatively short periods, (3) too many producers, each of less than the 
optimum size. To what extent have these results appeared in the tire 
industry? If it should develop that the tire industry has not behaved in the 
expected way, this would of course prove nothing as to the validity of the 
theory of monopolistic competition. It would indicate, however, that the 
factors of which the theory takes account have in this case been overborne 
by other elements. An appeal to facts, while it can never disprove a theory, 
may help in estimating the wsefzalness of theoretical conclusions. 

1. Mechanization of production, chemical discoveries, and the downward 


TABLE II 
Trre Prices anp Cost or Propuction, 1921-33 


Year Cost of a Cost Index Index of tire 
tire and tube (1927 = 100) prices (1926= 100) 
1921 13.94 139.4 179.0 
1923 10.70 107.0 109.5 
1925 11.80 118.0 98.6 
1927 10.00 100.0 76.3 
1929 8.20 82.0 55.6 
1931 5.13 51.3 43.8 


1933 4.22 42.2 40.4 


° Federal Trade Commission: Docket 2116. 

* The average life of a tire has increased from six months in 1910 to more than two 
years at present, and the average mileage yielded has increased from 3,500 to 20,000. 
(U. S. Bureau of Foreign and Domestic Commerce, Rubber Section, Circular 3171.) 

u=., although the general conclusion is that the scale of production may be either 
larger or smaller than under pure competition, it seems much more likely to be smaller” 
(Theory of Monopolistic Competition, p. 166). 
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trend of crude rubber prices since 1920 have greatly reduced the cost of 
producing a tire. Tire prices seem to have declined to about the same extent 
as costs (Table II) .1* A selected group of tire companies earned 4.3 per cent 
annually on stockholders’ investment from 1922 through 1935, while the 
average rate of profit for all manufacturing industry over this period was 7.6 
per cent (Table III).1* Although this does not prove that tire profits have 


Taste Ill 
Prorirs In Tire MANUFACTURING AND IN ALL MANUFACTURING, 1919-35 





Percentage profit in Percentage profit in 

Xer Ce Year ee 
Tire mfg. All mfg. Tire mfg. All mfg. 

1919 19.0 13.1 1928 1.3 9.8 
1920 2.1 9.6 1929 5.9 13.4 
1921 — 12.6 1.9 1930 —4.8 7.1 
1922 3.6 9.1 1931 —1.7 3:3 
1923 6.0 10.0 1932 —2.8 0.3 
1924 7.3 &.9 1933 1.6 3.1 
1925 18.9 10.7 1934 2.4 4.3 
1926 8.6 11.0 1935 4.1 6.7 
1927 6.9 &.4 


been less than “normal,” it is safe to say that they have been below the 
general average. It must be added, however, that inventory losses are partly 
responsible for the low earnings of the industry. Tire companies may very 
well have made average profits on their strictly manufacturing operations. 

2. Unused plant capacity has existed continuously since 1927. Between 
1927 and 1929 the capacity of the industry was increased by about 50 per 


* The cost figures, computed from the Census of Manufactures, include materials, 
fuel and power, wages and interest charges, items which in most years have formed about 
75 per cent of total costs. If the remaining items (largely fixed costs) were included, the 
percentage reduction in unit cost would be somewhat less. The tire price index is that 
of the U.S.B.L.S.; it is not homogeneous, because of the shift from high-pressure to balloon 
tires during the twenties, 

The table should not be taken too seriously. The cost figure is a simple arithmetic 
mean, obtained by dividing total costs by total output regardless of size or type of tire. 
The price index is weighted, but the representative character of the weights is by no means 
certain. The table is probably reliable as an indication of general trends, but year-to-year 
comparisons would be dangerous, 

= The measure of profits used is the ratio of net income after fixed charges to the total 
of preferred stock, common stock, surplus and capital reserves. The series used are un- 
fortunately not homogeneous. The data from 1919-28 are taken from Epstein’s study of 
industrial profits; these figures as Epstein points out, are biased upward by the dominance 
of large corporations in his sample and by the omission of failures. From 1929-35, the 
series for all manufacturing are taken from the reports of the National City Bank, and the 
series for the tire industry are computed from a consolidated income statement of eleven 
leading tire companies compiled by Standard Statistics; both of these series are biased up- 
ward in much the same way as Epstein’s series, though it is not possible to determine in 
which series the bias is greater. 
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cent. The trend of renewal sales, however, turned downward in 1928 and 
after 1929 original equipment sales also declined. The recovery since 1933 
has been insufficient to take up the slack in productive capacity. The capacity 
of the industry was estimated at something between 82 and 98 millions of 
tires in 1934," and large plants have been constructed by Goodyear and 
Ford since that date. The total output of tires in 1936 was only 58.1 million. 
It would appear that even if no additional plants are built the industry 
will suffer from excess capacity for some years to come. 

This co-existence of unused plant and active price-competition over a 
considerable period requires an explanation. The burst of plant construction 
in the late twenties seems to have been due to a fauity forecast of demand. 
It is more difficult to understand how investors, in the face of the poor 
dividend record of the industry, were induced to purchase the common 
stock by which the new construction was largely financed. The explanation 
is probably to be found in the general optimism and the uncritical acceptance 
of new issues which prevailed during 1928 and 1929. 

The entrepreneur of theory, when confronted with less than “normal” 
earnings, is supposed to disinvest. During the twenties, however, despite low 
earnings, some 40 millions were reinvested as compared with 30 millions 
distributed in common dividends. At the present time large annual ad- 
ditions are once more being made to surplus, but only Firestone has re- 
sumed common dividends. The explanation may be partly that corporation 
officials are interested in developing and maintaining a large organization 
as well as in securing returns to the stockholders. It is very well for the 
calculating outsider to suggest that a business should be allowed to stagnate 
or waste away when it no longer yields normal returns on investment. To an 
official within the institution, however, such a proposal seems somehow 
treasonable. The corporation is a petty state whose borders, if they cannot 
be extended, must at least be maintained. A variety of motives, desire for 
influence and prestige as well as for salary, unreasoning loyalty as well as 
rational self-seeking, probably enter into the decisions of executives. 

It should also be remembered that over the past fifteen years disinvestment 
has been rendered difficult by the pace of technical development. New 
processes require new machinery, new tire sizes require new curing molds. 
It has accordingly been necessary to discard machinery long before it is 


“The Code Authority for the industry in August, 1934, published an estimate of 82 
millions, but admitted that this was a conservative figure. The NRA Research and Planning 
Division estimated the capacity of the industry on January 1, 1933, at 98.5 millions. This 
estimate is almost certainly too high, since it appears to overlook seasonality of production; 
20 per cent of the annual output is produced in two peak months in the spring, and the 
possible annual output of the industry is therefore only about 85 per cent of its apparent 
capacity. Moreover, both these estimates appear to use capacity in the sense of maximum 
possible production from the plants. We are interested, however, in the rate of output at 
which unit costs will be lowest; and this will evidently be somewhat below “capacity” in 
the above sense, 
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completely depreciated, and to buy new equipment even when existing plant 
was not returning a reasonable profit. Disinvestment has been difficult, too, 
because of the great size of the Akron plants. Where production is carried on 
in a considerable number of identical units, one or more can be closed down 
with relative ease. One part of a large production unit, on the other hand, 
cannot be allowed to deteriorate without disrupting.the entire production 
process. The advantages of decentralized production, finally, have led to the 
building of branch plants in California, Alabama and elsewhere, even at the 
cost of leaving Akron plants partially idle. 

3. It has been stated by Chamberlin and others that under monopolistic 
competition a different sort of excess capacity tends to develop. Consumer 
preference, created by trade-marking and advertising, maintdins in existence 
too many producers, each of less than the optimum size. If the resources em- 
ployed in the industry could be rearranged into fewer and larger units, a 
greater output could be obtained at lower unit cost. Is there evidence that 
this sort of excess capacity exists in the tire industry? 

The optimum scale of plant for tire production cannot be determined 
from the available data, but it is almost certain that the huge Akron plants 
are well beyond the optimum. The economies of machine production are 
fully realized with a relatively small plant.* Beyond this point administra- 
tive difficulties increase, and in plants of the Akron size codrdination of 
effort becomes a pressing problem. Although the Big Four are able to pur- 
chase their materials more cheaply than smaller firms, it is the general 
opinion in the trade that their unit production costs are at least as high as 
those of the small producers. The total unit costs of the “big four” are con- 
siderably above those of small producers because of their greater selling 
expenditures. The consumer preference resulting from their advertising, 
however, enables them to sell their tires for from 10 to 20 per cent more 
than the small producers receive for tires of equal quality. The selling ex- 
penditures of the large firms, in other words, have raised both their cost 
and demand curves so that their equilibrium-price is relatively high. 

It is apparent that the resources employed in tire production are not or- 
ganized in the most efficient way, but the reason is the opposite of that usually 
given. Plants seem to be too large rather than too small, Why, then, do the 
smaller firms not expand at the expense of the larger, bringing both nearer 
to the optimum scale? The chief reason is probably that the great cost 
of a national selling organization and a national advertising campaign rend- 
ers expansion very difficult. It is not profitable to undertake national dis- 
tribution unless sales can be increased rapidly enough to absorb the large 


3 “Granting an identical material, labor costs per unit, and the same management, a plant 
which at capacity produces 1,000 tires a day in two 6-hour shifts is about as economical to 
operate as a plant which produces 10,000 to 20,000.” (U.S. B.F.D.C., Rubber Section, 
Special Circular 3502, 1933, p. 14.) The Goodyear plants at Akron have a capacity of about 
45,000 tires per day. 


1938 | Competition in the Rubber-Tire Industry 467 


selling expenditures without a marked rise in unit costs. But consumer 
preference for established brands is so strong that rapid expansion of sales 
is unlikely. It is therefore not surprising that several medium-sized firms 
have gone bankrupt in the attempt to achieve national distribution. The 
small firms which have survived have concentrated their sales efforts on the 
larger population centers, and usually on only one section of the country. 

It may also be argued that much of the selling expenditures of the large 
firms constitutes uneconomic use of resources, and this for two reasons: (a) 
there is no evidence that the tires of the large producers differ appreciably 
in quality. Sales promotion efforts thus appear to have little informative 
value except, perhaps, in speeding the adoption of such innovations as the 
balloon tire and the life-guard tube. (b) It was pointed out in the preceding 
paragraph that the Big Four owe their continued dominance in the industry 
largely to consumer preference developed through advertising. The argument 
that advertising makes possible the economies of large-scale production seems 
in this case to prove too much. For here advertising seems to be the main 
factor preventing the expansion of small, efficient producers, while keep- 
ing in existence plants of more than optimum size. 


lil 


The results of this study suggest that the usefulness of the theory of 
monopolistic competition may easily be exaggerated. It has undoubtedly 
done excellent service in liberating economists from the bondage of pure 
competition and in indicating those features of modern industry on which 
attention ought to be concentrated. The concepts of the individual firm as 
a monopolist faced with a sloping demand curve, and of the possibility of 
changing the position of this curve through selling expenditures, are now 
indispensable to workers in this field. When one attempts, however, to use 
the detailed conclusions of the theory to predict the behavior of a particular 
industry, the results are less happy. In the present case, for example, it 
was impossible to predict the competitive behavior of tire producers, or the 
persistence of unused plant over a long period, or the uneconomic size of 
plants in the industry. We were obliged to explain these phenomena on an 
empirical basis, by appealing to data of which equilibrium theory takes little 
account—personal foibles of business men, errors of judgment, cyclical 
fluctuations of business, strategic positions and hard bargaining. The theory 
of monopolistic competition, like the theory of pure competition, is an ab- 
stract construction which because of its highly simplified assumptions can- 
not possibly describe the facts of a particular case. 

The study leads also to reflections concerning public policy. Concentra- 
tion of production in the hands of a few large firms can apparently exist 
without any planned exploitation of consumers. The interest of consumers 
has been protected in this case by the efficiency and uncodperativeness of 
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Mr. Firestone, and by the bargaining power of large retailers. It is difficult 
to see how manufacturers could succeed in fixing tire prices much above the 
competitive level without the coöperation of the large distributors. Such 
coöperation is unlikely to develop. The distributors are not interested in help- 
ing the manufacturers to make profits, but rather in securing a large turn- 
over of goods on a small margin at the lowest possible price. Their interest 
thus cotresponds more closely to that of consumers than to that of the manu- 
facturers. It seems likely that as chain-store organizations grow in size and 
influence, they may come to be one of the most important defenses of the 
consumer against price-combination among manufacturers. 

Although consumers have not been directly exploited, it is evident that 
the industry is not organized in the most efficient way and that tires are 
not sold at the lowest possible prices. Investment in the industry is excessive, 
many plants are uneconomically large, and selling expenditures are out of 
proportion to any real benefits resulting from product differentiation. The 
removal of these elements of inefficiency is a matter for administration 
rather than for criminal legislation. The only people who are at present 
in a position to plan for the industry as a whole, however, are the directors 
of the Big Four. It may therefore be argued that they should be brought 
together and encouraged to rationalize the industry. But in this case, must 
there not be some guarantee that inefficiency will really be eliminated and 
prices maintained at a reasonable level, and must there not be some public 
body to supervise the process? And will not public supervision of profits 
lead to regulation of prices, investment, and other major matters of business 
policy? This is not necessarily undesirable. It is desirable, however, that the 
implications of such a course be clearly recognized at the outset. 

For industries in which the wastes of competition are very large, super- 
vised rationalization may be considered advisable. The tire industry, in 
spite of the inefficiencies noted above, has rendered marked benefits to con- 
sumers—benefits which would almost certainly not have accrued under con- 
ditions of complete monopoly. Continued enforcement of competition would 
seem to be wise public policy in this particular case. This would probably 
mean a continued low level of earnings for tire companies, but the economic 
effect of low earnings would be. beneficial. Less money would be available 
for reinvestment, it would be more difficult for the companies to borrow, 
and unused productive capacity might in this way be eliminated over a 
period of years. 

Lioyp G. REYNOLDS 

Harvard University 


INVESTMENT AND COSTS OF PRODUCTION 


I 

Most modern business-cycle theories are couched in terms of “cumulative processes.” 
Investment creates incomes which are spent on consumption goods, and consumption stimu- - 
lates investment. The turning points of the cycle, crisis and recovery, have then to be 
explained by exogeneous forces, 

It can, however, be shown that the theory of cumulative processes is not beyond doubt. 
It is generally agreed that for various reasons a process of expansion will be accompanied 
by rising costs. In a world of immobile labor and specialized equipment, unemployment 
and idle resources may coexist with scarcity of factors and inelastic supply of output, 
and the concept of “full employment” loses much of its meaning. If this is so, increasing 
demand for consumption goods must, by its effects on costs, adversely affect durable 
investment, During the upswing, the rise in costs and prices will be accentuated by com- 
modity speculation. The faster the rise the sooner the boom will break, because durable 
investment becomes unprofitable. The dilemma of a monetary policy which aims at stabiliz- 
ing the rate of expansion is recognized. 


I 


One of the more gratifying aspects of recent investigations into the trade 
cycle’ is the remarkable rapprochement on the nature and conditions of 
the cumulative processes of expansion and contraction. However much 
economists may quarrel about the forces determining the “turning points” 
of the cycle, z.e., crisis and recovery, there exists today fairly wide agreement 
that the intermediate periods of the cycle, z.e., prosperity and depression, are 
characterized by self-reénforcing processes of expansion and contraction of 
employment and output. 

This rapprochement became possible only when it was generally realized 
that we are living in a world in which the supply of many factors of 
production, notably labor, is sometimes highly elastic, and where, with the 
general use of bank deposits as means of payment, fairly large changes in 
the demand for money can take place without affecting the rates of 
interest. These two circumstances—the existence of unemployment and the 
elasticity of the monetary system—are the necessary condition of the cumu- 
lative processes. Even about the mechanism of the latter there is today 
little disagreement. 

The fact that ours is a dynamic world, in which inventors are day and 
night racking their brains to find some slight improvement in productive 
technique, has so far prevented serious controversies about the causes of 
recovery by allowing economists to fall back on the convenient expedient of 
exogenegus forces for the explanation of the lower turning point of the 
cycle. If such a dynamic world, sooner or later, investment opportunities are 

. bound to arise which will tend to raise the marginal productivity of some 
types of capital above the current rate of interest. With fixed MV this 
tendency would immediately be checked by the forces of the money market, 
but where, as in our world, the readjustment of the rates of interest depends 
on the attitude of the banks, this is, for reasons we need not go into here, 
unlikely to happen. The inducement to invest thus being untrammelled by 
monetary forces, investment in the newly opened lines will have its well 
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known repercussions on output and consumption. As soon as consumption 
increases, whether we accept the acceleration principle or not and with 
whatever qualifications we do so’ there is a high degree of probability that 
investment will be further stimulated. Thus the wheels have turned the 
full circle and, with further increased inducement to invest the cumulative 
forces of expansion, are given free play. 

Here agreement ends. It is held by one powerful school of thought that, 
theoretically at least, the cumulative process of expansion could go on until 
“the point of full employment” is reached. But, as we shall see later on, 
it is by no means easy to give this concept any precise meaning. Moreover, 
whatever meaning we may attach to it, in reality many booms have broken 
down long before it was reached. For this reason even the adherents of the 
above-mentioned school have found it necessary to devise some other theory 
in order to explain the collapse of expansion. 

Mr. Keynes has taken a non-committal attitude. According to him every 
boom causes sooner or later certain expectations to be disappointed. These 
disappointed expectations manifest themselves in periodically recurrent 
collapses of the marginal efficiency of capital “determined, as it is, by the 
uncontrollable and disobedient psychology of the business world.™? A boom 
is dangerous, because it “is a situation in which over-optimism triumphs 
over a rate of interest which, in cooler light, would be seen to be excessive.’ 
Nothing is said about the causes of this undue optimism, nothing about 
their relationship to the current rate of interest. His followers, however, 
have tried to give the periodical collapses of the marginal efficiency of 
capital a more realistic appearance and, as was to be expected, have evolved 
both over-investment and under-consumption theories. 

Mr. Kalecki has put forward a theory according to which the high level 
of investment activity which characterizes the boom reduces the marginal 
efficiency of capital. The latter, however, is prevented from adapting itself 
gradually by the existence of technically conditioned time-lags between the 
moment of investment-decision and the moment at which the new invest- 
ment goods are ready for use.* Hence, the marginal efficiency of capital will 
fall suddenly and heavily as soon as the new output of investment goods is 
forthcoming. 

Now, Professor Hayek has disposed of the argument that investment 
must necessarily reduce the marginal productivity of all capital by showing 
that this proposition involves an undue generalization of conclusions which - 
apply only to the results of investment in a particular field.” Moreover, Mr. 
1 G. Haberler, Prosperity and Depression, Geneva, 1937, pp. 81-98, 205-209. 
2J, M. Keynes, The General Theory of Employment, Interest and Money, London, 
1936, p. 317. 

Ibid., p. 322. 


* M. Kalecki, “A Theory of the Business Cycle,” Rev, of Econ. Stud., IV, 2, Feb., 1937. 
F, A. von Hayek, “Investment That Raises the Demand for Capital,” Rev. of Econ. 


Stat., Nov., 1937. 
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Kalecki seems to have exaggerated the economic significance of his technical 
time-lags. The mere fact that the production of a good takes time is not in 
itself sufficient to show why this technical fact can have its economic 
repercussions only after the good has been “delivered.” If the entrepreneur 
who has ordered it is unable t6 forecast the results of his actions, there are 
others who will do it for him. There are, in a fully developed free exchange 
economy, speculative markets for assets and claims; and on these markets 
speculators are in the habit of forecasting the results of everything they 
hear about by raising or lowering share prices. Since in Mr. Keynes's 
theory, share prices express the marginal efficiency of capital,* Mr. Kalecki’s 
argument is not very convincing. 

The under-consumptionist wing is represented by Mr. Harrod.” Accord- 
ing to him, investment is a function of the rate of increase of consumption. 
As soon as the latter declines (which is, of course, quite possible even 
where consumption increases absolutely) investment will fall off and the 
process of expansion will come to an end. This decline is caused by a 
number of factors which make themselves felt more strongly the longer 
expansion lasts, and which bring about a “shift to profits,” z.e., an increase 
in the percentage of profit per unit of output. One of these factors is the 
“diminishing elasticity of demand,” an alleged tendency of markets to 
become more monopolistic as people grow richer. But surely, of all phases 
of the cycle it is during prosperity that we should expect new firms to enter 
the field. And of the other causes of the shift to profits, Professor Neisser 
has said that “the constellation supposed in Mr. Harrod’s pattern is much 
more likely to prevent any upswing at all than to explain the end of 
prosperity and the trade cycle.’’® 

It is, indeed, to the changes which profits undergo during the cycle that 
we have to look for its causal-genetic explanation; and Mr. Harrod is no 
doubt justified in stressing the importance of “the observed fact that 
fluctuations of aggregate profit in the cycle exceed fluctuations of output’ 
(p. 77). But we have only to remember the other well known fact that 
fluctuations in the output of investment goods exceed those in the output 
of consumption goods in order to be able to infer that the most violent 
fluctuations will occur between profits in these groups of industries. 

Fluctuations in relative profitability therefore appear to be the most 
convenient starting point for a causal-genetic analysis of the trade cycle. 


II 


In spite of the rapprochement mentioned, there remain grounds for re- 
. garding the cumulative process with some suspicion. In this theory an 


* Keynes, Joc. cit, p. 151, n. 1. 

"R. F. Harrod, The Trade Cycle, Oxford, 1936. 

€ Ibid., pp. 86-87. 

°H. Neisser, “Investment Fluctuations as Cause of the Business Cycle,” Social Research, 
Nov., 1937. 
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essential point is left in the dark “investment is stimulated twice, first by the 
divergence between marginal productivity of capital and rate of interest, 
and afterwards by the increase in consumption. How soon will the two 
teiidencies come into conflict? It is true that builders build cinemas as well 
as hydro-electric plants, and it is comforting to hear that as long as the 
supply of factors of production is highly elastic—with “less than full 
employment” —one activity need not interfere with the other. Yet, it is 
generally acknowledged that every process of expansion leads to a rise in 
marginal costs, and the question is how far this will affect the relative 
profitability of the two types of investment activity. 

It is useless to say that all costs being incomes and (with due modifica- 
tions for hoarding) all incomes being spent on something, for entrepreneurs 
as a whole receipts will always equal outlay, precisely because this applies 
only to entrepreneurs as a whole. It is futile to argue that a general rise in 
costs (which leaves the ratio of marginal to average costs unchanged) will 
not affect the profitability of investment, because the income from the 
latter will rise as much as the cost of it; for this does not tell us anything 
about the effect on the relative profitability of different types of investment. 
There is, indeed, every reason to believe that the forces which raise the 
marginal productivity of one type of capital will lower that of another. 

In our case the stimulus to investment originated from the margin 
between the marginal productivity of some type of capital and the current 
rate of interest. Our problem therefore is whether, during the subsequent 
spell of prosperity, increased consumption andthe rise in costs accompany- 
ing it will affect either of the two magnitudes. Changes in the rate of 
interest being excluded by our assumption about elastic money supply, it 
all reduces to the question how far and in what direction our causa causans, 
the marginal productivity which gave the initial stimulus, will be modified. 

At the present time, these seem rather pertinent questions to ask. On 
the one hand, Mr. Lundberg has recently shown that precisely those types 
of investment which are most sensitive to changes in the rate of interest 
will probably not react at all to changes in consumers’ demand and vice 
versa. This clearly is relevant to our problem.?® On the other hand, recent 
events in the United States seem to indicate that even where there could 
be no question of full employment and where the supply of money was as 
plentiful as one could wish, increasing costs did not fail to have adverse 
effects on certain important types of investment. 


II 
In order to cope with the problems outlined, we now have to examine 


- Erik Lundberg, Studies in the Theory of Expansion (Stockholm Economic Series), 
Stockholm and London, 1937. 
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more closely the causes and effects of the cost movements which accompany 
the cumulative processes. 

It is generally agreed that, even with widespread unemployment and 
idle equipment, a process of expansion is bound to be accompanied by a 
rise in marginal costs. It is sometimes thought that this is due partly to 
the heterogeneity of labor and equipment, and partly to the probability of 
. encountering all sorts of “bottle-necks” as soon as surplus stocks are ex- 
hausted. But, as we shall attempt to show, this is but one aspect of a more 
fundamental phenomenon governed by forces which deprive the concept 
of full employment of much of its meaning. 

The rise in marginal costs is sometimes ascribed to the fact that the 
unemployed are necessarily inferior workers; but this is not a convincing 
argument. It is true that on the whole entrepreneurs will try to keep their 
best workers even in the depression, but for obvious reasons they may not 
be able to do so. Moreover, a major depression is usually accompanied by 
bankruptcies and the closing down of whole factories involving the dis- 
missal of the entire staff. What is probably more important is the observa- 
tion generally made when the world was emerging from the last slump, 
7.é., that skilled workers who had been out of work for a long time had 
Jost part of their skill. As regards the equipment with which the newly 
employed codperate, there is more reason to believe that equipment which is 
left idle during the depression is inferior, and during periods of financial 
strain it has probably not been properly maintained. As to the scarcity of 
working capital, it would seem that cost movements resulting from this 
scarcity could be only of a temporary character. 

The main causes lie deeper, and the real problems involved are more 
fundamental than that. Immobility of labor and specialization of equipment 
are outstanding features of the world in which we are living; and they 
present serious impediments to any expansion of output. With given 
technique, the coefficients of production are fixed in the short run, and the 
elasticities of substitution are extremely low. Hence, a smoothly running 
general process of expansion would require factors available in exactly those 
proportions in which they have to be combined. This, of course, is a mere 
wish-dream. In a world in which children are not born to fit the production 
function of particular industries, and where many equipment goods are of 
such highly specialized nature that they cannot be shifted from one line 
of production to another without total or partial loss of the capital invested 
in them, scarcity of labor and widespread unemployment may exist at the 
same time; redundant plant and equipment being used to full capacity may 
be found side by side.** For every combination of factors the elasticity of 
output depends on the elasticity of supply of the scarcest factor. If a product 


4 Haberler, op. cit., p. 258. 
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is created jointly by several factors, full employment of one of them will 
cause supply to become inelastic, and all further “effective demand” di- 
rected toward that product will only increase the income of the scarce 
factor; and, by widening the gap between marginal and average costs, it 
will swell profits without any effect on employment. It is true that, as far 
as this applies to equipment, the high profits accruing to its owners will 
probably stimulate further production of that product—in a wider sense 
these ‘‘bottle-necks,”” too, may be temporary. This depends, however, on 
whether these profits are believed to be more than transitory; and, fusther- 
more, the technical time-lags cannot “here be neglected. 

For our purpose immobility of labor and specialization of equipment are 
sufficient to establish the necessity of rising costs. As expansion is going on, 
more and more categories of factors will come to be “fully employed.’’ 
To the extent to which this applies to (non-substitutible) “key-workers” 
and “‘key-equipment” the rise in costs will become more violent while the 
decline of unemployment is checked. These “bottle-necks” cannot be over- 
come by any dose of credit expansion whatever: 

If the supply of different factors becomes inelastic at different points of 
the cycle, the “point of full employment” becomes meaningless, and with 
it goes the criterion of distinction between a beneficial expansionist credit 
policy and one that is fraught with the dangers of inflation. The “policy of 
maintaining full employment” so widely advocated today thus assumes a 
striking similarity to the policy of “solving the social question” which in 
1848 the French Chamber so watmly recommended to the government. An 
important corollary is that, once it has been realized that unemployment may 
coexist with scarcity of factors of production, it will no longer be possible 
to dismiss theories stressing relative cost movements as causal determinants 
of crisis and recovery on the grounds that they are “starting from an assump- 
tion of full employment.” 


IV 


We have now reached a stage of our investigation at which we have only 
to introduce the Lundberg theorem in order to gather up the main threads 
of our argument. . 

Mr. Lundberg has recently pointed out that those types of investment 
which are most’ sensitive to changes in the rate of interest are least likely 
to be affected by changes in demand for consumption goods and vice versa; 
that “the influence of the direct demand for consumption goods on the 


a “Where Labour is divided into distinct groups there will be a critical level of 
employment, within each group, at which money wages begin to rise, and this critical 
point is passed in some industries when effective demand expands while unemployment 
in other industries is still very great.” 

Joan Robinson, Essays in the Theory of Employment, London, 1937, p. 43. 
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volume of investments tends to diminish with the rise in value of ...a 
magnitude ... which may be given by increasing durability of the invest- 
ment goods.’ He adds that “this tendency will be strengthened by the 
fact that the longer the time-dimension of an investment the less the in- 
fluences of changes in profits and receipts during relatively short periods 
upon the volume of investments.” 

As the income stream from a durable type of investment (e.g., a house) 
will extend over a great number of years, the level of demand for its 
services in evety single year will become a matter of relative indifference. 
The investor will have to make a rough estimate of the average yield to be 
expected, and if this average refers to, say, 40 or 50 years, the present level 
of demand will hardly affect his decision at all. But the most durable types 
of investment are most sensitive to changes in the rate of interest. It 
follows that the types of investment most likely to react to changes in 
interest conditions are least likely to respond to changes in consumption 
demand and vice versa. This already suggests that the cumulative process 
of expansion may not be such a well-lubricated merry-go-round after all! 

It is possible to extend this theorem so as to cover costs other than 
interest. The rate of interest relates a future income stream to a present 
capital outlay. With a given rate of interest, the investor’s decision depends 
on the cost of this present outlay and the size of the expected future income 
stream, że., he has to compare a present outlay exclusively determined by 
the present level of costs and prices with an expected income stream which, 
as we have seen, is unlikely to be affected by this at all. It follows that, in 
the case of durable investment, the average yield of which is independent 
of present conditions, a rise in costs will check the inducement to invest and 
vice versa. 

Mr. Keynes’s version of this story, z.e., that “if current costs of produc- 
tion are thought to be higher than they will be later on, that will be a 
further reason for a fall in the marginal efficiency of capital,” contains 
only half the truth. If the higher level of costs is thought to be permanent, 
the marginal efficiency of capital will fall just the same. For, when does an 
increase in current costs give rise to the belief in its permanency? Evidently 
this will be the case, if—in the opinion of the market and in the sense 
. in which unsophisticated people use this expression—current costs are now, 
after the increase, “at their equilibrium level,” 7.e., at a level at which they 
are compatible with existing economic conditions. 

As opinion on such matters does not change overnight, it follows that, 
before the increase, current costs were at what according to general opinion 
was a subnormal level. Hence, there must have been at that time a good 
deal of “bargain-hunting,” że., investment activity induced by the low 


* Eric Lundberg, Studies in the Theory of Economic Expansion, p. 230, 
“ Keynes, op. cit, p. 317. 
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cost level which now will be discontinued.*® It follows that, even if the 
new (higher) level is believed to be permanent, investment activity will 
tend to fall off. 

We are therefore entitled to conclude that a rise in costs such as is bound 
to occur in every process of expansion will sooner or later lead to a fall 
in the most durable types of investment activity and may easily bring about 
a crisis. But the latter will be the case only if the fall in “primary invest- 
ment” is not counterbalanced by an increase in investment in the consump- 
tion-goods industries. If at the moment under investigation consumption is 
still expanding, this may be the case, and the increased spending-power of 
the cost-income receivers may, via the acceleration principle, bring about just 
the degree of investment required to keep the process of expansion going. 

For a number of reasons, however, this could happen only under quite 
extraordinary circumstances. First, the counterbalancing investment must 
take place immediately, otherwise the setback in primary investment will 
have its repercussions on employment, incomes, and consumption. Second, 
the scope of the acceleration principle itself appears to be limited by the 
same considerations as have formed part of our argument. According to 
this principle the effect of a given increase in consumption demand on 
investment depends on the durability of the latter,*® but, as we have seen, 
the more durable the type of investment the smaller the influence of a 
temporary rise in demand. In our case, the greater the quantity of counter- 
balancing investment which (technically) a given increase in consumers’ 
demand might induce, the more doubtful it is that entrepreneurs will actually 
decide on it. But the longer they wait the more certain is the impact effect 
of the setback we have described. 

A rise in costs by checking the inducement to invest is therefore likely 
to bring about a crisis.” This is what seems to have happened in the United 
States between midsummer and early autumn, 1937.18 

On the other hand, there must be certain types of durable investment 
which a fall in current costs (as soon as it is thought to have reached its 
limits)! will stimulate, whatever the present level of consumption demand. 


If the increase in costs gives rise to expectations of a further rise, investment activity 
may continue for some time. But this effect will necessarily be of a temporary nature. 
Sooner or later these expectations will be disappointed. 

Haberler, op. cit., p. 86. 

“This applies a fortiori if, as one would expect during a boom, costs in investment- 
goods industries rise more than in consumption-goods industries. For in this case the 
marginal efficiency of capital will jso facto be reduced. Cf. Joan Robinson, of. cit., pp. 
44-45. 

2 It goes without saying that the validity of our argument is not confined to cases of 
perfect competition, że., where price equals marginal cost. What matters is not equality 
of, but correspondence between, these two magnitudes. That every increase in marginal 
cost should be accompanied by some price rise is for our purpose a necessary and sufficient 
condition. 

® Keynes, op. cit, p. 263, 
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This goes far to explain the remarkable rôle of housebuilding as the type of 
investment zctivity which has so often in depressions of the past led the 


first steps toward recovery. 
v 


We have so far rigidly adhered to our initial assumption about a perfectly 
elastic supply of money. As it was one of our main purposes to show that, 
even with the most accommodating of monetary policies, the process of 
expansion will come sooner or later to an abrupt end, this was, indeed, an 
indispensable hypothesis. It is, however, unlikely that it will meet with the 
approval of the advocates of an expansionist credit policy. “If for some 
reason or other,” they will argue, “the marginal efficiency of capital falls, 
the correct policy to pursue in order to prevent investment from falling is 
to reduce the rate of interest.” If because of the rise in costs durable invest- 
ment becomes less profitable, is it not possible to restore profitability by 
reducing the rate of interest? And will this not be all the more adequate 
as the most durable investments and those most responsive to changes in 
the rate of interest will be the most adversely affected? Our next task 
therefore will be to show that this is not so and that, on the contrary, such a 
“cheap money” policy by its effects on prices and costs will further add to 
the difficulties of investment and finally defeat its own ends. 

For this purpose we need a set of additional assumptions. We shall as- 
sume that in our system there are only two rates of interest, a “long-term 
rate” represented by the price level of industrial bonds (capital market) 
and a “short-term rate,” z.e., the discount at which 90 days’ bills of ex- 
change are 2xchanged against money (money market). Bonds can, by 
assumption, be used only for financing investment in fixed capital. Capital 
and money market during the first part of this section are completely 
isolated so that'the monetary authority can operate in either of them without 
affecting the other. 

Hitherto we have been arguing as though prices rose pari passu with 
marginal costs as the process of expansion is going on. In reality, of course, 
this will not be so; and we find that during prosperity, under the pressure 
of speculation, prices will tend to “run ahead of costs.” As soon as ex- 
pansion is well under way and the aim of monetary policy is generally 
known to be expansionist, speculators will naturally accumulate stocks of 
commodities As few things are more certain in the world in which we are 
living than. that expansion will sooner or later lead to increases in wages 
and other costs, the accumulation of commodity stocks—the intertemporal 
transfer of goods from points of lower to points of higher marginal cost— 
will not be 2 very risky business. This speculative activity, implying as it 
does additional investment in stocks, will of course tend to speed up the 
whole process and thereby to shorten it. Prices will rise faster, and the 
high prices will make employment, output, and marginal costs rise earlier 
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than they would have done otherwise. Hence, the larger the stocks accumu- 
lated the sooner will durable investment become unprofitable and fall off. 
Moreover, as the activity of the speculators may easily, under changed cir- 
cumstances, be reversed, and the resulting disinvestment cannot but have 
serious repercussions on employment, output, and incomes, such a situa- 
tion must be regarded as very dangerous. 

The stocks accumulated have to be financed, and on our assumptions 
this can be done only in the money market. We now have to make our 
assumptions about monetary policy a little more precise. 

With constant MY, the long-term rate of interest tends to adjust itself 
to the marginal productivity of (free) capital, and the short-term rate 
reflects expected changes in the price level of commodities. As the bill of 
exchange, the object of transactions in the money market, is the principal 
source of finance for working capital, it seems a legitimate inference that, 
in Mr. Keynes's terminology, the short-term rate will tend to adjust itself 
to the “commodity rates of interest.”®® This appears to be the most 
plausible explanation of the observed fact that during the cycle the short- 
term rate oscillates so much more violently than the long-term rate. During 
the upswing far larger profits are to be derived (for short periods !) from 
intertemporal transactions in commodities than from investment in fixed 
capital; but during the depression, where the shorter the horizon the 
darker the. outlook, losses are made on commodities, and short-term rates 
therefore tend to approach zero. We may surmise that, were capital and 
money markets completely isolated in the actual world, these oscillations 
would be even stronger. 

We now examine the repercussions of monetary measures on the relative 
profitability of durable investment and the holding of commodity stocks. 
We shall first ask ourselves what an elastic.supply of money means with 
regard to capital and money market. 

It is, of course, possible, that our monetary authority will pursue its 
expansionist aim by keeping both long and short-term rate fixed. It 
follows, however, from our previous argument that in this case it would 
defeat its own ends. For by preventing the short-term rate from rising it 
would remove the only check to commodity speculation that, under such 
circumstances, could be effective. Keeping the short-term rate fixed would 
mean to provide the speculators with all the funds they require in order to 
drive up prices and costs and thus to hasten the collapse of prosperity. It 
is therefore more likely that our monetary authority will confine its atten- 
tion to the long-term-rate while allowing short-term rates to fluctuate with 
changes in the size of commodity stocks. 

But even so, as we saw in section II, a moment will arrive when the 
rise in costs will impair the profitability of durable investment. To reduce 


2 Keynes, op. cit., p. 223 ss. 
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the long-term rate under such circumstances in order to maintain the level 
of investment would mean merely to encourage commodity speculators by 
indicating that the authority will do nothing to prevent costs from rising 
wherever they might, /.e., that it will “always satisfy the needs of trade.” 
' Prices and costs will therefore rise all the more violently. Moreover, we 
have to bear in mind that in the real world capital and money markets are 
not completely isolated. Not only are there fairly large funds like the 
liquid resources of insurance companies and similar institutions capable of 
being invested in either market, but the commodity speculators themselves 
will possess securities which they can use as collateral and the prices of 
which would rise if long-term rates were reduced. 

Our monetary authority thus finds itself confronted with the following 
dilemma: A rise in the long-term rate of interest will check the inducement 
to invest. A reduction will, by its effect on prices and costs, have the same 
result unless the short-term rate is raised at the same time; but this would 
be possible only under conditions of complete isolation. If the long-term 
rate is simply maintained, a restrictionist money market policy can only 
postpone but not avoid the moment at which rising costs impair the 
profitability of durable investment. ““Expansionist policy,” whatever mean- 
ing we may attach to it, emerges therefore as a somewhat doubtful panacea. 


VI 


It is beyond the scope of this investigation to formulate general principles 
of monetary policy in a dynamic world; and it certainly is not our task to 
say what monetary administrators ought to do when after a prolonged 
period during which matters have been allowed to drift they are suddenly 
awakening to a spell of renewed activity. It is easy to see that the problem 
bristles with difficulties. 

As we have pointed out, the “maintenance of full employment” as a 
principle of economic policy is highly ambiguous. A “point of full em- 
ployment” at which according to the doctrine of fashion a hitherto beneficial 
expansionist credit policy suddenly becomes inflationary and dangerous 
simply does not exist. But, as during expansion at almost any point some 
factors are becoming scarce, the conditions of inflation are pro tanto 
constantly satisfied. If real wages decline with expansion, the decision 
whether, if we allow a further measure of expansion, its benefits will 
outweigh the sacrifice in real wages, already involves interpersonal com- 
parisons of utility of the kind to which economic theory has no answer. But 
this is not all. 

In the case discussed in the last section the monetary authority might, 
by bringing about a sharp rise in the short-term rate accompanied by a 
smaller increase in the long-term rate, cause such a collapse of commodity 
prices that its beneficial effects on the cost of investment would outweigh 
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the adverse effect of the (small) increase in the long-term rate. Still, it does 
not follow that in this way it will succeed in maintaining the level of 
investment. First, while a restrictionist credit policy will affect market 
prices, it will not (under modern conditions) affect wages; and if, as in 
the case of building, these are an important element of cost, the beneficial 
effect of the fall in commodity prices will pro tanto be weakened. Further- 
more, where, as in the case of many important raw materials, output is 
monopolistically controlled, the fall in prices will lead to a restriction of 
output, and thus prices may afterwards rise again. This will adversely 
affect the marginal productivity of capital in the consumption-goods in- 
dustries, which, while having to suffer from the effects of diminished em- 
ployment in the monopolized industries, will not be able to benefit from 
lower raw material prices and probably will restrict investment. All this 
is merely one aspect of the perplexities besetting economic policy in a 
world of “price maintenance” in which wages find it easier to rise than 
to fall. 

There emerges, however, the more fundamental question whether in 
such a world it would be worth while trying to maintain the level of durable 
investment. If a monetary authority by restrictionist measures causes market 
prices to fall to a lower level than can be maintained with given rigidity 
of costs, this means that it will raise in the investors hopes which are 
bound to be disappointed. This is just another way of saying that a credit 
policy stimulating investment at stages where, with a given degree of cost 
rigidity, it cannot be maintained, is bound to be a dismal failure. 


VII 


We have so far studiously refrained from using the terminology of the 
Austrian theory of the trade cycle. We have avoided all references to the 
time structure of production; we have—in the face of the current contro- 
versy-—steered clear of the problems of saving; and we have constantly 
been arguing as though the rates of interest were purely monetary magni- 
tudes. 

As we are now coming to summarize the conclusions of our investigation, 
so much forbearance may be dispensed with. As a matter of fact, the 
Austrian theory comes out fairly completely vindicated. It is often said 
that its validity depends on full employment; but we have endeavored to 
shake this belief. We have pointed out that in a world of immobile labor 
and specialized equipment unemployment and idle resources may coexist 
with scarcity of factors and inelastic supply of output. We have further 
shown that, if this is so, increasing demand for consumption goods by its 
effects on marginal costs must adversely affect durable investment (the 
earlier stages of production); and we have tried to show that this result 
is quite independent of the monetary policy pursued. 


THE “MONETARY” CONDITIONS OF ECONOMIC STABILITY 


There are two main types of approach to ascertaining the monetary conditions of eco- 
nomic stability: the “flexibility” approach, and the “monetary stabilization” approach. The 
first aims at the restoration of flexibility of costs and prices so as to prevent discrepancies 
between the value of money as an exchange medium and the value of money as a standard 
for accounting, or of future commitments or deferred payments, The second contemplates 
stabilization of rigid prices, through lifting or lowering the flexible prices to a level com- 
parable to that of the rigid ones by means of an increase or decrease in the quantity of 
effective money. Each of these approaches fails to eliminate fully the destabilizing influences 
of money. Certain parts of the “flexibility” approach are much too abstract and utopian 
to be of practical significance. Moreover, this approach is, iz toto, too static to be theoretically 
adequate, The “monetary stabilization” approach suffers from the existence of conflicting 
rigidities, że., a certain rigid price, if chosen as the object of a monetary policy regulating 
the quantity of money in such a way as to remove the danger of painful up or downward 
movement of this rigid item, implies changes in the volume of money which may differ in 
magnitude from those implied by another rigid price. This approach, therefore, needs the 
assistance of the “flexibility” method (elimination of conflicting rigidities) in order to be 
satisfactory. Generally speaking, the solution would be a combination of the two types of 
approach, using the feasible parts of each, provided these parts fit together to a consistent 


policy. 


The great interest aroused by Keynes’s latest book! indicates the desira- 
bility of an analysis of the theoretical assumptions implicit in proposals for 
the “monetary” conditions of economic stability, made by writers who have 
attacked the cycle within the framework of a system of free enterprise.* In 
spite of the variety of opinions as to the monetary” conditions of stability, 
we may classify the work done by the majority of writers under the follow- 
ing methods of approach: first, the “flexibility” approach; second, the 
“monetary stabilization” approach. 

The purpose of this comment is to show the limitations of each of these 
methods. Although their exponents often write as if they intended them 
as full solutions, these methods of approach represent, in each case, merely 
fragmentary work, In other words, instead of being complete programs of 

“monetary” stability, they are merely techniques of analysis which may, at 
best, become patts of such a program. Special attention will be given to the 
question whether they are mutually exclusive or, on the contrary, supple- 
mentary. 

I. Theories of Monetary “Neutrality” 


Various proposals for eliminating or reducing economic disturbances due 
to monetary factors have in common the assumption that such processes as 
deflationary crises, “forced” saving, and shifts in wealth between lenders 
and borrowers, arise from various types of rigidities in costs and prices. 
These disturbances are, therefore, viewed as “lag” phenomena, in the sense 
that they occur if, in times of monetary expansion or contraction, certain 


* John Maynard Keynes, The General Theory of Employment, Interest and Money, New 
York, 1936. 
* Stability schemes of the “planned economy” type will not be dealt with here. 
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costs or prices fail to move up or down simultaneously with other, more 
flexible, items. But, although there exists almost no disagreement as to the 
nature of these disturbances, there are different views concerning the means 
and ways of eliminating them. 

(1) “Flexibility” Approach. Certain writers have attacked the problem 
of “neutralizing” money by advocating measures to restore the flexibility of 
costs and prices of those items constituting prime costs.è The general idea is 
. tọ establish a monetary system which prevents discrepancies between the 
value of money as an exchange medium, on the one hand, and the value of 
money as a standard for accounting, or of future commitments or deferred 
payments. 

(2) “Monetary Stabilization” Approach. A second group of writers con- 
siders price rigidities, in many instances, inevitable. Moreover, a certain type 
of rigid price may become the “objective” of monetary policy. Thus, they 
suggest as a matter of social policy stabilizing the real income of capital, or 
of labor, or the amount of wealth commanded by fixed capital assets, by 
attempting to stabilize the price level of goods and services.* In proposals of 
this type, the immediate object of monetary stabilization is the average of 
“flexible” prices, z.¢., of prices usually thought of as responding, as a whole, - 
rather quickly to fluctuations i in the quantity of effective money. 

But we may also think of a policy which contemplates stabilization of the 
rigid prices, through lifting or lowering the flexible prices to a level com- 
parable to that of the rigid ones by means of an increase or a decrease in the 
quantity of effective money. Such a policy® aims at relieving the economy 
from the danger of slow and painful up or downward movements of the 
sticky costs or prices, with all the economic and political. disturbances that 
may accompany such movements. The first impression might be that this 
policy would produce the same result as the one suggesting stabilization of 
real income. But actually the two differ in that the stabilization of rigid items 
allows for changes in the price level of the flexible items and therefore, on 
principle, for changes in real income, or in the amount of wealth commanded 
by a fixed capital asset. In defense of this approach it may be said that it 
offers a possible solution to the problem of monetary stabilization in a system 
where technology, and therefore the efficiency of the factors of production, 


° This type of approach is exemplified by the writings of A. C. Pigou, Theory of Un- 
employment, London, 1933; L. Robbins, The Great Depression, London, 1934; H. C. 
Simons, A Positive Program of Laissez-Faire, Public Policy Pamphlet no. 15, University of 
Chicago Press, 1934; G. Koopmans, “Zum Problem des ‘Neutralen’ Geldes,’ in Beiträge 
zur Geldtheorie, ed. by F. A. von Hayek, Vienna, 1933. 

* The literature on this subject is extensive. Some of the more prominent advocates are: 
A. Marshall, in his Reply to the Commissioners on Trade Depression, in 1886; I. Fisher, 
Stabilizing the Dollar, New York, 1925; K. Wicksell, Interest and Prices, pone 1936; 
G. Cassel, Post-War Monetary Stabilization, New York, 1928. 

* The literature on this type of proposal is scanty. R. G. Hawtrey, The Art of Central 
Banking, London, 1933, pp. 303, recommends a policy of stabilizing money wage rates. 
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is increased. In brief, it avoids the pitfalls of the fixed real-income policy. 
Also it shifts attention from the essentially long-run considerations of social 
justice to the short-run problems of the effects of cost and price rigidities 
upon the volume of employment in times of cyclical fluctuations in the 
volume of money. Accordingly the later discussion of the merits and de- 
merits of the “monetary stabilization” approach will concentrate on this 
particular type of policy. 


II. The Relative Merits of the Two Types of Theories of 
Monetary “Neutrality” 


(1) It is safe to say that the “flexibility” approach has few advocates 
today. As attractive as the dream of an economy in which “all prices and 
costs move up or down simultaneously” may be, this line of attack faces 
criticism from two angles. On the one hand, it is obvious that certain parts 
of a complete program of flexibility, implied in the term “perfect” competi- 
tion,® belong in the field of abstraction and hypothesis. Indeed, if carried 
to its consistent extremes, this method amounts to nothing more than a 
purely verbal solution of the problem of eliminating destabilizing effects of 
money.’ On the other hand—and here we come to an even greater weak- 
ness—it fails to analyze the economic process in its temporal setting. . 
It offers conclusions as to final resting points of total, or partial, equilibrium, 
without suggesting, even within the limits of ceteris paribus, the paths by 
which equilibrium is attained. Thus, for instance, no standard of value sur- 
rounded by conditions, or rules and regulations aiming at stability, or at least 
at a uniform rate of change, is contemplated by the flexibility approach, cer- 
tainly not as an integral part’ thereof. Yet, it is obvious that even in an 
economy in which all costs and prices were flexible, fluctuations in the value 
of money would be a disturbing factor, mainly in the sense that business 
calculations would become futile in a world in which the producers are 
left without a guide as to future levels of prices and costs. It is, in fact, a 
basic weakness that this approach is concerned merely with the problem of 
lessening the effects of what have. become known as “cumulative” malad- 
justments, while, at the sametime, it would serve to provoke to the highest 
degree those errors in expectations which lead to maladjustments. 


° This implies several different assumptions, each becoming progressively more hypo- 
thetical than the last. These assumptions are as follows: (a) the absence of rigidities which 
are primarily based on purely “institutional” factors, such as fixed debt, rent, interest; (b) 
the foregoing assumption plus the assumption that the economy is free of monopolistic 
practices (‘‘free” competition); (c) the two foregoing assumptions plus the assumption 
of perfect mobility of the factors of production (“perfect’ competition). 

* There is no doubt that the last of the aforementioned assumptions (perfect mobility of 
the factors of production) is only of heuristic value. The present writer believes that the 
same holds true in regard to the second (elimination of monopolistic practices). Only in 
tegard to the first (elimination of “institutional” rigidities) there seems to be some hope 
in the direction of feasibility. 
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There is, however, a great difference between relying on flexibility as the 
sole means to monetary stability, and aiming at flexibility in certain parts 
of the cost and price system, as one among the various features of a program 
of eliminating “monetary” disturbances. The following brief discussion of 
the limitations of the second type of approach will serve to throw more 
light on this point. 

; (2) In so far as “monetary stabilization” of the type suggested in this 

‘paper attempts to stabilize the value of money in terms of some major sticky 
price, it implies a standard of value that has some degree of stability. There- 
fore it avoids one of the main shortcomings of the “flexibility” approach. 
There remain, however, several difficulties. 

The first arises from the fact that there is more than one rigid item in the 
economy which, if chosen as the object of a monetary policy regulating the 
quantity of circulating media in such a way as to remove the danger of 
painful up or downward movements of this rigid item, implies changes in 
the volume of effective money which may differ in magnitude from those 
implied by another rigid price.* In other words,(a rigid price, if chosen as 
an object of stabilization, may lead to a monetary expansion large enough 
to make other sticky prices fall below the level of flexible prices, while, from 
the standpoint of this particular rigid price, another objective fails to lift the 
flexible prices to a sufficiently high level. In the first of these two alterna- 
tives the disturbance would be in the nature of “inflation”; in the second, 
of “deflation.” 

II. A Compromise Position 


The task, then, is to work out a combination of the “monetary stabiliza- 
tion” approach and the “flexibility” approach by using the feasible parts 
of each, provided these parts fit together to a consistent policy. It is by no 
means certain that such fitting and, at the same time, feasible parts can be 
found.® But assuming, for the sake of argument, that they can be found, to 
what extent would these achievements serve to eliminate “monetary” dis- 
turbances? The monetary stabilization of some major sticky price would 
operate so as to promote relative constancy in the flow of money and, there- 
fore, stability of prices in general. It would minimize those synchronous, 


" They differ if the rate of growth, or shrinkage, in the market of goods or services the 
prices of which are sticky, is not the same all round. If, for instance, money wage rates were 
chosen as an object of stabilization (and therefore, also, as a means of controlling the value 
of money), the quantity of effective money would, under modern growth of the working 
population, come close to being constant through long periods of time, especially if time 
rates prevail. On the other hand, a monetary policy aiming at stabilizing the nominal value 
of capital charges in order to relieve industry, as a whole, from the danger of being forced 
to write down its fixed long-term debt, and also calculated, of course, to avoid windfall profits 
by borrowers, would most probably imply a considerable increase in the quantity of effective 
money through time. 

? Some suggestions along this line have been made by the present writer in an article 
a “Zur Frage des ‘Neutralen’ Geldes,” in Zeitschrift fir Nationalökonomie, 1938, Band ix, 

ett i, p. 12. 
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cumulative maladjustments which, as the experience with business cycles 
shows, ate marked by sudden and violent changes in the quantity of effec- 
tive money. That part of the program which consists of the elimination of 
conflicting rigidities, would serve to remove “inflationary” or “deflationary” 
by-products of the standard that happens to be adopted. Since there is no 
hope in the direction of flexibility in regard to many rigid prices,?° it is 
important to keep in mind that the standard would, to a certain degree, 

serve to “neutralize” those. rigidities, chiefly in the sense that through’ 
stabilizing the quantity of effective money it would tend to minimize changes 
in relative prices facilitated by the coexistence of flexible prices, on the one 
hand, and rigid ones, on the other. 

But even reduced to the rôle of an auxiliary method the merits of the 
“monetary stabilization” approach must appear questionable as long as its 
advocates have failed to show that the volume of effective money can, at all 
times, actually be controlled around some rigid price or cost factor. This 
leads us to a further difficulty to which Keynes, perhaps more than anyone 
else, has pointed recently. Under certain conditions, especially during the 
downward phase of the business cycle, the efforts of the monetary authori- 
ties to control the volume of effective money through the traditional means 
of open-market operations and low-interest policies may prove to be futile, 
on account of the fact that the producers refuse to take loans and, at the same 
time, prefer to keep substantial idle cash balances (hoarding). It is widely 
agreed that these phenomena have to be explained in terms of the stickiness 
of important cost items, especially of factors which, for the bulk of industry, 
constitute operating or out-of-pocket cost, in times of falling commodity 
prices.* From this point of view, therefore, the hope of eliminating the 
danger of hoarding lies in the direction of successful attempts to lower the 
level of money wage rates and the prices of basic raw materials. 

However, a subtle though very important distinction has to be made here. 
The idea of cost reduction may assume, and sometimes actually has assumed, 
the nature of a proposal to restore flexibility in regard to money-wage rates 
and all the other cost items in question; it relies on a process of purely com- 
petitive, successive and perhaps cumulative downward movements of these 
items, without contemplation of a definite ‘‘bottom” of such movements. But 


This applies especially to monopoly prices. In terms of the pure theory of monopoly, 
flexibility of the prices of the factors of production implies generally a change in monopoly 
prices and output. In practice, monopolies or monopoloid combinations may retain inflexible 
prices, because of inertia or deliberate policy. 

“This common view is not shared by Keynes who claims that hoarding arises from 
certain “peculiarities” of the institution of money, especially in regard to money's ability to 
satisfy the desire for liquidity. Lack of space forbids a discussion of this point. It may suffice 
to mention that several competent writers—Viner, Robertson, Hawtrey—in focussing their 
attention upon Keynes's new theory of hoarding, have demonstrated in a convincing manner 
that it suffers from a gross exaggeration of the significance of the Ee monetary com- 
ponents of hoarding. 
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it may also mean a proposal to attempt, either through decree or concerted 
action among producers and owners of factors of production, a quick, all- 
round reduction of money costs down to a definite level, depending on the 
low-level of the prices that have fallen, followed by a stabilization pro- 
gram.?* The first of the two alternatives is subject to the objections raised 
against the "flexibility” approach. These objections do not apply to the sec- 
ond, which basically assumes the position of the “monetary stabilization” 
approach. It differs, however, as to the method of restoring a healthy rela- 
tionship between the rigid and flexible items in so far as it implies a move- 
ment of the rzgid factors throughout a period of transition. Such a pro- 
posal arises from the consideration that an attempt to lift the fallen prices 
with the help of monetary injections in times of depression implies the use 
of drastic monetary measures such as, for instance, inflationary financing. of 
public works. The choice between the deflationary and the inflationary 
method of adjustment is, for those who are not afraid of taking into account 
inflationary recovery schemes, largely a question of expediency. It seems to 
be more and more agreed that in economics based on an individualistic 
order there is hardly a hope in the direction of quick deflationary processes. 

Moreover, in order to be able to arrive at a fair judgment of the merits of 
the “monetary stabilization” approach, in the compromise form stated above, 
we have to think of it as a permanent device of the economy. A consistent 
and alert monetary control implies action before the rigid prices have started 
their dragging downward movement. Such timely action would most proba- 
bly necessitate less drastic means than an attempt to introduce a monetary 
stabilization scheme during the downward phase of the cycle. It is, there- 
fore, not merely a “fair weather” policy. 

WALTER EGLE 
Ohio State University 


2 Whereby some rigid price or cost factor would, on its newly attained level, serve as 
a measure to regulate the quantity of effective money. 


THE RELATION OF COMMODITIES IN DEMAND 


The effect which a change in one price has upon the demand for a second commodity, 
customarily taken as the test of inter-commodity relationship, proves upon examination 
to be a complex phenomenon in terms of the causal influences which appeer to account 
for the interdependence of goods in demand. Hence, this simple criterion for the classi- 
fication of goods as substitutes, complements, or independent is of questionable signifi- 
cance. In an absolute sense, all items of a demand pattern are interconnected. But if we 
distinguish between the “direct” effect of a price change upon the demand fer other 
commodities and its effect in modifying the consumer’s resources, we may define inde- 
pendence of commodities in an important sense while at the same time recognizing the 
basic fact of interdependence. 

It is customary to regard a given pair of goods as substitutes, complements, 
or independent according as a change in the price of one tends to produce a 
similar, inverse or negligible change in the demand for the other. Thus, a 
fall, say, in the price of beef tends to reduce the demand for its substitute, 
lamb; a fall in the price of bread tends to increase the demand for its 
complement, butter; and a fall in the price of shoes is likely to have little 
effect upon the demand for an unrelated, or independent, item like coffee. 
While the test of relationship is found in this simple “price-demand” 
criterion, our reasons for anticipating one effect or another are derived from 
a study of the uses to which the goods are put. Thus, beef and lamb are 
looked upon as substitutes because the similarity in their use is likely to 
lead the consumer to modify readily his relative consumption of the pair 
in response to a change in their relative cost. In contrast, bread and butter 
are deemed complements because they are so closely associated in actual 
consumption. Finally, if two goods do not serve similar uses, and do-not 
show close association in consumption, we regard them as independent. 

Viewing the problem of inter-commodity relationship solely in terms of 
the effect which a change in one price has upon the demand for another 
commodity, we must clearly regard a pair of goods as either substitutes, 
or complements, or independent. Yet in terms of the uses to which the goods 
are put, the distinction between substitutes and complements is not mutually 
exclusive in character. For example, bread and butter are certainly associated 
in their consumption closely enough to be classed as complements. In a 
broad sense, however, they serve somewhat the same use, and their relative 
consumption may respond to changes in their relative cost. (A drop`in the 
price of butter relative to that of bread may lead to its being used more 
generously.) From this point of view, the two goods seem to be strongly 
complementary, and to some extent substitutes as well. Thus, we come to 
somewhat different conclusions as to the relation of two goods according 
as we rely upon the “price-demand”’ criterion, or reason in terms of the 
influences which seem to account for the relation. The fact that the two 
methods of approaching the problem give varying results indicates the need 
for further examination of the matter? 


‘The theory of consumers’ demand, in which our problem lies, is often identified 
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I 


As the basis for discussion, we shall suppose that the quantities purchased 
depend solely upon the money income received and the several prices paid. 
Moreover, to facilitate the discussion of our main problem, we shall deal 
with a single consumer, thereby avoiding the complex problems surrounding 
the relation of income distribution to demand,? and also rule out the possi- 
bility of savings (positive or negative). 

Although the consumer’s behavior, under the conditions laid down, is 
influenced by changes in money income and changes in prices, it is better 
to divide the factors in his demand in a slightly different fashion. The 
consumer's “resources” are doubled, either if income doubles, prices being 
constant, or if all prices are halved, income being constant. In the two cases, 
his behavior will be the same provided the “number of counters” of itself 
has no infiuence.” In general, a change in the consumer’s resources arises 
either from a change in income or from a change in the cost of the basket 
of goods originally purchased, or from both. The reaction of the consumer 
to a change in resources will be the same whatever its origin, and hence we 
take this change as the first factor in the consumer’s behavior. The second 
factor influencing his behavior is the variation in the relative price structure 
with which he is faced. In the present discussion, the chief change in the 
relative price structure with which we are concerned occurs through a 
change in a single price, the given commodity becoming cheaper or more 
expensive relative to all other items. 


with the so-called “psychological” analysis of demand in terms of utility and indifference 
systems. For general discussions, the following may be cited: J. R. Hicks and R. G. D. 
Allen, “A Reconsideration of the Theory of Value,’ Economica, Feb. and May, 1934; 
Henry Schultz, “Interrelations of Demand, Price, and Income,” Jour. of Pol. Econ., 
Aug., 1935; and R. G. D. Allen, “Professor Slutsky’s Theory of Consumers Choice,” 
Rev. of Econ. Stud., Feb., 1936. For our purpose, it is sufficient to observe that the 
criterion of inter-commodity relationship offered by this analysis is simply the mutually 
exclusive, price-demand test already mentioned, subject to one qualification which will 
be made later in this paper. See, for example, Hicks and Allen, op. cit, part ii, p. 211. 
The merits of this type of demand analysis do not concern us here, but one remark is in 
order. Utility and indifference systems are really not “psychological” theories of demand, 
if we mean by the latter an attempt to relate demand behavior to other sections of our 
knowledge of human conduct. Rather, they represent merely a special, and not too 
expressive, language into which certain demand concepts can be translated. For this 
reason, a discussion of any phase of demand theory is perfectly feasible without the use 
of this apparatus. 

° The restriction to a single consumer appears also in the “psychological” analysis of 
demand, but for an entirely different reason—autility and indifference functions are incom- 
mensurable as between individuals. 

*In a general discussion, it is certainly necessary to assume that this is true, but the 
point raises some interesting problems for empirical treatment. If income and all prices 
happen to decline by ten per cent, say, is the typical consumer likely to buy the same 
basket of goods as he would if income and all prices were constant? Or does the fall in 
income tend to produce some degree of “‘economizing” in spite of the fall in prices? No 
doubt, the answer would depend in part upon whether comparisons were made on a short 
or long-time basis. 
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If the relative price structure is fixed, all prices either being constant or 
changing proportionally, then clearly such quantity changes as occur arise 
solely from a change in the consumer’s resources, and the effect of this first 
factor in the consumer’s behavior may thus be observed. The influence of 
the second (relative price) factor is slightly more difficult to identify. For, in 
general, a change in relative prices is accompanied by a change in the 
consumer’s resources. (If the price of bread drops by two cents, the result 
is not only a cheapening of bread as compared to other items, but also a | 
decline in the cost of the consumer’s previously purchased basket of goods 
—a decline of one dollar if the basket contained fifty loaves.) In order to 
eliminate the influence of this change in resources, we resort to the device 
of “compensating’’* the price changes. This we do by assuming a simulta- 
neous change in income equal to the change in cost of the original basket 
of goods—in the example cited, allowing income to drop by one dollar. 
Under these circumstances, the consumer's resources are left unchanged in 
the sense that after the change he is just as able to buy the same basket as 
before. Any modification in his purchases may then be attributed to the shift 
in relative prices." 


iI 


The problem of inter-commodity relationship as such is concerned with 
the effect upon consumption of a certain change in the relative price struc- 
ture—namely, the fall or rise in price of one commodity relative to all other 
items in the budget. The “resources” factor for our purposes must be 
identified simply to be eliminated. That it is necessary to get rid of the 
influence of any change in resources accompanying the price variation is indi- 
cated not only by the discussion immediately preceding, but also on general 
grounds. For it is evident that whatever the relationship of a given com- 
modity to other members of the demand pattern, a fall in its price may mean 
increased purchase of all items simply because of the rise in the consumer's 
resources; and conversely, a rise in the given price may diminish all pur- 
chases because of the consumer’s “reduced circumstances.” Thus, we must 
be here concerned with the effect of a compensated change in one price upon 
the demand for a second commodity.’ 


*See Allen, op. cit, p. 124. 

5 It is to be noted that if the consumer's resources are left unchanged in the foregoing 
sense, it does not follow that the “real income” is constant. If he is led by the change in 
relative prices to buy a different basket of goods, when he could continue to buy the same 
basket, we may say that his “real income” is increased. 

This is not to say that the important question of the consumer’s reaction to changes in 
resources (7.¢., the character of the “Engel functions”) may not be considered as another 
aspect of the general problem of inter-commodity relationships in demand. 

* This is the qualification made in the ‘ psychological” analysis of demand. (See foot- 
note 1.) It is clearly not a qualification dependent in any way upon the utility or indifference 
basis of that analysis. 
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In identifying two goods as “substitutes,” ż.e., as responsive to changes 
in relative prices, we usually concentrate our attention upon these com- 
modities, to the exclusion of other budget items which may be related in . 
one way or another to either of the given pair. This selective procedure may 
be put in more precise form by recognizing the possibility of confining 
quantity variations as between two situations to two commodities. Suppose, 
for example, one wishes to examine the effect of a given change in the price 
ratio of butter and oleomargarine upon the consumption of these two alone. 
This may be done by assuming that the consumer’s two situations—before 
and after the price changes—differ in such a way that his purchase of all 
commodities except the given pair remains unchanged.* In this case the ratio 
of the change in relative consumption of the two to the change in their 
price ratio reflects what may be called the direct, or binary competitive? 
relation of the pair. It is presumably such a binary relationship which we 
have in mind in reasoning from the “general characteristics” of two com- 
modities, and it is here taken in as a fundamental element in the analysis.1° 

The ratio of the change in relative consumption to the change in relative 
prices reflected by the binary competitive relationship of two goods holds 
strictly only if other quantities are constant. But we may distinguish between 
those pairs of commodities for which about the same ratio is likely to be 
observed whether other commodities change or not, and those for which this 
is not true. For example, a given change in the relative cost of butter and 
oleomargarine is likely to shift their relative consumption to substantially 
the same degree whether other quantities are changing or not. In contrast, 
a given change in the relative cost of beef and lamb will no doubt affect 
their consumption differently according as the quantities of other meats 
are or are not allowed to vary. In the first case, but not in the second, 
we shall regard the binary competitive relationship as “autonomous.” 

Concerning the character of the quantity changes arising from the com- 


ë The “experiment” is logically possible. If there are N commodities in the consumption 
pattern, the fact that all quantities except those of butter and oleomargarine are unchanged 
means that there are N-2 “conditions” to be fulfilled. But we may change the N-2 other 
prices arbitrarily. Hence there are just enough arbitrary variables to make possible the 
satisfaction of the N-2 “conditions.” | 

°” The terminology of inter-commodity relationship varies. We shall use the term com- 
petition to indicate the response of the consumption of two commodities to a change in their 
relative prices under the condition that only these two commodities are allowed to vary. 
Substitutability and complementarity will be used to indicate the distinction considered at 
the beginning of this paper—namely, that based on the sign of quantity change in one com- 
modity arising from a (compensated) change in the price of another, without any restric- 
tions as to quantity changes in items other than these two. 

* By the same device, one may confine quantity variations to a sub-group of three or 
more commodities. When later in the paper reference is made for purposes of illustration to 
a ‘“‘three-commodity pattern,” the implication is not that the consumer buys only three com- 
modities, but that for the moment the quantity variations are confined to these three items. _ 


F + 
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pensated variation in a single price, one assumption may be made, equally 
valid whether all quantities are allowed to change or merely those of some 
sub-group, including the case of two commodities. This is found in the 
simple proposition that the effect, if any, of the cheapening of a given 
commodity is to increase rather than to decrease its purchase, and conversely 
for a rise in price. Thus, a compensated drop in the price of bread will either 
leave the quantity of bread purchased unchanged or increase it. Since the 
change in price is compensated, leaving the consumer with funds just 
sufficient to purchase unchanged amounts of all items, a quantity increase 
in the cheapened commodity necessititates a decrease in at least one other. 
If quantity variations are confined to two commodities only in the manner 
indicated above, any change in purchase means increase in the cheapened 
commodity and a decrease in the other. The authority for this judgment is 
found simply in the logic of a consumer faced with limited resources—it is 
a sensible and useful basis for discussion, no doubt subject to some modifica- 
tion in the light of empirical studies.” 


IV 


Two goods may’be regarded as closely associated in consumption if the 
quantity of one good is a good “index” of the quantity of the other. Under 
the conditions of our discussion, if relative prices do not change—or if such 
changes have no influence upon the consumer’s purchases—all quantities 
must be perfectly associated, since each depends solely upon the magnitude 
of the consumet’s resources. It is only because of changes in relative prices 
that ten pounds of beef and ten pounds of lamb are consumed at one time, 
and at another, ten pounds of beef and eleven of lamb. Thus, the degree 
to which two goods are associated varies inversely with the degree to which 
their relative consumption is influenced by changes in relative prices. (The 
relative prices, in which a change influences the relative consumption of 
two items, need not be the relative prices of the two items themselves. If the 
price ratio of beef and lamb remains constant, and the price of pork declines, 
the change being compensated, the result may be a-change in the relative 
consumption of the first two. For pork may be a readier substitute for lamb 
than for beef.) 


4 This assumption is substantially equivalent in content to the principles of diminishing 
utility and of the increasing marginal rate of substitution of the “psychological” analysis of 
demand. But the authority for these principles is precisely the same as that for our assump- 
tion. Utility and indifference functions—not being themselves objects of experience—derive 
their characteristics solely from the market behavior which they reflect. Stating the assump- 
tion as we have done may be less “neat” than a procedure imposing a condition upon the 
differential equations defining indifference directions (Hicks and Allen, of. cit, p. 203), but 
it is a more direct and probably less misleading way of treating the matter. 

™“Closeness of association” implies that the judgment rests upon a large number of 
observed changes in the consumer’s situation. If it is said that a single change in price is 
likely to have such and such an effect upon the demand for another commodity, because the 
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The particular relative price change involved in our discussion is a 
compensated cheapening, or rise in price, for one commodity as compared 
with all other items. Moreover, we are interested in comparing the quantity 
change in this one commodity with that in each of the others. Hence, the 
question of association may be put in the following special form: any pair 
of commodities, one being that showing the price change, are closely 
associated, if the change in ¢he7r price ratio does not modify their relative 
consumption, and furthermore, if the accompanying changes in other quan- 
tities, caused by the given price change, do not modify the relative consump- 
tion of the given pair. In the terminology of the preceding sections, two 
commodities are closely associated if they are non-competitive in a binary 
sense, and if this binary relationship is autonomous. Any departure from 
close association may arise because either or both of these conditions are 
not fulfilled. 


V 


The binary competitive relationship of two goods, and the closeness of 
their association, seem to be the forms in which our “reasoning” as to their 
general characteristics are embodied. Hence, it is necessary to examine the 
connection between these on the one hand and the effect of a compensated 
change in one price upon the demand for another commodity on the other. 
This, in fact, is our central problem. 

It is well to begin with a concrete, if rather trivial, three-commodity 
pattern, consisting of pie, cake and ice cream, each taken as a single, 
homogeneous commodity. Presumably, pie and cake are strongly competi- 
tive in a binary sense; and both pie and ice cream, and cake and ice cream 
are much less competitive, each pair being subject to some degree of joint 
consumption. For the moment we shall consider each of these binary rela- 
tionships as autonomous. 

With a compensated drop in the price of pie, one would expect the 
purchase of pie to increase and that of cake to decline. But the change in 
ice cream is not so easy to anticipate. While the cheapening of pie calls for a 
shift in spending from ice cream to pie, the increased consumption of pie 
may call for more ice cream to go with it. In terms of the two binary 
relationships involved, it is evident that the price change means a substantial 
shift in the relative consumption of pie and cake, and at the same time a 
relatively small change in the relative consumption of pie and ice cream. 
Clearly, these two conditions will be simultaneously fulfilled if the quantity 
of pie increases somewhat, if that of cake decreases somewhat, and if that 
of ice cream increases or decreases very slightly or not at all. 

Just what will happen in this example depends upon the quantitative 


two are closely associated, we mean strictly speaking that the same reaction to a large num- 
ber of changes would produce a close association for the two items. 
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character of the functional relationships involved; but certain general princi- 
ples are illustrated. In the first place, since there are more than two com- 
modities in the pattern, there must be a mutual adjustment of quantities to 
more than one binary relationship. In the second place, we say that ice cream 
may change little and possibly increase, not because it is non-competitive 
with pie, but-because it is ess competitive than cake. The influence of a given 
binary competitive relationship depends upon its strength relative to other 
competitive relationships. In the third place, the question whether ice cream 
increases, decreases, or remains unchanged in quantity does not depend 
upon the kind of relationship existing between ice cream and pie, but rather 
upon the comparative strength of certain quantitative relationships. From a 
purely logical standpoint, this latter point undoubtedly represents the most 
‘serious objection to the use of the sign of quantity change as a criterion 
for classifying goods as showing one type of relationship or another. 

Under the assumption that the binary competitive relationships are 
autonomous, it is not necessary to discuss separately the association of items, 
since this is merely the obverse of their competitive relationships.** Dropping 
this assumption means that the relative consumption of pie and ice cream 
is influenced not only by a change in their price ratio, but also by the change 
in the quantity of cake, and similarly for the relative consumption of pie and 
cake. In this case,’ we should conclude that the relative consumption of 
the first pair will change less than that of the second, as above, only if we 
knew that for each pair the influence of the quantity change in the third’ 
commodity reinforced, or at least did not obscure, the effect of the differen- 
tial binary competitive relationships—that is, if we knew that the frst pair 
were more closely associated than the second in the broader sense. 

Carrying the analysis to the general case of N commodities, we may say 
that a compensated change in price, bringing an inverse change in the 
quantity of that commodity, will affect other items in the consumer’s budget 
roughly according to the relative strength of their competitive relationships 
to the first. But even this conclusion is made less certain by complexities 
arising from the possibility that these competitive relationships may not be 
autonomous. Perhaps in “striking” cases we are justified in treating the 
problem as it has been treated in the past. Thus, for example, we may say 
that a drop in the price of chicken is likely to produce a decrease in the 
demand for pork, because the latter is probably more competitive with 
chicken than any other commodity, and because this relationship very 
likely holds true even if other commodities are changing in quantity as well. 
For the general run of commodities, however, the question is clearly one 
which can be attacked only by empirical investigation. In any case, the price- 
demand relationship, whether anticipated or found empirically, may not be 


8 See end of section iv, above. 
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regarded as offering an important theoretical distinction for classifying pairs 
of commodities, 
YI 


The foregoing considerations apply in case the commodities involved 
are in one way or another related to each other. An examination of the 
concept of unrelated or independent goods needs to be made. It is the usual 
practice to regard goods as independent if a price-change in one has no 
effect at all upon the demand for th2 second commodity—in terms of the 
ptice-demand test, independence is the zero point lying between substituta- 
bility and complementarity. But it must be recognized that whatever the 
character of the commodities involved, “anything may happen” if we con- 
sider variations from some particular basket of goods. We have noted, for 
example, that in the case of pie, cake and ice cream the cheapening of pie 
might leave the purchase of ice cream unchanged, even though the two are 
obviously related goods. To designate a given pair of goods as independent 
in any intelligible sense, it is necessary to set up a criterion such as to lead 
us to expect an absence of price-demzénd effect not only for one change in 
the consumer's situation, but for a variety of changes. Goods, of course, may 
be independent at one level of consumption and not at another. 

The best clue that we may get to a case of real independence is to imagine 
the consumer's reaction, with respect to a given pair of goods, to a large 
variety of relative price changes, in each case the changes being compensated. 
The question then is whether the quar-tities of the two goods are or are not 
likely to be independent in the statistizal sense—that is to say, whether the 
distribution of purchases of one of the goods is likely to be about the same 
whatever the purchase of the other good.** If this seems to be the case, we 
may with some confidence expect any compensated change in the price of 
one of the goods to have little or no effect upon the purchase of the other. 
For a change in the price of commodity A is usually an important factor 
in żżs purchase, and if it is also an important factor in the purchase of com- 
modity B, the two are bound to show some association in their. quantities. 

The task of identifying independence is difficult, not only because the 
“general characteristics” of goods form an elusive basis of judgment, but 
also because the relation between two goods may be indirect. Thus, com- 
modities A and B may seem entirely unrelated, but there may be a third 
commodity C which in one use is related to A and in another to B.* In such 
a case, a change in the price of A may modify the quantity of C. The latter 
change, in turn, may call for a shift ir the relative consumption of C and 

“If we did not compensate the price changzs, no pair of goods would be independent. 
For the consumption of each would be influenced by the single “resources” factor. 

* ‘To take an example involving raw materials rather than consumer's goods, phosphates 


and gravel seem quite unrelated. Yet limestone competes with the first in the production of 
fertilizers and with the second in the production of concrete. 
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B to make these two quantities again “compatible” with their (unchanged) 
price ratio. Whatever the difficulties involved, however, we are probably 
on fairly safe grounds in identifying as independent such pairs of goods 
as oranges and theatre tickets, or shirts and gasoline. 


VH 


One is tempted to say of the relation of independence that, like other 
types of relations, the only sound basis of judgment is empirical investiga- 
tion, and that one is foolish ever to hazard a guess in advance. Yet as a 
practical matter of price analysis—whether statistical in character or the 
equally important problem of “reasoning” about concrete demand situations 
—the procedure of anticipating independence offers a device for meeting 
an important theoretical issue. 

- It is a commonplace of economic analysis that the prices of a given demand 
pattern, as well as prices in general, form a system in the strict sense, 7.¢., a 
set of interrelated parts. The concept of independent goods does not conflict 
with this basic fact. For in defining independence as concerned with com- 
pensated price changes, we eliminate one component in the total effect of 
the price change. Taking this total effect into account, it is evident, for 
example, that a drop in the price of beef affects the demand for lamb in 
two ways—through the change in their relative prices, and through the 
change in the consumer’s resources. In contrast, if we take beef and gasoline 
to be independent, the cheapening of beef will affect the demand for gaso- 
line solely through the change in the consumer’s resources. The relation 
between beef and lamb is direct and specific—a statistical study of the rela- 
tion would involve a comparison of data concerning the two. But the rela- 
tion between beef and gasoline may be termed “anonymous.” It depends 
(a) upon the amount of spending released or absorbed by the change in 
beef price, however this change in spending is distributed, and (b) upon the 
reaction of the consumer with respect to gasoline, to a change in resources, 
whatever the source of that change. In statistical terms, the first relation calls 
for parameters specific to the two commodities involved, but the second does 
not. Thus, our discussion offers a suggestion for achieving a “partition” of 
a price system without contradicting the basic fact of interdependence. 
E. E. LEWIS 
Howard University 


A STUDY IN BUSINESS MORTALITY 


LENGTH OF LIFE OF BUSINESS ENTERPRISES IN POUGHKEEPSIE, NEW YORK, 
1843-1936" 


Thirty per cent of the business enterprises started in Poughkeepsie between 1844 and 
1934 failed to survive the first year. Less than half lasted more than three years. The 
average life of retail establishments was shorter than that of wholesale and manufacturing 
concerns and longer than that of craft and service enterprises. The Jength of life of all 
these enterprises was appreciably greater in the middle of this period, when the population 
of the city was almost stationary, than it was in either the early or the late years of the 
period, when population was increasing rapidly. Among the retail concerns, grocery stores 
have a slightly greater length of life than the average. The length of life of grocery stores 
has apparently not been reduced by chain-store competition. In general, large concerns last 
longer than small concerns, but “parlor groceries” last longer than those where the store 
and the proprietor’s home are separated, 


The high mortality rate of small business enterprises has long been 
recognized as one of the costs of a system of free competition. When a 
business concern fails there are direct monetary losses to creditors. But in 
the absence of actual bankruptcy there are still apt to be heavy losses result- 
ing from the disposal of remaining stocks of merchandise, adapting equip- 
ment to other uses, and finding employment for labor in other enterprises. 

It is, of course, inevitable that the average life of individual enterprises 
should be less than that of human beings. The lifetime of such enterprises 
cannot extend beyond the adult lifetime of their owners. But whereas the 
majority of individuals reaching maturity may look forward to more than 
twenty years of productive labor, only about one business enterprise in ten 
extends beyond twenty years, and the majority are terminated in three years. 
This is true even when partnerships and corporations are added to individual 
enterprises, and all, including individual enterprises, are regarded as con- 
tinuous, in spite of changes in proprietorship, as long as their identity can 
be traced. 

This study has been made in the hope of throwing some light on the 
relative length of life of. different types of business enterprises, and of 
ascertaining, if possible, whether there have been significant changes in 
length of life during the period studied. Relatively few comparable studies 
have been made; and none covering so long a period and so many different 
types of enterprise has been found.? 

This study covers all business enterprises, excepting financial concerns 


*This study was planned and the larger part of the data for it had been gathered by 
Ruth Gillette Hutchinson, Vassar College, before her death in 1936. The study has been 
completed under the direction of Arthur R, Hutchinson and Mabel Newcomer. The latter 
is solely responsible for the conclusions drawn from the data. 

* The most comprehensive of these studies is E. D. McGarry, Mortality in Retail Trade, 
Univ. of Buffalo Stud. in Bus., no. 4, 1930. This is limited to four types of retail stores 
and a period of ten years. It has, however, more cases for the groups in question than the 
present study since it covers a much larger city—Buffalo. A comparable study has recently 
been made for Pittsburgh. For this see A. E. Boer, “Mortality Costs in Retail Trades,” Jour- 
nal of Marketing, July, 1937, pp. 52-60. 
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and public utilities, in the city of Poughkeepsie for a period of ninety-four 
years, 1843 to 1936 inclusive. During this period the population of the 
city increased from 10,000 to 40,000. Manufactures have been important 
throughout the period, employing 40 per cent of those gainfully occupied 
in 1929.* In addition, the city is the marketing center for the surrounding 
agricultural population. 

The data for this study have been obtained from city directories which 
were published continuously during this period, with the exception of seven 
scattered years.’ Except for these gaps, and the fact that concerns beginning 
after the information for one directory had been gathered and ending be- 
fore the canvass for the directory of the following year had been made, are 
necessarily missing, the data are believed to be fairly complete. 

The information was taken from the main body of the directory since the 
classified directory was found to be incomplete. When a concern disap- 
peared it was checked for at least three years following to make sure that 
it had not been omitted by accident. If it reappeared within two years, its 
existence was assumed to have been continuous, unless there was evidence 
that the proprietor was otherwise engaged during this period. Few such 
cases were found, however, and this fact lends some assurance to the belief 
that the data are reasonably complete and accurate. Changes in the pub- 
lisher of the directory led to some changes in form and classification of 
data, but did not offer any great difficulties. 

The area covered by the data extends beyond the city limits of Pough- 
keepsie. The city limits, although extended in recent years, have been 
extremely narrow and have covered only the most densely populated sec- 
tion of the community. The directories have sometimes included business 
concerns in nearby but distinct communities, such as Wappingers Falls 
and Highland. These concerns have not been included in this study. But 
enterprises in districts that are an integral part of the community, although 
outside the city limits, have been included. When population figures have 
been used to indicate the relation of changes in the number of enterprises 
to changes in the population, the entire population of the city and the sur- 
rounding towns of Hyde Park, Poughkeepsie, Pleasant Valley and La 
Grange has been used. None of these towns contains an incorporated village 
or a business district of any size; and, although a number of business enter- 
prises within the area of these towns is not included in the study, it is 
believed that the population of the four towns is largely served by the enter- 
prises included, and that less error results from comparing the concerns in 


* The Census reports a population of 10,006 in 1840 and 40,288 in 1930. 

* Census of Manufactures, 1929. Comparable figures are not available for the earlier 
period, but there were 4,236 persons employed in manufacture in 1860 in the county as - 
a whole, compared with 7,445 in 1929. 

5 The missing years are 1846-47, 1854-55, 1857-58, 1858-59, 1861-62, 1863-64, and 
1930-31. 
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question with the population of the city and the four towns combined than 
would result from comparing the business concerns included with the 
population of the city alone. 

The classification of enterprises follows that used in the Census of Occu- 
pations fairly closely for the larger divisions, except that the attempt has 
been made to segregate crafts from manufacture and trade. Under this 
classification milliners, tailors and shoemakers have been classified under 
crafts, and hat stores, merchant tailors and shoe stores under retail trade. 
The line between crafts and retail trade is not always clear. The crafts 
usually sell their own products, but in some instances they sell both their 
own products and merchandise purchased for resale; and there is no cer- 
tainty that the classification they have chosen for themselves does, in fact, 
adequately describe their business. Such checking as could be done, how- 
ever, indicated no serious discrepancies. 

An enterprise has been defined as a business concern with a designated 
place of business. If one man carried on business at two separate addresses 
the business was listed as two concerns. When one individual was engaged 
in two types of business at the same address the one listed first was used 
as presumably the more important. For the purpose of measuring length 
of life two definitions have been used. In Tables TI, XV and XVI, a 
business enterprise is assumed to terminate when there is a change of 
proprietorship. In the remaining tables a business enterprise is assumed to 
be continuous as long as its identity can be traced. Thus if a concern is 
taken over by a son or widow of the original proprietor the change is re- 
garded as terminating the business in the first case but not in the second. 
The same applies to changes of partners and other changes where the 
identity of the original concern can still be traced under the new proprietor- 
ship. The first definition is the one commonly used in similar studies. Since, 
however, the wastes of turnover are greatly minimized when there is merely 
a change in proprietor, it has seemed important to ascertain the extent to 
which the high turnover can be attributed merely to changes in proprietor- 
ship. 

The total number of concerns recorded, under the latter definition, as in 
existence some time during the ninety-four year period, was 12,725. In 
measuring length of life, however, it was necessary to omit those in exist- 
ence in 1843, since there is no record of the year in which they started, and 
those beginning during the ten years at the end of the period, since there 
is no way of ascertaining what proportion of these will continue for more 
than ten years. The number of cases remaining, for which length of life has 
been measured, is 10,033. When the enterprise is assumed to terminate with 
any change in proprietorship, the number of .concerns for which length of 
life has been measured increases to 11,222. 

Accepting the measure of length of life used in Table I, approximately 
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Taste I—Lenoru or Lire or Business ENTERPRISES ESTABLISHED IN POUGHEEEPSIE 
BETWEEN 1844 anp 1926 


Not Counting Change in Proprietorship as a New Business 























Retail | Wholesale \Manufacture| Craft | Service Total 
Number of Enterprises 
Years of lifes |\-——__,.-.-.-.-$’|/-/-$’-$?S SS ——-_-S-{_-————- 
4,998 | 157 | 945 | 1,315 | 2,618 | 10,033 
Percentage Distribution 
1 29.6 19.7 23.1 30.7 32.7 29.8 
2 14.2 9.6 11.5 14.7 13.0 13.6 
3 9.4 8.3 12.3 9.7 9.4 9.7 
4 6.2 8.3 7.8 5.6 6.7 6.4 
5 4.9 5.1 5.5 5.3 5.1 5.0 
6 4.1 5.1 5.3 3.7 3.9 4.1 
7 3.1 S3 2.3 3.0 3.5 3.2 
8 2.6 3.2 2.4 2.6 2.6 2.6 
9 21 2.5 2.4 1.9 2.3 2.2 
10 2.0 1.3 2.0 1.9 2.0 2.0 
Over 10 21.8 31.2 2023 20.9 18.8 21.4 
Total 100.0 100,0 100.0 100.0 100.0 100.0 


a Those concerns classified as living one year have been found in the directory for one year 
only. It is apparent that the actual existence of these concerns may vary from a period of con- 
siderably less than one year to a period of nearly two years. Likewise, those concerns classified 
as living two years have appeared in two successive directories and may have been in existence 
for a period of a little over one year to one of nearly three years. 


30 per cent of the business enterprises started during this period failed to 
reach their second year. This means an “infant death rate” for business 
concerns Of 300 per thousand, compared with the current human infant 
death rate of only 60 per thousand. More than half the concerns (53.1 
per cent) disappeared by the end of the third year. Only one-fifth (21.4 
per cent) survived the tenth year. The probable life of human beings is 
now nearly seventy years.® 


TABLE I].—Business Enterprises ESTABLISHED IN POUGHKEEPSIE BETWEEN 1844 anp 1916 
AND Lastinc More Tuan Twenty YEARS 


Retail hina pai Craft Service Total 

Total number 3,763 108 846 1,062 2,007 7,786 
Number lasting more than 

20 years 373 18 107 98 162 758 
Per cent lasting more than 

20 years 9.9 16.7 12.6 9.2 8.1 9.7 


° Department of Commerce, United States Life Tables, 1930, 1936. 
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A separate computation has been made for concerns lasting more than 
twenty years. To obtain this figure it was necessary to omit all concerns 
started after 1916. The results are given in Table II. This shows that less 
than half the concerns living more than ten years survive for another ten 
years, 

When the duration of a business enterprise is assumed to end with any 
change in proprietorship, the average length of life is somewhat diminished. 
The number of concerns that fail to live a second year rises from 29.8 
to 31.5 per cent, and the number living beyond the tenth year falls from 
21.4 to 18.7 per cent. Complete data for this second measure of business 
lifetime are given in Table ITI. 


Taste HI.—Lenors or Lire or Business ENTERPRISES ESTABLISHED IN POUGHKEEPSIE 
BETWEEN 1844 anp 1926 


Counting Change tn Proprietorship as a New Business 


Manufacture Craft | Service | Total 





Retail | Wholesale 





Number of Enterprises 


Years of life 
5,567 | 183 | 1,194 1,423 | 2,855 | 11,222 
Percentage Distribution 
1 32.5 22.4 24.0 31.9 32.9 31.5 
2 13.3 9.8 13.1 14.8 14.3 13.7 
3 9.2 11.5 12.7 9.8 9.6 9.8 
4 6.1 8.2 8.0 6.2 6.9 6.5 
5 Sit 6.0 5.4 5.4 5.3 5.2 
6 4.2 6.6 4.5 3.7 4.0 4.2 
7 3.1 5.5 2.7 3.1 3.3 3.2 
8 2.8 1.6 2.9 2.5 3.0 2.8 
9 a3 2.2 27 2.2 2.2 2:3 
10 2.2 1.1 2:1 2.2 1.9 2.1 
Over 10 19.3 25.1 21.4 18.1 16.6 18.7 
Total 100.0 100.0 100.0 100.0 100.0 100.0 





a See Table I, notea. 


The average length of life would be diminished still further if there 
were any record of those concerns beginning and ending between the dates 
on which the directory material is recorded. Whether or not there is an 
appreciable number of these cannot be ascertained. 

Considering the different types of enterprise, the wholesale businesses 
have the best record for longevity and the service enterprises have the 
poorest record. Nearly one-third of these latter last only one year. Less 
than one-fifth extend beyond ten years; and only 8 per cent extend beyond 
twenty years. Saloons and restaurants comprise 40 per cent of these service 
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enterprises and, both ‘thesé businesses show extremely short lives, as is 
shown in Table VIL 5 
The highest mortality is to be expected among those enterprises requir- 


TABLE IV.—COMPARISON OF SIZE anp Lonoevity or DIFFERENT TYPES or ENTERPRISE 


Proportion of 


Average gross sales, Average number Pou : 
; ghkeepsie 
Type of enterprise 1935, oi States ve oe ee: concerns surviving 
(dollars) States total® AR A er 
Wholesale 242,160 7.3 56.3 
Retail 24,970 Ze 45.) 
Service 6,939 1.7 43.2 


a Data from United States Department of Commerce, Census of Business, 1935. 


ing the least capital. When large amounts of capital are at stake, the 
risk is usually reduced by making a more or less thorough investigation of 
the prospects in advance of investment, and by employing a trained man- 
ager. The man with small capital is apt to have little experience at his 
command and a relatively small choice of opportunities, and he almost 
inevitably enters an overcrowded field in competition both with many others 


TABLE V.—Lenotu or Lire or Specrric Kinps or RETAIL ENTERPRISES ESTABLISHED IN 
POUGHKEEPSIE BETWEEN 1844 anp 1926 


Not Counting Change in Proprietorship as a New Business 




















Grocery Confectionery Meat Cigar All retail 
Stores stores markets stores stores 
Years of Number of Enterprises 
lifes 
1,218 | 325 | 323 | 230 | 4,998 
Percentage Distribution 
1 29.4 44.0 35.0 33.5 29.6 
2 14.8 16.6 12.7 13.0 14.2 
3 10.2 11.7 7.4 10.9 9.4 
4 6.0 4.3 5.3 10.4 6.2 
5 4.2 4.9 4.6 4.3 4.9 
6 2.7 4.6 5.0 6.5 4.1 
7 3.4 1.8 2.8 2.2 3.1 
8 2.5 2.5 2.5 3.0 2.6 
9 2.1 1.2 1.2 9 2.1 
10 2.4 3 1.9 1.3 2.0 
Over 10 22.3 8.0 21.7 13.9 21.8 
Total 100.0 100.0 100.0 100.0 100.0 
a a Sa a eM ee ee 


® See Table I, note a. 
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of his kind and with those who have more resources.and experience to 
back them. m 

The differences in length of life of different types of enterprise fulfill 
this expectation. No data are available on the amount of capital invested in 
different types of enterprise; but the 1935 Census of Business gives figures 
for gross sales and number of employees, which should be good indicators 
of relative size. Reclassifying these data to conform to the classification 
used in the present study, it is apparent that there is a marked relationship 
between size and length of life. The results are given in Table IV for 
wholesale, retail and service industries. 

Comparable data are not available for manufactures and crafts since the 


TABLE VI:—LENGTH or Lire or Speciric Crarrs ESTABLISHED IN POUGHKEEPSIE BETWEEN 
1844 anp 1926 : 


Not Counting Change in Proprietorship as a New Business 








Shoemakers | Barbers | Tailors | All crafts 
Number of Enterprises 
Years of life 

331 | 28 | 263 | 1,315 

Percentage Distribution 
1 30.2 25.9 37.3 30.7 
2 15.1 10.1 14.5 14.7 
3 0.4 8.3 8.7 9.7 
4 5.1 7.5 4,9 5.6 
5 4.2 5.4 5.7 53 
6 3.9 3.2 5.3 37 
7 3.6 1.1 1.1 3.0 
8 1.8 2.2 2.3 2.6 
9 1.8 2.2 1.1 1.9 
10 2.7 1.1 1.9 1.9 
Over 10 22.1 33.1 17.1 20.9 
Total 100.0 100.0 100.0 100.0 


a See Table I, note a. 


Census of Manufactures omits all concerns with less than $5,000 gross sales. 
It is obvious from the nature of these enterprises, however, that manufac- 
tures are operated normally on a larger scale than crafts; and the fact that 
50.2 per cent of manufacturing establishments survived the third year as 
compared with only 43.5 per cent of the crafts conforms to the general 
proposition that the smaller enterprises have on the average a higher mor- 
tality than the larger ones. 

The length of life of the ten businesses which account for the largest 
number of enterprises is given in Tables V to VII. Of these ten businesses, 
the express service shows the lowest mortality in the first year (21.1 per 
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cent) and barber shops have the highest proportion of concerns surviving 
ten years (33.1 per cent). At the end of twenty years one-fifth of the bar- 
ber shops established still survive (20.3 per cent), whereas the nearest 
competitors, the meat markets, have only one-tenth (9.9 per cent) of their 
number outlasting the twenty-year period. 

At the other end of the scale, the highest mortality appears among con- 
fectionery stores, 44 per cent of which fail to reach the second year. Only 
8 per cent of these survive the tenth year and 2 per cent survive the twentieth 
year. Tailor shops rank second for high mortality in the first year (37.3 
per cent); restaurants rank second for the percentage disappearing in the 


. Tase VIJ.—Lenors or Lire or Spsciric Kinps or Service ENTERPRISES ESTABLISHED IN 


POUGHKEEPSIE BETWEEN 1844 anp 1926 
Not Counting Change in Proprietorship as a New Business 











; All service 
Saloons Restaurants Express service enlirbitsts 
Years of lifes Number of Enterprises 
641 | 409 | 175 | 2,618 
Percentage Distribution 
1 36.7 35.0 21-1 32.7 
2 15.1 13.0 9.7 13.0 
3 9.2 11.0 8.6 9.4 
4 6.6 8.1 6.3 6.7 
5 4.5 4.6 Sar 5.1 
6 3.9 4.2 2.3 3.9 
7 3.7 5.9 5.7 3.5 
8 2.8 2.4 3.4 2.6 
9 2-5 {1:7 6.3 2.3 
10 2.2 2.0 3.4 2.0 
Over 10 12.8 12.2 27.4 18.8 
Total 100.0 100.0 100.0 100.0 





2 See Table I, notea. 


first ten years (87.8 per cent); and saloons rank second for the percentage 
disappearing within twenty years (96.9 per cent). 

Again comparing with Census figures, our figures show that the larger 
concerns, for the most part, have longer lives. For the six kinds of busi- 
nesses selling commodities, only the cigar store has greater longevity than 
another business—the restaurant-—with larger gross sales, and the difference 
here is not marked. However, the two kinds of businesses selling services 
rather than commodities—express service and barber shops——have smaller 
average gross receipts and longer lives than the concerns selling commodi- 
ties. 
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Taste VIII.—Comrarrson or Size AND Lonceviry or DIFFERENT Kinps or BUSINESS 





Average gross sales Proportion of Poughkeepsie 
Kind of business 1935 United States concerns surviving more 
totals than three years, 1844-1927 
(dollars) 
Grocery store 17,876 45.6 
Meat market 17,360 44.9 
Restaurant 12,793 41.0 
Cigar store 11,805 42.6 
Saloon? 7,346 39.0 
Confectionery store 5,663 27.7 
Express service 4,468 60.6 
Barber shop 1,728 55.7 


* Data from United States Department of Commerce, Census of Business, 1935. 
b “Drinking Places” in 1935 Census. 


The amount of capital required is not, of course, the only important fac- 
tor determining length of life. The fact that little capital is needed may in 
itself be an aid in continuing a business. The “parlor grocery store” is an 
instance of this. The establishment of such a store will reduce the family 
living quarters but there is no rent. If the store is managed by someone who 
would not otherwise be employed—a wage earner temporarily unable to 
obtain employment, or a wife who would not seek employment outside the 
home— there is no labor cost. Most of the stock carried can be obtained 
on credit. Under these conditions, sales, however small, will bring some 
addition to the family income; bankruptcy is all but impossible; and failure 
to yield an adequate living for the family will not cause discontinuance of 
the enterprise. It may be abandoned very quickly, however, for a better 
opportunity, even though this be nothing but a day laborer’s job. Frequent 
instances have been found where a craftsman or ordinary laborer of one 
year appears as a grocer or saloon-keeper the next, and turns up the year 
following in his original capacity; but whether this represents an unsuc- 
cessful effort to better his position or the tiding over of temporary unem- 
ployment the directory does not reveal. 

An attempt has been made to determine the extent of these home con- 
cerns by tabulating some of the enterprises according to whether they were 
carried on at home or in separate establishments. For this purpose all gro- 
cery stores, confectionery stores, meat markets, cigar stores and saloons 
were tabulated for the periods 1873-76 and 1923-26. The results are given 
in Table IX. In both periods the home concerns predominate among gro- 
cery stores, confectionery stores and saloons, and in both periods the home 
concerns are in the minority among cigar stores and meat markets. The 
relative importance of the home enterprise has decreased in the fifty-year 
period for cigar stores, confectionery stores and saloons, but it has in- 
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creased for grocery stores. If chain stores are omitted from the group, 66 
per cent of the independent grocery stores are found to have been carried 
on at home during the nineteen-twenties. 

Not all these home stores are strictly “parlor groceries.” Some are in 
buildings constructed primarily for business, with living quarters on the 
second floor. Even so, however, they are apt to be smaller and more eco- 
nomical than the stores in separate buildings. 

The attempt has been made, also, to measure differences in the length of 
life of home and separate enterprises for the grocery stores, the largest of 
the groups in Table FX. Since no important differences were found in these 


TABLE [X.—Comparison OF NuMBER OF BUSINESS CONCERNS IN HOMES AND IN 
SEPARATE BUILDINGS 


1873-76 
Per cent 
Kind of business Total number 

of concerns Home Separate Total 
Grocery store 94 54.3 45.7 100 
Meat market 35 17.1 82.9 100 
Saloon 81 86.4 13.6 100 
Confectionery store 19 57.9 42.1 100 
Cigar store 43 41.9 58.1 100 

1923-26 

Grocery store 329 59.9a 40.1 100 
Meat market 82 18.3 81.7 100 
Saloon 27 59.3 40.7 100 
Confectionery store 79 51.9 48.1 100 
Cigar store 38 18.4 81.6 100 


a When chain stores are omitted, 66 per cent. 


figures for the two periods, they have been combined. If chain stores are 
included in the figures, the separate stores show a longer life than the home 
stores. Sixty-six per cent of the separate stores and 64 per cent of the home 
stores survived the third year. If, however, chain stores are excluded the 
reverse is true. Only 59 per cent of the independent stores, excluding chains, 
sutvived the third year. Apparently the independent store established in 
the building in which the owner lives has a slightly better chance of con- 
tinuance than the separate store. | 

Lack of training for the business in question is probably a frequent cause 
of failure. A complete record of previous occupations cannot be obtained 
from the directories, since in many instances the owner of the business 
comes from another community. A small sample has been tabulated, how- 
ever, for the business concerns appearing in Table IX, Of this group previ- 
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ous occupations were found for 106 proprietors in the eighteen-seventies 
and 216 in the nineteen-twenties—just 39 per cent of the group in each 
period. Of this group, 38 per cent had been engaged in a related occupation 
the year before entering the business in question. “Related occupations” 
have been taken to be proprietors or clerks in any retail concern, and manu- 
facturers or wholesalers of the product sold by the retail enterprise. The 
remainder were engaged in a wide variety of pursuits; 90 distinct occupa- 
tions are recorded for the 322 proprietors listed. The wide variety of occu- 
pations and lack of relationship between the new occupation and the old 
are as characteristic of the nineteen-twenties as of the eighteen-seventies, 
and appear in all five kinds of business. Nearly one-fourth of the tobac- 
conists were formerly cigar makers and more than one-third of the owners 
of meat markets were previously butchers, but with these exceptions there 
is rarely any very close relationship between the old occupation and the new. 


TABLE X.— PREVIOUS OccuPraTIONs OF PROPRIETORS OF BUSINESS ENTERPRISES® 


Number Per cent 
Related occupations 121 37.6 
Unrelated 
Skilled laborers 68 21.1 
Unskilled laborers 58 18.1 
All other 37 11.5 
No occupation 38 11.7 


Total 322 100.0 


a From enterprises tabulated in Table IX. 


The nature of the previous occupation seems to have little to do with the 
longevity of the new business. The life of those concerns started by indi- 
viduals who had previously engaged in “related occupations’ was found . 
to be somewhat longer than the life of concerns started by individuals with 
no apparent training for the task, but the difference found is too slight to be 
significant. Sixty per cent of the related group and 58 per cent of the un- 
related group survived the third year. It is reasonable to suppose that a 
relationship does exist, but the limitations of the data fail to reveal it. The 
record of earlier occupations is limited to the one immediately preceding. 
Moreover, the test of relationship applied has serious limitations. 

The form of business organization is another factor that may influence 
the longevity of business concerns, It is to be expected that partnerships, on 
the whole, will outlive individual enterprises, unless each change in part- 
ners is regarded as terminating the life of the old concern and starting a 
new one. Also, on the average, corporations presumably outlive individual 
enterprises and partnerships. A comparison of Table I with Table XI 
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shows that the craft and service enterprises, which have the shortest lives, 
have the highest percentage of individual enterprises. At the other extreme, 
wholesale and manufacturing enterprises, which have the longest lives, have 
the smallest percentage of individual enterprises. And retail enterprises are 
in the middle in both cases. Crafts, however, have a longer life and a higher 
percentage of individual enterprises than service enterprises; and whole- 
sale concerns have a longer life and a higher percentage of individual enter- 
prises than manufactures. 

The individual enterprise is predominant in all these classes of business 
and the corporations relatively few in number even in manufacture. The 
group of “all other” forms of enterprise is made up largely of concerns 
which have changed from one form of enterprise to another. It is inter- 
esting to note in this connection that whereas 348 concerns starting as part- 
nerships ended with a single proprietor, only 239 concerns starting with a 
single proprietor ended as partnerships. 


TABLE X1.—Form or ORGANIZATION 

















Retail feats T a6) Craft Service Total 

Number of Enterprises 
6,230 | 245 | 1,095 | 1,595 | 3,453 | 12,618 

Percentage Distribution 
Individual enterprise 77.2 59.6 51:7 88.3 84.9 78.2 
Partnership 11.4 22.7 22.2 5.8 9.0 11.2 
Corporation 2.8 8.2 13.7 8 1.6 3.2 
All other 8.6 9.5 12.4 5.1 4.5 7.4 
Total 100.0 100.0 100.0 100.0 100.0 100.0 





The only form of business enterprise for which the length of life has 
been measured is the corporation. The proportion of corporations sur- 
viving the first year exceeds that for all forms of organization and for all 
types of business, as shown in Table XII.’ The proportion of incorporated 
businesses that survives ten years is likewise greater than that for all forms 
of organization in all cases, except manufactures. Here the proportion of 
survivors among corporations is slightly smaller than among all forms of 
organization. In the other four types of business the difference in length of 
life of corporations and other forms of organization is very marked. 

Up to this point in the study, the data for the entire period covered have 

7 The directories do not give the form of organization. They do, however, give pro- 


prietors or other responsible officials so that there is rarely any doubt as to whether a 
concern is incorporated or not. 
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Tase XJJ.—Compartson or LENGTH or Lire or CORPORATIONS AND ALL Forms OF 
Business ENTERPRISES, POUGHKEEPSIE, 1844-1927 








Cumulative Percentage Distribution 





Retail Wholesale Manufacture Craft Service 
Years of . J if 
life | an All All Al Al 
con- | COrPO- | con- | Corpo-| con. Corpo- | con. Corpo- | con- Corpo- 
cerns rations rations rations cerns rations cerns rations 


cerns cerns 
1 or less 30 20 20 10 23 10 31 
2 or less 44 32 29 30 35 26 45 
3 or less 53 44 38 30 47 40 55 
4 or less 59 52 46 30 55 48 61 
5 or less 64 58 51 40 60 55 66 
6 or less 68 63 56 40 66 63 70 


Coe °oece 
mal 
bo 
È 


7 or less 72 65 62 40 68 69 73 74 57 
8 or less 74 66 65 50 70 73 75 33 77 57 
9 or less 76 68 68 50 73 75 77 33 79 66 
10 or less 78 69 69 50 75 76 79 33 81 69 
Over 10 22 31 31 50 25 24. 21 67 19 31 








-e j eenaa n | aaae | r | e eaaa | aaae a boned e aa | a a a 


Number of 
cases 4,998, 117 157 | 10 945; 108 [1,315 3 2,618| 35 
Per cent in- 
corporated 2.9 6.4 11.4 0.2 1.3 


a See Table I, note a. 


been combined. It is to be expected that the mortality of business enter- 
prises will vary widely from year to year with business conditions. More- 
over, the period is long enough to show long-time trends in length of life, 
if any exist. 

A comparison of changes in the number of going concerns in Pough- 


Taste XIII.—Business ENTERPRISES IN OPERATION IN SPECIFIED YEARS 

















; Whole- Mant- ; 
Year Retail 2 qa Craft Service Total 
Number 
1843 186 — 45 119 43 393 
1873 396 10 123 89 158 776 
1903 394 20 84 89 183 770 
1933 859 58 113 202 509 1,741 
Percentage Increase or Decrease 
1873 over 1843 112.9 — 173.3 ~-25.2 267.4 97.5 
1903 over 1873 —.5 100.0 —31.7 0.0 15.8 — .8 


1933 over 1903 118.0 190.0 34.5 127.0 178.1 126.1 
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keepsie from one year to the next with the Cleveland Trust Company index 
of industrial activity shows a tendency for the number of Poughkeepsie 
concerns to deviate from its trend in rough conformance to the deviations 
in the industrial activity index, Yet neither the 1907 nor the 1921 depres- 
sions are reflected in the Poughkeepsie figures; and, whereas the industrial 
activity index started upward in 1933, the number of Poughkeepsie enter- 
prises was still declining in 1936. 

No statistical measure of business conditions in Poughkeepsie itself is 
available. The population of the city and the four adjoining towns in- 
creased 81.3 per cent in the thirty-year period, 1840 to 1870, and it seems 
probable that business prospered accordingly. A much slower growth of 
population, 19.4 per cent, took place in the thirty years, 1870 to 1900. 
This was followed by a more rapid increase, 62.2 per cent, in the thirty 
years from 1900 to 1930, although the growth was not equal to that in 
the first thirty-year period. 


TABLE XIV.—NuMBER OF PEOPLE PER BUSINESS EsTABLISHMENT® 


Year Retail Wholesale (Manufacture, Craft Service Total 
1843 96 — 399 151 417 46 
1873 78 3,074 250 345 195 40 
1903 97 1,910 455 429 209 50 
1933 72 1,063 545 305 121 35 


a The population figure used is that for the city and four surrounding towns. It has been 
assumed that the increase in population between census years is equal in amount each year. 


Local historians claim that the 1870 census was padded by approximately 
1,000 cases for political purposes,® but even if this is so, it is still true that 
the middle petiod is one of much slower growth than the earlier and later 
periods. 

These population movements are reflected in the number of business 
enterprises. These, as shown in Table XIII, nearly doubled between 1843 
and 1873, declined slightly between 1873 and 1903, and more than doubled 
between 1903 and 1933. 

The number of inhabitants per establishment is given in Table XIV. It 
is apparent from this that the number of enterprises increased more rapidly 
than the population in the first period and again in the third, but declined 
during the slow-growing middle period. 

Turning to the figures for length of life of business enterprises in the 
three periods, given in Tables XV and XVI, it is surprising to find that 
it is in the relatively stagnant middle period, when population increase was 


"E, Platt, The Eagle's History of Poughkeepsie from the Earliest Settlement, 1683 to 
1905, p. 210. 
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least, that the length of life of business concerns was greatest. Comparing 
the first and second periods, a larger proportion of concerns survived three 
years in the second period, except for manufactures, which have a slightly 
better record in the first period. Comparing the second period with the 
third, retail, wholesale and service enterprises show a tendency toward a 
shorter existence in the third period, whereas manufactures and crafts show 
a tendency toward a longer existence. The length of life in the third period 
is greater, on the whole, than in the first period and less than in the second 
period. 

It is not clear whether these differences are the result of changes in 
general business conditions. Again referring to the Cleveland Trust Com- 
pany index of industrial activity, the first period has more months of busi- 
ness activity above normal than either of the two succeeding periods. The 


TasLte XV.—Lenors or Lire or Business ENTERPRISES IN POUGHKEEPSIE IN THREE 
Tuirty- YEAR PERIODS, 1844-1933 


Number of Concerns 


1844-73 1874-1903 1904-33 
Retail 1,502 1,234 3,100 
Wholesale 21 48 148 
Manufacture 402 263 362 
Craft 578 315 562 
Service 731 719 i ,693 
All enterprises 3,234 2,579 5,865 


months above normal are 227 in the first period, 214 in the second period 
and 199 in the third period.® 

These comparisons suggest that the length of life is in fact related to 
local changes in population growth. The data indicate that rapid increases 
in populaticn stimulate a too rapid growth of business enterprises and 
that a relatively stable population discourages new business. At least it is 
apparent that during the middle period of slow population growth, the 
number of business concerns failed to keep up with such population in- 
crease as did take place; and in this same period the average business con- 
cern lived somewhat longer than in either the preceding or succeeding 
periods. There can be little question of the relationship between the num- 
ber of people per enterprise and the length of life of the enterprises. 
Whether or not the reduction in the number of enterprises was the direct 
result of population stability cannot be ascertained from the data. 


*The periods used for this computation are 1844-76, 1874-1906, 1904-36, since a 
concern starting in 1873, say, and ending in 1876 would be influenced by business condi- 
tions in the latter year, although grouped with business concerns beginning in the period 
1844-73. 
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Taste XVI.—LENGTH or Lire or Business ENTERPRISES IN POUGHKEEPSIE IN THREE 
Turrty-Year Perrops, 1844-1933 


Cumulative Percentage Distribution 











Retail 
Years of life 
1844-73 1874-1903 1904-33 

1 or less 34 27 30 
2 ar less 50 40 d4 
3 or less 60 49 53 
Over 3 40 51 47 

Wholesale 
1 or less 43 19 18 
2 or less 57 27 27 
3 or less 71 29 35 
Over 3 29 71 65 

Manufacture 

1 or less 25 24. 22 
2 or less 38 38 33 
3 or less 48 50 44 
Over 3 52 50 56 

Craft 
1 or less 33 29 29 
2 or less 51 42 42 
3 or less 62 50 49 
Over 3 38 50 51 

Service 
1 or less 42 28 30 
2 or less 56 4i 43 
3 or less 64 50 53 
Over 3 36 51 47 

Total 
1 or less 34 27 29 
2 or less 50 40 42 
3 or less 60 49 52 
Over 3 40 Si 48 





s See Table I, note a. 
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To what extent conditions in Poughkeepsie may be typical of conditions 
elsewhere it is impossible to say. The size of the community and specific 
local conditions are probably important factors in influencing longevity. 
The only test of this that is available is a comparison of the length of life 
of grocery stores in Poughkeepsie and in Buffalo for the period 1919 to 
1927 inclusive, and in Pittsburgh for the period 1925 to 1934 inclusive. 
The data for Buffalo and Pittsburgh are taken from the studies by McGarry 
and Boer mentioned above."° 

The Buffalo study shows that just 60 per cent of the 5,766 grocery stores 
starting business within this period disappeared after the first year.*t Only 
28.6 per cent of the 262 Poughkeepsie grocery stores starting business 
within this period failed to reach a second year. Chain stores have been 
excluded in both cities in making this comparison. A part of this difference 
may be accounted for by the fact that both the classified section and the 
main body of the directory were used in the Poughkeepsie study, whereas 
only the classified section was used in the Buffalo study. In using the Pough- 
keepsie directories it was found that some stores disappearing from the 
classified section continued to be listed in the main body of the directory. 
Consequently, a tabulation from the classified directory alone would fail to 
measure the full length of life of a few concerns. Also, if a firm disap- 
peared from the directory for a single year it was assumed that this was 
merely an omission of the directory, for the Poughkeepsie study, whereas 
it was regarded as the end of an old business and the beginning of a new 
business in the Buffalo study. These omissions are not frequent enough, 
however, to account for all the difference in the two figures. The “infant 
mortality” of the Buffalo stores must in fact have been materially greater 
during this period than the mortality of the Poughkeepsie stores. 

The Pittsburgh study and the Poughkeepsie study are more nearly com- 
parable in method. When a firm disappeared for a single year it was as- 
sumed to have continued, and firms disappearing for longer periods were 
sought in other classifications. The Pittsburgh study shows that 46.7 per 
cent of grocery stores disappear after the first year,” as compared with 60 
per cent in Buffalo. This is, however, a somewhat different period. The 
proportion of Poughkeepsie groceries that failed to survive the first year 
was 31.4 per cent for the period covered by the Pittsburgh study (1925- 
1934). This is slightly higher than the percentage for the earlier period. 
Even so the mortality is substantially greater in the larger city. 


See note 1. Since the directories for all three communities are compiled and pub- 
lished by the same firm, the data for the three studies should be strictly comparable. 

2 McGarry, op. cit, p. 170. 

2 Boer, op. cit, p. 54, 
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The high mortality which has been found to exist among Poughkeepsie 
business enterprises unquestionably represents serious economic wastes. Not 
all the short-lived enterprises have been failures, of course. Some have been 
used as stepping stones to larger enterprises. Others have doubtless served 
as more or less helpful stop-gaps between jobs. These latter, however, are 
indicative of maladjustments elsewhere in the economic system, and the 
fact that they may be abandoned, even for an unskilled laborer’s job, is 
proof of their uneconomic status. 

The nature of this study prevents any adequate analysis of the causes 
of the high mortality; but small capital, lack of experience, and over- 
crowding are all indicated. 

The situation apparently is not improving, nor is it growing worse. The 
life of the independent retailer was as precarious before the day of the chain 
store as at present. And some types of enterprise where competition of the 
chain store is not a factor, such as confectionery stores, have a higher mor- 
tality than those, notably grocery stores, where chain-store competition is 
most acute. Consequently elimination of the chain store is not the indicated 
remedy. 

The simple fact is that the high mortality is the price of a laissez-faire 
system; and any attempt to assist the small independents by suppressing 
their larger competitors is apt to decrease the average life of retail concerns 
as a whole without increasing the lives of the independents it is intended 
to protect. 

RUTH GILLETTE HUTCHINSON 
ARTHUR R. HUTCHINSON 
MABEL NEWCOMER 

Vassar College 


COMMUNICATION 


Teaching Economics 


This note arises from some doubts on what Professor Tuttle wrote in the 
March (1938) issue of the Review. 

It has been the policy of many teachers of economics that beginners in eco- 
nomic theory should be taught only one theoretical explanation of each phe- 
nomenon. These teachers feel that the acquaintance of the student with other 
explanations can be postponed until the student has become more familiar with 
economics in general and therefore has a better sense of judgment. The existence 
of other theoretical explanations can be mentioned, and this, it is thought, should 
be sufficient to keep the student aware of the fact that there are other sides to the 
story. 

The effectiveness of this policy might be questioned. Even if the existence of 
other theories is mentioned, the significance of this existence is very seldom ap- 
preciated. Elementary students look for definite answers to their problems, and, 
Jacking the pees of discernment, will accept the one theoretical explanation as 
sufficient. If the students do not continue in this subject, this one explanation 
will always be the explanation. If the students continue, they will tend to have a 
bias in respect to this one explanation. 

Therefore, for those phenomena for which no one theoretical explanation is 
entirely satisfactory, instead of offering one theory, which may indeed be the 
best, would it not be better to develop the power of discernment of the student 
by suggesting more than one theory? Two explanations should be enough, and 
if they could be introduced by emphasizing certain contrasting features, the ad- 
ditional time need not be great, and the original explanation may be made 
clearer. Perhaps the most important job of the teacher in social sciences is to 
develop the students’ power of discernment. The students must learn that one 
idea does not contain the whole truth; and when this is learned, the students’ 
progress will be more rapid. 

E. F. BEACH 

Massachusetts Institute of Technology 


REVIEWS AND NEW BOOKS 


General Works, Theory and Its History 


The Income Structure of the United States. By MAURICE LEVEN, assisted 
by KATHRYN ROBERTSON WRIGHT. (Washington: Brookings Inst. 
1938. Pp. x, 177. $1.50.) 


This book is an attempt to clarify thought on the problem of income 
and its distribution. The various angles from which income may be viewed 
are mentioned, but it would be too optimistic to say that all misconceptions 
had been cleared away. Of the various concepts presented, however, it is 
possible to pick out four different levels or stages in the process of dis- 
tributing the income produced. Income has its source in the net production 
or flow of goods and services which constitute national income. From 
these are derived the distributive shares of individual income which may 
be given out either in the form of cash or in kind. Ultimately, or in some 
cases, simultaneously, there comes the actual flow of goods and services 
which constitute the real income of individuals. The want satisfaction or 
well-being derived from the possession or use of these goods and services 
is the final level of income distribution, and one in which the psychological 
quantities are immeasurable in terms of money. 

Money is a sort of generalized title to goods and services which con- 
stitutes an intermediate stage in the process of distribution. The chapter 
on secondary income shows how purchasing power is tranferred from 
the primary group of income receivers into the hands of those who have 
had no direct connection with the production process. This transfer of 
wealth or title to wealth constitutes income to the individual but adds 
nothing to the national total. Income is thus redistributed through borrow- 
ing and saving, taxes, gifts, losses, fraud, etc. As a result of such transfers 
the poorer classes tend to get more goods and services than their income 
would indicate, while the wealthier classes get less. Much of the income 
is permanently transferred; and only as the differences are wisely and 
profitably invested or debts incurred which must be liquidated is there 
likely to be any readjustment in the flow of future income. 

Money is also the unit for measuring income. The author shows how 
the necessity for measurement causes us to Jump different kinds of income 
together. Not only must new goods and services be evaluated in terms of 
money but the artificial chopping of income flow into accounting periods 
makes it necessary to evaluate the stocks of goods and services at the be- 
ginning and end of the income period. The resulting figures for individual 
ot national income may consequently be as much the result of inaccurate 
appraisals or fluctuations in the value of the measuring unit as they are 
the result of actual variations in the flow of goods and services. 
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The major part of the book is devoted to an analysis of wage differences. 
This consists mainly of a collection of tables from various sources showing 
wage distributions by occupations, industries, geographic areas, age, sex, 
color, etc. The latter part deals with the changes in amount and distributive 
shares that have occurred since 1929. Considerable emphasis has been 
placed on the differences in trend between rates of earnings while em- 
ployed and total earnings. 

The book makes no pretense of presenting original material. Its value 
lies only in the collection of miscellaneous estimates and figures on the 
subject of income distribution which are here tied together by a brief 
running comment. No attempt has been made to criticize the figures 
presented, or to analyze their comparability. A certain amount of objection 
might be raised to the practice of presenting tables from Brookings and 
other “sample” studies without any argument as to the validity of the 
sample and on an equal basis with official government statistics. Except 
for the introductory chapter, the study might be characterized as a useful 
compendium rather than a treatise on income. 

LYLE L. SCHMITTER 
Social Security Board 


Money, Credit and Finance. By GEORGE FRANCIS LUTHRINGER, LESTER 
VERNON CHANDLER and DENZEL CECIL CLINE. (Boston: Little Brown. 
1938. Pp. x, 379. $1.40.) 


The fourth in a six-book series, designed to meet the requirements of 
a one-year introductory course in economics, covers the entire range of 
subjects from the origin of money to managed currencies and from taxa- 
tion to public credit. Professor James G. Smith of Princeton University, 
the editor of the series, justifies the inclusion of both money and banking 
and public finance in one volume by the fact that methods of government 
taxation, borrowing, and expenditures interact with the monetary and 
banking policies of the country. 

This book is written with an unusual clarity of style. Unlike many 
writers who strive to put simple thoughts into complex language, these 
authors are able to explain difficult concepts in a straightforward and 
lucid way, without at the same time over-simplifying them. Noteworthy 
are the treatments of the factors of increase and decrease in the demand 
for federal reserve credit, the velocity of money and the equation of ex- 
change, the purchasing power parity, and the capitalization of taxes. Here 
_ and there the book does tend to over-simplify, as in the discussion of 
tax incidence, but it covers the standard subjects adequately and realis- 
tically. 

The authors do not use their own pet terms which may often confuse 
the beginning student, but throughout they follow a standard terminology. 
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Certainly in an elementary textbook this appears to be desirable. The book 
is well edited. At no point is there a duplication or inconsistency of treat- 
ment, such as is often found in the multiple-author book. It is not possible 
to detect, either by the terminology or the method or quality of the analy- 
sis, the passing from one author to the next. The book has continuity 
throughout, with the result that the reader is easily and logically carried 
from one subject to the next. Digressions are few and are carefully noted. 

One of the many strong points of this volume is the ability of the au- 
thors to hew to the line and to cut away much unnecessary factual material 
and minute details of legislation. Those laws which are mentioned are 
important and fundamental and are clearly explained. The student read- 
ing this text will not ask, “How much of this is it necessary to remember?” 
The instructor does not have to “teach the text,” but can safely assume 
that the students understand what they have read. Consequently he can 
devote the class time to discussion and the application of the principles 
to special problems. The book is to a large extent timeless. 

A few errors have crept into the treatment. The First Bank of the United 
States is stated as being in existence from 1801 to 1811 (page 92). On 
pages 209-210 the authors say, “If any country should attempt to increase 
the total volume of its money so that its price level would tend to rise 
above the price levels of other gold-standard countries, #ts exports would 
exceed its imports, it would lose gold, its bank reserves would decline, 
and it would be forced to decrease the volume of its money.” In the next 
sentence they make the same type of error for the reverse statement. The 
reviewer also wonders if the definition of free coinage (pages 39, 40) 
will lead the student into thinking that non-gratuitous coinage cannot be 
free. 

Very little reference is made to controversial points of theory. Whether 
in an elementary text this is a point of strength or of weakness must be 
determined by each one for himself. The reviewer takes the liberty of 
suggesting that at the end of certain chapters involving controversy in 
theory a note might be included describing briefly the various schools of 
thought with a short and carefully selected list of references giving the 
views of each school. Such treatment so located would have the advantage 
of giving the student an idea as to the conflict of theoretical views without 
at the same time confusing him. This should be done only for fundamental 
disagreements and not for hair-splitting refinements in terminology. 

Though there are many arguments for the six-book method of covering 
the principles for a year’s course in economics, practical considerations 
seem to favor the one-volume or the two-volume text. The material in the 
six volumes in this series, assuming they average the size of the present 
book, would occupy about 1,300 standard size pages, which could very 
easily be placed into two volumes, each containing three of the original 
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books. The publication of this series in two volumes would be more likely 
to result in the wide use which it deserves. 


HiraM L. JOME 
DePauw University 


Social Philosophies in Conflict. By JOSEPH A. LEIGHTON. (New York: 
Appleton-Century. 1937. Pp. xxii, 546. $3.25.) 


This book is an addition to the already long list of surveys of the cur- 
rent scene—political, social, economic, and philosophical. The author, a 
professor of philosophy, makes no pretense at complete objectivity. He 
might be described as a liberal individualist in ethics, a stream-lined demo- 
crat (small “d’’) in politics, and a rather naive under-consumptionist in 
economics. He is frankly appalled at what is going on in Germany and 
Italy with all that it implies and to a lesser extent with developments in 
Soviet Russia. The first of the book’s five parts deals with these three coun- 
tries. It treats of their history, present governmental structure, culture, and 
philosophy in a way which impresses the reviewer, not an authority on 
these matters, as being competent but far from inspired. Limitations of 
space have prevented a complete treatment; and what is given, useful 
perhaps for textbook purposes, contributes little to what has been said 
elsewhere. 

The second section on the economic ills of democracy is the one in 
which the author would, I presume, expect readers of this journal to be 
interested. He is of the persuasion that the fundamental ills of modern 
society are primarily economic. His conception of those ills is adequately 
described by listing his sources, which he follows with uncritical confi- 
dence. One chapter is based on Stuart Chase (before the latter discovered 
he had been talking nonsense), another on Brookings’ Income and Eco- 
nomic Progress and on Loeb’s Chart of Plenty, and a third on Lewis Corey's 
Crisis of the Middle Class. There are in addition numerous quotations 
from Jerome Davis’ Capitalism and Its Culture and an appendix on Major 
Douglass. It is difficult to pick one’s way through a tangle of phrases such 
as “economy of abundance,” “planning for plenty,” “wizards of Wall 
Street” and the like to any concrete, definable thesis. 

One gathers that the author believes that a lack of purchasing power 
is the cause of depressions; that this condition results from an excess of 
profits, or in the chapter from Brookings, an excess of saving; that tech- 
nological unemployment is also somewhere in the woodpile. Each of these 
doctrines, defined, expanded and carefully set about with reservations, can 
be defended with some plausibility. In the volumes from which Professor 
Leighton quotes, however, and hence inevitably in his own book, there 
is evidence that possibly correct conclusions are arrived at by demonstrably 
faulty reasoning. For example, what, since we are in a new one, we are 
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permitted to call the last depression is laid largely to the contended fact 
that the savings of profiteers went into a vast inflation of security values 
instead of back into circulation. This Brookings conclusion is deeply sus- 
pect for numerous reasons, many of them brought out in Mr. Henry 
Villard’s critique in this journal. 

Following the “economic” section is a section on the principles of 
democratic social philosophy. This appears to the reviewer, at least, as a 
reasonably consistent, if thoroughly conventional, statement of the value 
judgments involved in a social philosophy which holds the development 
of the individual to be paramount. It seems the best thought-out section 
of the book, possibly because the subject matter is in the author's field. 

Part 4 discusses the path to be followed in achieving the codperative 
democracy in which (1) everyone will be able to procure the means of a 
decent life and (2) the surplus over this bare necessity will be used for 
general cultural purposes. As might be expected from the vagueness of 
these ends, the means are a rather extraordinary potpourri running from 
a minimum of government regulation to a planned economy of production 
and distribution under a national board of technicians and experts. The 
author seems to find no inconsistency in advocating both at once. 

The final section is a plea for international coöperation among the 
democracies. 

Max MILLIKAN 

Yale University 


Population, Resources and Trade. By BURNHAM NORTH DELL and GEORGE 
FRANCIS LUTHRINGER. Econ. and social inst., vol. v. (Boston: Little 
Brown. 1938. Pp. x, 291. $1.20.) 


This volume is the fifth of a series of six introductory textbooks on 
economics and social institutions. Its title is somewhat misleading. If it 
were changed to read Population and International Trade with a Chapter 
on Natural Resources, it would more accurately describe the contents. The 
first five chapters dealing with population evidently were written ‘by an 
authority in that field. The last five chapters on international trade and com- 
mercial policy seem to be the product of a specialist in foreign trade theory 
with a predilection for monetary aspects. The lonesome chapter on natural 
resources is of doubtful parentage and occupies a sort of no-man’s land 
between these two fields of specialization. 

This arrangement must have rendered difficult the editor’s task of shap- 
ing these diverse parts into a single organic whole. This he attempted to 
do by means of a general theme, to wit: populations and natural resources 
are so divided among the nations of the earth that international trade is 
vital to world prosperity and peace. 

In the population chapters the student is given a good summary of re- 
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cent contributions made in this field by Penrose, Thompson, Whelpton, 
Lorimer, and Osborn. Considerable space is devoted to the interpretation 
of vital statistics and their socio-economic implications. The dynamics of 
population changes is well developed. 

The treatment of natural resources in its emphasis on technological ad- 
vance as the great driving force behind resource development likewise is 
refreshingly dynamic. The table on page 153 is misleadingly labeled “World 
Distribution of Minerals.” 

It is only in the section on international trade and commercial policy 
that the dynamic nature of modern world economy is inadequately de- 
veloped, although in the editor's preface Ohlin is mentioned as one of 
those scholars on whose work the theoretical structure of this volume rests. 
In both theory and methodology this part is definitely neo-Ricardian. In 
assumptions and implications this traditional approach is essentially static, 
even if as is done here the word price is substituted for the word cost. 
It is static so long as it derives absolute or comparative advantages from 
given factoral proportions rather than from the forces which shape or 
affect these proportions. The concept of non-competing groups, moreover, 
or some equivalent is an indispensable adjunct to the neo-classical theory. 

Foreign-trade theory if presented in this abbreviated and over-simpli- 
fied form is apt to magnify legitimate expectations from economic inter- 
course between nations. The student is apt to gain an exaggerated sense 
of the autonomy of economics in the international sphere. The dream 
world of abstractions merges imperceptibly into the ugly world of hard 
facts. Moreover, what is to be gained by creating the impression as if the 
advantages of specialization were confined to the international sphere? 

ERICH W. ZIMMERMANN 

University of North Carolina 


Economic Thought and Language: A Critique of Some Fundamental Eco- 
nomic Concepts. By L. M. Fraser. (New York: Macmillan. London: 
Black. 1937. Pp. xx, 411. $4.50.) 

This extremely able book is concerned with an analysis, from the point 
of view of formal logic, of the fundamental problem of the definition of 
economic terms and concepts, and with an attempt to untangle the am- 
biguities at present existing in the field of economic theory due mainly to 
verbal difficulties. 

After a discussion of various definitions, Professor Fraser sets up as the 
“best” type of definition of the scope of economic theory that type which 
sees economics as the study of the distribution of scarce resources among 
competing uses and which is “positive” and “scientific” in its aims and 
method. With this in mind, he then considers and classifies the multitude 
of meanings which have become attached to such fundamental terms as 
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“value,” “utility,” and “cost,” anc points out the different levels on 
which the concepts of value, utility and cost may be considered. 

A chapter on the theories of value follows in which Professor Fraser 
ties in these concepts of marginal utility (utility = “power of inducing 
purchase”), value (“relative esteem [importance] value’), and costs 
(“displacement value’’) to a statement of value in these terms: 

In accordance with the principle of diminishing utility the esteem value of any 
one commodity will fall for him the more he possesses of it, and will rise the less 
he possesses of it. But so long as the indifference ratio is different from the ex- 
change ratio it will be worth his while to exchange the commodity which is 
“cheaper,” in terms of the exchange ratios, than he esteems it for that which is 
“dearer” than he esteems it. In this way he will reduce the esteem value of the 
former, and raise the esteem value of the latter, until the indifference ratio and 
the exchange ratio are the same (pp. 108-9). 


This view of value theory avoids the necessity of assuming free competi- 
tion, mobility of the factors, etc., and contains no judgments or standards 
of judgments on the desirability of these conditions. 

Next is a detailed analysis of the words and concepts, “money,” “supply 
and demand,” and “production and consumption” in which the current 
definitions are logically considered and some new viewpoints developed. 
The remaining chapters of the book are given over to a detailed examina- 
tion of the concepts of “factors of production” and of “land,” “labor,” 
“capital,” “enterprise” and of “‘incame,’ “savings,” and “investment.” 
These considerations are brought together in the concluding chapters, 
“Theories of distribution,” and “Economics and value.” The reader will 
find most of the modern points of view considered in these chapters but 
may disagree with Professor Fraser’s judgment of some of them. His view 
that land and capital cannot be logically distinguished as separate classes 
of factors of production perhaps minimizes too greatly a consideration of 
the different relationships of income to supply of these two factors, but 
his scepticism of the view that “profits” are a return to a factor of produc- 
tion seems well supported. 

This book should be valuable for all students of economic theory as a 
background for the analysis and comparison of specific economists’ con- 
cepts and methodological approaches. 


Fs te 


Francis M. Boppy 
University of Minnesota 


Werner Sombart and His Type of Economics. By M. J. PLOTNIK. (Bronx, 
N.Y.: Eco Press. 1937. Pp. 132. $2.00.) 

Werner Sombart’s methodological credo may perhaps be summarized as 

follows: (1) Science does not deal with the world as it ought to be, but as 
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it is, has been and, possibly, as it will be. (2) The social sciences do not 
deal with dead and brutal facts and their connections, but with the mean- 
ingful facts and connections that are created by the human mind, the social 
sciences do not simply collect observations and establish laws, but they in- 
terpret (understand) the meaning or sense of the observed facts and rela- 
tionships. (3) Economic theory is not a body of pure hypotheses and of 
their logical derivations; it is a body of concepts needed for the interpreta- 
tion of the historical economic process. Economic history is not an unor- 
ganized aggregation of isolated facts or series of facts; it is the interpretative 
description of the sequence of economic systems. Economics is not, and can- 
not possibly be, either pure theory or pure history; it is and must be historical 
theory or theoretical history. (4) Materialistic forces are not always the 
predominant historical determinants, but they are so (and possibly unique- 
ly) in the capitalistic epoch. 

The book under review gives a report on Sombart’s main expositions of 
this methodological program. The author in general withholds explicit 
comment, but seems to be in sympathy with most of Sombart’s ideas. He 
approves, in particular, Sombart’s attack on orthodox assumptionist eco- 
nomics, aligning him, in this one respect at least, with American institu- 
' tionalism: “The institutionalism of Sombart seems to me the ideal pragma- 
tism applied in economics, and many a passage of William James is full of 
Sombart’s content” (p. 110). 

It seems not easy to write or talk methodology without getting tedious. 
One can start out and end up with glittering ‘‘not—buts,”’ but the path 
in between is rather stony. It seems even less easy to report on methodologi- 
cal writings of others without getting tedious. The book under review cer- 
tainly does not speak so well for Sombart as do Sombart’s own writings. 
Nor are the introductory parts on “The mind of the century’ and ‘‘Som- 
bart’s life” very helpful. Somehow, statements like those quoted below do 
not seem to fit in with modern ideas about how biographies should be writ- 
ten: “Sombart’s view of economics is unconsciously an abstraction of his 
father’s estate—a going concern, an economy in the material objective 
sense, the ultimate unit in the subject-matter of economics” (p. 25). “In 
Deutscher Soztalismus, a treatise published in 1934, the ‘old Sombart’ has 
disappeared completely, nothing of the old scientist is left in it: in its 
‘stead—a Hitlerite Nazi! O tempora, o mores!” (p. 43). 

The bibliography of Sombart’s writings is useful but incomplete. The 
technical make-up of the book is poor, and the frequency of misprints and 
misspellings at times irritates the reader. 

K. BODE 

Stanford University 
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Lobn problem und Wirtschaftsethik: Die Beziehungen zwischen "Moderner 
Theorie” und Katholischer Wirtschaftsethik dargestellt am Lohnprob- 
lem. By FRANZ HERMANN. (Freiburg and St. Louis: Herder. 1937. 
Pp. 176. $2.40.) 


Prior to the World War, study of the interrelations of economics and 
ethics was fruitless if not impossible, in Dr. Hermann’s opinion, for the 
reason, that the great systems of economics—socialism and neo-classical 
liberalism—were themselves but departments of systems of social phi- 
losophy. This inhibition upon the study of the relation of the two sciences 
has since the war been largely removed by the development of an economics 
which adheres to its proper object. Professor Schumpeter is cited as having 
aided in this purification of “pure” economics so that it now begins to 
merit a title which was formerly a most unwarranted assumption. For the 
matter in hand, the most pertinent example of this objective economic 
science is the work of Dr. John R. Hicks. 

One circumstance complicates the study of the interrelation of economic 
science and ethics. Marginal analysis in the field of wages was rejected 
by the acknowledged dean of Catholic students in the field, H. Pesch. 
The more recent writers, Messner, Brauer, von Weber-Tischleder, and von 
Nell-Breuning have been professed followers of Pesch and (with the 
possible exception of von Nell-Breuning) have not employed the marginal 
apparatus. In the author’s opinion, Pesch’s rejection of the marginal analy- 
sis arose, not from any radical defect in the device itself but from the fact 
that the writers with whom Pesch was concerned did not employ it as a 
scientific instrument, and it went down with the systems in which it was 
embedded. Dr. Hermann believes that Pesch’s principle of equivalence 
and the marginal analysis are not exclusive but complementary. 

Incidentally, the author has not aided his case by identifying ethics 
and moral theology. Without exception, the principles which he invokes 
are rational norms of neo-scholastic ethics which would commend them- 
selves to many persons regardless of theological conviction. In neo-scholastic 
ethics, the norm of morality is “rational human nature adequately con- 
sidered”; in the new economics, the standard of reference is “rational 
human nature economically considered.” Modern economics sees the worth 
of a laborer as what he is worth to an entrepeneur, and he is worth to 
an entrepeneur what he is worth to the consumer of the entrepeneut’s 
product. That the whole process is a social phenomenon is evident for 
many reasons, of which the most obvious is the universal interdependence 
of prices. Pesch saw the same process from the other end. Needs are the 
force that evoke economic action. The entrepeneur combines factors to 
meet most effectively the community’s needs; and it is for the community, 
through the entrepeneur, to reward each of the factors employed with the 
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equivalent of what they have contributed to the entrepeneur’s (and the 
community's) product. 

Let economics demonstrate what can be done under various conditions. 
Let ethics demonstrate what may or should be done under the same con- 
ditions. On these grounds, Dr. Hermann is hopeful for the future of a 
rectified economics and for its peaceful coöperation with ethics. 

B. W. DEMPSEY 

Boston, Massachusetts 


NEW BOOKS 


ALLEN, R. G. D. Mathematical analysis for economists. (London: Macmillan. 
1938. Pp. xv, 548. 31s. 6d.) 

Mr. Allen’s book is bound to be of invaluable assistance to the ever-growing 
number of students of mathematical economics or rather of economists who 
seek to equip themselves with the essential tools of mathematica] analysis. 

Beginning with the fundamental concepts of “Numbers and variables,” 
‘Functions and their diagrammatical representation,” it leads through differ- 
ential and integral calculus up to “Some problems in the calculus of variation.” 
Special applications in the field of economic theory and (in smaller degree) 
statistics are appropriately stressed. 

Anybody who takes the time to go with pencil and paper through these 500 
pages solving all the numerous problems attached at the end of each chapter 
will be able not only to understand the symbolical language of mathematical 
economists but he will also find himself in a position to apply the powerful 
technique of quantitative analysis independently in solving his own problems. 

The publishing job is excellent but the reviewer cannot abstain from ex- 
pressing the apprehension that many a budding mathematical economist will 
be deeply chagrined by the price of $9.00. 

WASSILY LEONTIEF 


Coker, F. W. Readings in political philosophy. Rev. and enl. ed. (New York: 
Macmillan. 1938. Pp. xvi, 717. $4.) 


ELtwoop, C. A. A history of social philosophy. (New York: Prentice-Hall. 
1938, Pp. xiv, 581. $2.60.) 
Chapter 21 deals with economic social philosophers, and chapter 28 with 
William Graham Sumner and laissez faire. 


FEER, R. Elements of economics (with problems). Rev. ed. (New York: Col- 
lege Entrance Book Co. 1938. Pp. 327. $1.) 


GRAHAM, M. K. The synthetic wealth of nations: an inquiry into the nature and 
causes of The Wealth of Nations by Adam Smith, LL.D., as condensed and 
extended, (Nashville: Parthenon Press. 1937. Pp. 328. $2.) 

This volume represents an attempt to rewrite the Wealth of Nations in terms 
of current conditions and problems. Much of the historical and descriptive 
material has been omitted, and in many instances the illustrations used refer 
to the contemporary scene. Brevity has been stressed throughout, and the 
style is simple and direct. 
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While the book is interesting, the method followed is open to question. As 
the author proceeds, he appears to become increasingly interested in presenting 
his own views and comments. This criticism applies particularly to the sections 
dealing with money and exchange, the subject of money being the author’s 
special field of interest. On the whole, the reviewer feels that it would have 
been more effective either to have stated Smith’s views without comment, or 
to have undertaken a definitely critical study. 

J. E. MOFFAT 


Harwoon, E. C. Current economic delusions and their probable future effects. 
(Cambridge: Am. Inst. for Econ, Res. 1938. Pp. 112. $1.) 


Includes articles by Rufus S. Tucker and Henry H. Villard which 
originally appeared in the Annalist and in the American Economic’ Review. 


Humez, D. An abstract of a treatise of human nature, 1740: a pamphlet hitherto 
unknown. Reprinted with an introduction by J. M. KEYNES and P. SRAFFA. 
(New York: Macmillan..1938. Pp. xxxii, 32. $1.) 


A service has been done in issuing this reprint. Only three copies of the 
original are known——Trinity College’s (Dublin), Professor Scott’s and Pro- 
fessor Keynes’s. Inconsiderable in itself, the tract is of interest less as Hume’s 
anonymous puff of his own ‘‘dead-born” philosophical treatise than from 
mistaken ascription of authorship to Adam Smith. The editors’ meticulous 
introduction establishes that the “Mr. Smith” of Hume's letter to Hutcheson 
was probably the publisher John Smith of Dublin, and not Adam Smith, then 
a seventeen year old student of the University of Glasgow. 

Jacos H. HOLLANDER 


James, C. L. An outline of the principles of economics. 4th ed. (New York: 
Barnes and Noble. 1938. Pp. 274. 75c.) 


LEDERER, E. Technical progress and unemployment: an enquiry into the ob- 
stacles to economic expansion. Stud. and rep., ser. C, no. 22. (Geneva and 
Washington: Internat. Labour Office. 1938. Pp. xi, 267. $1.50.) 


LORENTZ, S. Die Entstehung des Unternehmergewinnes. (Berlin and Vienna: 
Osterreichischer Wirtschaftsverlag. 1937. Pp. 214. RM. 7.50.) 


This monograph presents a novel explanation of the fundamental deter- 
minants of entrepreneurial profit. An exhaustive and, in several of its parts, 
original critique of the Marxian doctrine of surplus value is used as a starting 
point for the development of the author's own theory of “elementary” profit, 
z.¢., the surplus which remains in the hands of the entrepreneur after the 
completion of a given exchange transaction. The author believes that in the 
determination of value and price and consequently of “elementary” profit, 
objective factors, such as scarcity of supply, and subjective elements, such as 
“waiting power” and “urgency of demand,” play an important part. According 
to his view, price is fundamentally but the expression of a “power relationship” 
between opposing parties, based upon the ability of each party to withhold, 
more or less successfully, the commodity or service desired by the other—an 
ability which depends, in large measure, upon each party’s “waiting power.” 
In a capitalist society those who can wait are in a favored position and can 
exact a premium from those who cannot afford to do so. The author believes 
that this is true not only in employer-employee relations but also in exchange 
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relationships generally and in all relations involving conflicts of interest þe- 
tween entrepreneurs. The outcome of such conflicts of interest, dependent 
upon the “waiting power” of each contestant as opposed to the “urgency of 
demand” of his opponent, is what, in the author’s view, essentially determines 
the entrepreneur’s profit. 

WILLIAM G. WELK 


Marcet, A. W. The theory of prices: a reéxamination of the central problems 
of monetary theory. Vol. 1. (New York: Prentice-Hall. 1938. Pp. xxv, 624. 
$6, trade price; $4.50, school price.) 


PROU, G. Les nouveaux courants de la théorie économique aux Etats-Unis. 
Fasc. III. De économie statique à Véconomie dynamique. Fasc. IV. De 
Péconomie spontanée a l'économie dirigée. (Paris: Domat-Montchrestien. 
1938. Pp. 275; 162. 60 fr.) 

G. Pirou, professor on the faculty of law of Paris, has written four dis- 
tinct volumes regarding The New Currents of Economic Theory in the United 
States. Volume I constitutes a penetrating analysis of the works of Veblen, 
Clark and Moore. Volume II comes to profound grips with the work of 
John R. Commons, who represents the dynamic passage from rational to in- 
stitutional economy. 

Volume II, under review, centers upon the work of W. C. Mitchell, 
describing the transition from static to dynamic economy. For the sake of 
clearly delimiting the principal fields of conflict and the positions to which 
the adepts of these new currents adhere, the author finds it indispensable in 
the introduction to recall the essence of the two great neo-classic schools: 
marginal economy and economy of equilibrium. In the first chapter the works 
of Mitchell are skillfully analyzed in their chronological order. The second 
chapter sets forth the conception of political economy, its object, methods, 
spirit, the most typical representatives of the young American school which, 
almost exclusively, has felt the profound influence of Mitchell. In the succeed- 
ing chapters we are lucidly informed how at Mitchell’s instigation and often 
under his direction, the quantitative study of economic fluctuations has been 
pursued in these latter days, and which results have been obtained to date. 
The final chapter offers a keen synoptic appreciation of the degree of origin- 
ality as well as of the degree of efficacy of the studies of dynamic economy. 

In contrast to the rare surveys of American economic theory, Pirou’s account 
is distinguished by its lucid comprehensiveness, meticulous precision, fasci- 
nating logicality, and last, but not least, by its systematic power and pene- 
trating thought. Only a French mind of the caliber of Pirou could have done 
scrupulous objective justice to the economic thought contributed by the 
galaxy of American students of economics. It deserves to be made available 
to a larger public by translation. Pirou is happy in making appropriate side 
references to past and contemporary European representative minds of eco- 
nomic science. The reviewer was especially impressed by the author's account 
of F. H. Knight. 

Volume IV arranges in a serial order a number of authors who exemplify 
the passage from spontaneous to planned economy. The thought of the 
authors yields little to economic theory from the strictly scientific point of 
view, The principal protagonists of controlled economy are journalists and 
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publicists rather than men of science. They evolve their particular doctrine 
of political economy with certain selective corroborative eae to strict 
economic science. Their intrinsic value consists essentially in the influence 
they have upon American public opinion and upon the New Deal. The bulk 
of the analyses are the contributions of candidates for assistant professor, 
former pupils of the author. 

Chapter 1 deals incisively with George Soule, Stuart Chase, R. G. Tugwell 
and S. Slichter, the major proponents of controlled economy. The latter's 
position is carefully differentiated from the others. In chapter 2 Pirou presents 
a neat analysis of the various disequilibriums of the capitalist system and 
their remedies as typified by W. T. Foster and W. Catchings, Harold G. 
Moulton and his collaborators, and P. H. Douglas. Chapter 3, dealing as it 
does with controlled money and social credit is a keen characterization of the 
thought of Irving Fisher and Major Douglas. In conclusion we are shown 
briefly in what measure the men of the present study are responsible for the 
efforts of the New Deal in meeting the crisis and reforms of the capitalist 


structure. 
HERMAN HAUSHEER 


ROBINSON, J. Introduction to the theory of employment. (London: Macmillan. 
1937. Pp. ix, 127. $2.) 

This little book is a simplified popular presentation of the main conclusions 
of the theory of employment af income which has been expounded during 
the past two years in Keynes’s General Theory of Employment, Interest and 
Money, Robinson’s Essays in the Theory of Employment, and in the writings ` 
of Kahn, Harrod and others. Although the author modestly states that the 
book is not designed to help in the resolution of the controversial issues with 
which it deals, professional students will find it very useful as a guide in the 
interpretation of difficult points in the more technical literature which 
expounds the same body of doctrines. | 

Because of the unorthodox attitude toward thrift which is embodied in the 

Keynes doctrine, particular interest attaches to the passage on pages 47-48 
headed “Thrift as a social virtue,” which seems to the reviewer to qualify away 
much of the condemnation of thrift. It is stated: 
“, .. When the rate of investment is pressing against the limit set by available 
resources, and all workers are fully employed, then no further increase in the 
rate of investment can take place unless consumption declines, and an increase 
in consumption, in such circumstances, instead of setting idle resources to 
work, can only be made at the expense of investment.” 

Various cases are cited where thrift had social value—war-time experience, 

the Russian experiment, “even, to a milder extent, in the age when railway 
building was absorbing huge amounts of new capital,” and the following con- 
clusion is reached: 
“., . These examples point the contrast between an ideal system in which ab- 
stinence creates real wealth, and the system that we know, in which economy 
leads to waste and sound finance is the cause of bankruptcy. But they also 
serve to warn us against too extreme a reaction from the traditional view of 
thriftiness as the first of the economic virtues.” 

In the reviewer's judgment, this section confirms the impression conveyed 
by more detailed and argumentative works of Keynes and his followers— 
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namely, that whereas the classical doctrine rests on assumptions that are ap- 
propriate to a boom, the “general theory of employment” assumes as normal 
the conditions which exist in a depression. 

CHARLES O., HARDY 


ROLL, E. Elements of economic theory. (New York: Oxford Univ. Press. 1937. 
Pp. vili, 276. $2.) 

The author, a professor in the University College of Hull, wrote this book 
(about 72,000 words) “primarily for students in their first year at the Uni- 
versity.” There are no diagrams, no tables, no statistics, and there is little 
descriptive or illustrative material. The index has no need for references to 
banks, unions, or corporations. As the title indicates, it is devoted primarily 
to economic theory. In the formulation of the theory of value the traditional 
marginal utility approach is preserved. 

The title of part 1 is “The economic principle and the economic world.” 
Part 2, “The working of the economic principle,” has three divisions-—‘““The. 
theory of consumption,” “The theory of exchange,” and “The theory of 
production.” In the latter are included sections, which cover only 35 -pages, 
on rent, wages, capitalistic production and profits. Part 3 is entitled “Problems 
of change.” 

In this book one learns more than in most introductory texts to associate 
economic principles with those economists who first expounded them. Thus 
the principle of diminishing utility in consumption is Gossen’s First Law. 
The principle that maximum utility is to be obtained by the satisfaction of 
different wants to the points at which their respective marginal utilities be- 
come equal is known as Gossen’s Second Law. Closely related with Gossen’s 
Second Law is Wicksteed’s idea of the “communal scale.” The proposal made 
by Richard Bohan in the September, 1937, Review that the student of economics 
begin with the history of economic thought is probably impractical, but the 
example of Professor Roll may well be followed and even carried further. 

Professor Roll’s definition of demand is not that now usually found in 
American texts. A’s demand for a commodity is “his willingness to buy a 
certain quantity of it at a certain price’ (p. 72). The usual definition in 
American texts requires a consideration of amounts that would be purchased 
at a whole series of prices. 

Speaking of the effect of branding and advertising an article in removing 
it somewhat from competition he says (p. 109), “The effect of advertising a 
particular brand is, as it were, to insulate it and to make the demand for it 
of less elasticity than infinity in the critical range (as pointed out on p. 105). 
The advertisement then becomes something in the nature of a joint product; 
and the price of the goods will have to be high enough to bear the joint cost 
of production.” It is hard to see how the advertisement can be said to be a 
joint product in the sense in which the term is usually employed. The author 
gives (p. 144) cottonseed and cotton as examples of joint products, but this 
use of the term cannot be applied to the advertisement. If, using the phrase 
in a different sense, and this is evidently what the author intends, the cost 
of the advertisement be counted as one of the costs of the branded, insulated 
product, one still would hardly consider the advertisement itself as a joint 
product. 


EDGAR H. JOHNSON 
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SAUVY, A. Essai sur la conjoncture-et la prévision économiques. (Paris: Lib. 
Technique et Economique. 1938. Pp. 190. 18 fr.) 


SCHAFFLER-GLOSSL, K. Volkswirtschaftliche Verfahrenlebre unter besonderer 
Berücksichtigung des Verstehensbegriffes. Gesellschaftswissenschaftliche Ab- 
handlungen, Band vi. (Leipzig: Deuticke. 1936. Pp. v, 78. RM. 4.60.) 


This monograph is obviously written by a follower of Othmar Spann, and 
consists essentially of an argument between the Spann school and Werner Som- 
bart, and of a defense of the Spann philosophy against Sombart in his “The 
Three Systems of Political Economy.” Fifty-four of the seventy-eight pages of 
this paper are taken up with discussion of Sombart’s philosophy, as a Neo- 
Kantist, and of that of his predecessors, Windelband and Rickert, with special 
reference to the separation by them of the natural sciences and the humanities 
(Geisteswissenschaften). This discussion leads to a presentation of Sombart's 
theories as presented in the ‘Three Systems of Political Economy,” which is 
as follows: the only way to bring order into the chaos of economics is to trace 
all the various theories back to the basic foundations of their analyses. We then 
find only three basic attitudes toward the human economy, as toward any 
other components of civilization—namely, the metaphysical attitude, the attı- 
tude of natural science, and the attitude of the humanities—and these three atti- 
tudes lead to the three forms of economics, the Judging or Evaluating (richt- 
ende), the Organizing (ordnende), and the Comprehending (verstehende). 
The judging type is opposed to the comprehending or value-free (Wertefret), 
and in between is the organizing type, which is closer to the comprehending 
than to the judging. The judging economists are divided by Sombart into 
scholastics, or theists; harmonists, and rationalists, the former including St. 
Thomas Aquinas, Matteo Liberatore, and Othmar Spann. He places Spann in 
this category because the scholastics were concerned with “just price,” etc., so 
that they were trying to discover what should be, rather than what is, and Spann, 
according to Sombart, seeks to find the best system of economics, Sombart also 
places Spann with Adam Smith and Quesnay, because their philosophy is based 
on “shall” and not on “is,” on ideals instead of realities. 

Another criticism of Sombart from the point of view of the entity theory of 
Spann is that he fails in attempting to combine the theoretical and historical 
approach to economics. The right way to go about this is to consider individual- 
ism and universalism as two sides of one reality, unity, and then explain the 
unity of theory and history. Unity infers not only universality of being, but 
also the historical nature of being. History needs universality, in order not to be 
destroyed by individualism. The concept of unity leads to the interchangeability 
of history and theory. Sombart fails to combine theory and history because he 
uses theories only to understand reality. 

Schaffler-Gléss! finally criticizes Sombart for separating value and reality. 
He does not see the difference between value determined in the political sense, 
and in the purely analytical sense. Although Sombart is correct in saving that 
political value determinants are classed with metaphysics, aesthetics, etc., and 
therefore fall into the group of normal imperative knowledge, he is altogether 
wrong in concluding that analytical findings are dependent on political findings. 
This mistake is basically the cause for the falsehood of Sombart’s methodology. 
A value-free theory of economics cannot be classed among the humanities, 
because without determinants of value there can be no determinants of being. 

H. L. McCRACKEN 
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SKELTON, O. D. Our generation: its gains and losses. (Chicago: Univ. of 
Chicago Press. 1938. Pp. viii, 116. $1.50.) 
Inaugural course of lectures at Westminster College, Fulton, Missouri, 
1937. The fourth lecture treats of economic trends. 


SOMBART, W. Weltanschauung: Wissenschaft und Wirtschaft. (Berlin: Buch- 
holtz und Weisswange. 1938. Pp. 46.) 


Wacras, A. De la nature de la richesse et de l'origine de la valeur. (Paris: 
Alcan. 1938. Pp. xv, 343. 50 fr.) 


Watras, L. Abrégé des eléments d'économie politique pure. Rev. by GASTON 
Lepuc. (Paris: Lib. Gén. de Droit et de Jurisprudence. 1938, Pp. 395.) 


WILLIAMS, J. B. The theory of investment value. (Cambridge: Harvard Univ. 
Press. 1938. Pp, 636. $5.) 


Economic History and Geography 


The International Economic Position of Argentina. By VERNON LOVELL 
PHELPS. (Philadelphia: Univ. of Pennsylvania Press. 1938. Pp. xv, 276. 
$3.00. ) 


Argentina accounts for about one-half of the economic activities of 
South America. Different factors in this computation range from 40 per 
cent of the continent's railway mileage and freight tonnage and 43 per cent 
of its foreign trade to 65 per cent of its educational expenditures and an 
even larger share of its radio sets. That country’s international economic 
position is therefore a matter of large interest which the author of this book 
discusses in a manner that is both concise and comprehensive. Three chap- 
ters analyze Argentina’s international accounts and others describe in turn 
her foreign capital investment obligations, her foreign trade trends, com- 
petitive factors in her import trade, her bilateral international accounts 
and her foreign commercial policy from before the World War to about 
the present time. Introductory and concluding chapters, three statistical 
appendices, a bibliography and an index complete the volume. Its com- 
pactly marshalled data are well presented, and few books so replete with 
graphs and tables depart less from eye appeal to the reader. 

Although Argentina’s numerous exchange and trade agreements with 
other governments give her commerce an artificial pattern, the United 
States—albeit having no such agreements—ranks second to Great Britain 
in her business with other nations. We both buy more from the Argentine 
and sell her more than any competitor except the United Kingdom; and 
within the last year or two our heavy imports have been reciprocated by 
exceptionally large exports in her direction. The principal items of our 
sales, which exceed our purchases, are motor cars and fuel, farm machinery, 
and other modern mechanical appliances and conveniences. These account 
for most of the increment of our trade in the last thirty years. Our purchases 
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ate mainly of raw materials like wool, hides, tanning extract, flaxseed and 
occasionally corn. 

Since the opening of the World War our investments in private enter- 
prises in the Argentine have grown faster than those of any other country. 
Unfortunately we were not pioneers in this field, and others have probably 
gained more than we have from such ventures. The author tells us further- 
more that, “from 1914 to 1928 practically all Argentina’s public foreign 
financing (including national, provincial and municipal) was done in the 
New York market.” After hard times befell us in 1930, however, she 
bought back many of these obligations from us at bargain-counter rates. 

Argentina’s handling of exchange and crop marketing might excite 
New Dealer envy. Since 1914 she has been under the gold standard only 
two years, notwithstanding some ardent aspirations in that direction. But 
her government has solaced itself in this misfortune by reaping a harvest 
from exchange operations. Between 1933 and 1936 its profit from auction- 
ing bills payable abroad, which it had a monopoly of buying at its own 
price, to importers and others having to make foreign remittances, ap- 
proached 50 million gold pesos annually. This profit was used by a govern- 
ment grain board to pay losses incurred by buying wheat, linseed and corn 
above the local market price and selling them currently abroad at world 
prices. This system which avoids accumulating stocks that depress the 
market has now been extended to other products. 

Argentina has also used exchange manipulation to lighten the burden 
of payments to foreign creditors when the prices of her exports were low 
and the peso had depreciated. According to the author the effect has been 
that “a considerable portion of the burden of restoring and maintaining 
equilibrium in Argentine international accounts since 1919 has fallen upon 
the owners of the large volume of foreign private investments in Argentina, 
due to the difficulty of transferring abroad the earnings of these invest- 
ments.” He suggests that foreign investors in countries like Argentina, 
where the national income depends largely on exports whose prices fluctuate 
widely from season to season, should place their capital in equities rather 
than in fixed interest securities. These might yield a larger average income, 
paying liberal returns in prosperous years and representing a lighter burden 
on. the creditor country in years of depression. 

VICTOR S. CLARK 


Library of Congress 


Trade in the Eastern Seas 1793-1815. By C. NORTHCOTE PARKINSON. 
(Cambridge: Univ. Press. New York: Macmillan. 1937. Pp. xiii, 435. 
$5.00.) 

Professor Parkinson contends that neither economic nor nautical history 
has adequately dealt with trade. The former stresses the nature of the goods 
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carried with slight reference to the means of transportation; the latter con- 
centrates upon a description of ships with little or no reference to the 
economic background of the period under discussion. And he maintains 
that what he has called maritime history has as.its specific function the 
bridging of the gulf between the two. With this plan of procedure in mind, 
he narrates the history of the East India Company in its closing years. 

The Company originated as a commercial institution. But commerce is a 
two-way proposition; and English merchants had always been hard put to 
discover commodities produced in England that the natives of India really 
wanted. It is true that there was some demand for woolens, metals in gen- 
eral, and silver in particular; but these by no means balanced the account. 
Consequently, as time went on and the territorial holdings of the Company 
increased, the chief interest of its members shifted considerably. The real 
turning-point was reached with Clive’s treaty in 1765. From that time on, 
the chief function of the Company was to “govern at a profit.” In other 
words, England’s principal exports were political, legal, and military serv- 
ices, along with the opportunity of being exploited by English rather than 
French interests. This trend was so noticeable by 1800 that Professor 
Parkinson tersely summarizes the situation as follows: “How was the East 
India Company controlled? By the Government. What was its object? To 
collect taxes. How was its object attained? By means of a large standing 
army. What were its employees? Soldiers, mostly; the rest, civil servants. 
Where did it trade to? China. What did it export from England? Courage. 
What did it import? Tea.” Dividends were remarkably low for so monopo- 
listic a concern, but the dispensing of considerable patronage and certain 
remunerative connections with firms doing business with the Company 
made a director's position one well worth while. 

This account of the closing years of the Company leaves little to be de- 
sired. There is a brief history of English penetration and a detailed descrip- 
tion of the administrative forces involved. Among other things Professor 
Parkinson describes the trade itself, the manner in which it was carried on, 
the ships that sailed the Eastern Seas with their personnel and passengers, 
the shipping interest which hired its vessels to the Company, the naval pro- 
tection involved, the country trade of India herself and her commercial 
relations with China, and finally the end of the Company’s monopoly with 
the successful challenge of freer trade. 

Professor Parkinson’s account of British imperialism at the height of its 
glory is a fascinating one. His clear, succinct, and easy-flowing style is only 
too rare in the work of economic historians. His willingness to call a spade 
just that will delight those who have long suspected Kipling’s conception 
of Britain’s forays abroad. A more detailed treatment of the earlier history 
of the Company would have avoided a possible charge that the perspective 
is perhaps unfair; but Professor Parkinson would reply that he was chiefly 
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concerned with the period delineated, 1793-1813. He has made a definite 
contribution to both economic and imperial history. 
LoRNE T. MORGAN 
University of Toronto 


L’ Expérience Roosevelt et le Milieu Social Américain. By Louis R. FRANCK. 
(Paris: Alcan. 1937. Pp. 386. 30 fr.) 


In this work the author shows a good knowledge not only of the events 
which have taken place in this country since the World War but of the 
history of the United States during the last century. His discussion of the 
various measures taken during the first Administration of President Roose- 
velt in order to counteract the effects of the depression and restore pros- 
perity is very clear, although at times somewhat ironical. A brief survey is 
made of the economic conditions in this country when President Hoover 
left office. 

As might be expected, Mr. Franck concentrates his efforts upon the NRA 
with its codes, the AAA, and the attempt of both to control production. 
While he makes use of many sources he leans most heavily upon the work 
of the Brookings Institution and the National Industrial Conference Board. 
He concludes that the NRA retarded economic recovery and was incon- 
sistent with the efforts of the Administration to expand employment and 
to increase purchasing power. The most far-reaching result of the NRA 
may be the right to collective bargaining by labor. The author summarizes 
his opinion, and many others, admirably when he writes (p. 115): “Cest 
que Ja National Recovery n’eut rien du systéme; essentiellement mouvement 
et action, elle réconcilia une nation avec elle-même; sa justification résida 
dans sa propre existence bien plus que dans ses résultats.” 

Mr: Franck believes the AAA had very little effect on the rural popula- 
tion and doubts if the enormous expenditures connected with it were jus- 
tifiable. Cotton and wheat are singled out for special consideration. All the 
extensive rural control with its enormous administrative machinery had 
little effect on the income of farmers and cattle raisers although it is ad- 
mitted that the situation of the cotton farmer improved. The author’s posi- 
tion regarding the Agricultural Adjustment act and its effects is: “AL in 
all it can be assumed that simple relief measures introduced under various 
slogans would have improved the agricultural situation without the inter- 
vention of the vast experiment in planning pursued by the President and 
his followers” (p. 157). | 

The chapter on ‘“Theoriciens et doctrinaires” will delight some and irri- 
tate others. They are men of action, even missionaries and preachers. Most 
of them are confirmed optimists who believe that economic relationships 
can be modified by human means. In this connection, Mr. Franck launches 


1938]. Economic History and Geography 535 


into a discussion of the various theories relating to price control and pur- 
chasing power. 

Social assistance and its financing receive their share of attention. A brief 
survey is made of public works, direct relief and the Works Progress Ad- 
ministration. Under the financing of assistance are included the Home 
Owners Loan Corporation and the Federal Farm Mortgage Corporation. 
The reviewer is inclined to feel that Mr. Franck should also have included 
the Reconstruction Finance Corporation. Under “Dernier efforts” is in- 
cluded social security to which little attention is given since it does not 
logically belong to the period covered by the author. 

In a long chapter bearing the title “Les Etats-Unis devant l'expérience 
Roosevelt et le milieu social américain” the reader will find a discussion of 
such things as the American Federation of Labor, congressional investiga- 
tions, the Tennessee Valley Authority, the Supreme Court and others. In 
discussing “the revolt of the judiciary” four cases are cited very briefly: 
(a) the gold payment clause; (b) the railway employees’ retirement act; 
(c) the Schechter NRA case; and (d) the Hoosac Mills Company case 
which invalidated the processing taxes and the AAA. 

Mr. Franck concludes his work with a discussion of the “Significance of 
the Constitution in American life.” Accepting the findings of Dr. C. A. 
Beard as given in An Economic Interpretation of the Constitution of the 
United States the economic background for that great document is shown. 
Political corruption, local tyranny and the demoralizing influence of the 
great economic interests are seen as obstacles in the way of free develop- 
ment of democracy in the United States. 

There is much in this work which one would like to quote and, if written 
in English, it would be quoted freely by the proponents and opponents of 
the New Deal. Although it is not reasonable to believe that this work will 
occupy a place comparable to the works of foreign travelers in America in 
the eighteenth and nineteenth centuries, it will undoubtedly be a valuable 
source of information for future economists and historians. . 


L. EDWIN SMART 
Ohio State University 


Prospettive Economiche: I Grandi Problemi. By G. MORTARA. 16th ed. 
(Milan: Univ. Bocconi. 1937. Pp. xvi, 407. L. 50.) 


With the present volume this well known series of annual surveys which 
began in 1919 makes a radical change of pattern. The study of the world’s 
markets with the object of fitting Italian economy into the world picture, 
a pattern whose former usefulness is claimed to have been checked by the 
depression and by the application of “sanctions” to Italy, is now superseded 
by a study of the fundamental elements of the problems which disturb the 
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world today. The volume is still, like its predecessors, interested primarily 
in international trade, but especially and more than ever in the larger prob- 
lems bearing on demand and supply of the goods that enter into it. The 
object of study is changed, the method not. The true nature of economic 
phenomena is in question. Encompassing solutions are not proposed; ex- 
position is held to be sufficient argument. 

Much of the book is concerned with the distribution of raw materials 
and other resources among the continents, the countries, the empires or 
other aggregates. The political units controlling the resources are compared 
in terms of territory and population. “There are thus presented to the reader 
the chief elements of the greatest problem of the present day: that of the 
more equitable distribution among the peoples of natural resources and the 
capacity to utilize them.” This new problem Mortara deems to be essentially 
more difficult than that of the distribution of wealth. Some sort of egali- 
tarian impulse it is apparent inspires the attitude toward both. 

The study of resources includes their exploitation, in connection with 
which Mortara offers some suggestive index numbers of intensity of pro- 
duction on different continents. He examines international trade with ref- 
erence to the kinds of goods comprised and the countries (or larger aggre- 
gates) involved. 

It will be evident that, to a degree unparalleled in his former volumes, 
Mortara has introduced a political-economic emphasis. He presents the 
countries of the world as rich or poor (with gradations) in resources. If a 
country is restricted in natural endowments and is heavily populated, it has 
a problem that scarcely needs to be stated in terms of an argument. “Europe 
especially appears today in need of finding outlets in other countries for its 
prolific populations. The Americas especially seem in position readily to 
open up ample lands for the increment of European populations” (p. 41). 

The author is absorbed by the question of the relations between countries. 
In an epilogue he points out that, up to 1913, it was customary to empha- 
size the advantages to be had by extending those relations; since, the dis- 
advantages have come to the fore. The richer countries have shown little 
interest in supplying the needs of the less well endowed. Germany, Japan 
and Italy have resorted to their own efforts to make less necessary their 
dependence on other countries. Some small mother countries hold exces- 
sively large colonial possessions. 

Mortara reviews various comprehensive proposals for dealing with the 
problem of raw materials, but has no illuston that a solution capable of 
compelling acceptance is at hand. 

If, in conclusion, one were to attempt to paraphrase in one sentence the 
thought that runs through this book, it is that some of the better situated 
countries are content to possess advantages in resources and power which 
the less well situated are no longer content to lack. No principle of justice 
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having yet been formulated capable of meeting the conflict in interest, it 
is scarcely to be wondered at that Mortara looks upon the future with mis- 
giving. Certainly the unilateral efforts by Germany, Japan and Italy to in- 
crease their independence of better situated countries by absorbing some of 
those less well situated scarcely supply a rule of action of general applic- 
ability. 
ROBERT F. FOERSTER 
Princeton, New Jersey 
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ASHTON, T. S. The Industrial Revolution: a study in bibliography. (London: 
Black. 1937. Pp. 16.) 


BENSON, A. B. and HEDIN, N., editors. Swedes in America, 1638-1938. (New 
Haven: Yale Univ. Press for Swedish American Tercentenary Assoc. 1938. 
Pp. xvi, 614. $3.) 


Bisson, T. A. Japan in China, (New York: Macmillan. 1938. Pp. 417. $3.) 


DANIELS, J. A southerner discovers the South. (New York: Macmillan. 1938. 
Pp. viii, 346. $3.) 

Eyre, E., editor. European civilization: its origin and development. Vol. VI. 
(New York: Oxford Univ. Press. 1937. Pp. 1624. $7.50.) 


The first 717 pages of this volume narrate political events almost ex- 
clusively, from 1640 to 1914. Eleven much shorter sections follow, most of 
them, like the first, of limited and general interest to the specialist in eco- 
nomics as such. Two by M. C. D’Arcy, ‘“Exigetical method of history in modern 
times,” and “The decline of authority in the nineteenth century,” and one 
each by Sir Ambrose Fleming and A. E. Taylor, on “The scientific method”. 
and “Modern philosophy” respectively, are good reading on the methods 
and attitudes which have produced our written history. The last exhibits its 
writer's uniform talent for meaty compression. Among the more interesting 
and timely sections is that of Joseph Bonsirven on “The Jews in the European 
system.” Naturally, it does not give a vast amount of detail in 43 pages. 
Unfortunately, the only references to a generally unfamiliar subject are con- 
tained in a few brief footnotes. Yet it is an admirable statement, very 
moderate if we put down as rhetoric an allusion in the final sentence (p. 854) 
to “some mysterious plan of the Almighty.” 

M. M. KNIGHT 


HANSON, S. G. Utopia in Uruguay: chapters in the economic history of 
Uruguay. (New York: Oxford Univ. Press. 1938. Pp. viii, 262. $3.50.) 

This 1s an analysis of the Uruguayan program of state socialism and ad- 
vanced social legislation extending substantially from 1911 until the depths 
of the Great Depression. 

Although the ook is subtitled “An analysis of the first New Deal in the 
Americas,” the Uruguayan program is not markedly similar to the Roosevelt 
New Deal. It had a pronounced nationalistic background, the attack on wealth 
being confined largely to industrial capital, which was preponderantly foreign 
owned, while the position of the wealthy and semi-feudal estancieros was left 
almost cadicaibedl Further, it had the fairly simple purpose of securing for 
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the public benefit the presumably high profits of a few enterprises suited 
for public operation, in a rapidly expanding, preponderantly individualistic 
economy; it was by no means a program of comprehensive state socialism 
based on a theory of the essential and intolerable instability of an individual- 
istic economy that is slowing down. 

In the first half of the book, Mr. Hanson examines in detail the operation 
of the state enterprises, finding them on the whole to have afforded the state 
good profits, without raising costs to consumers and despite some over- 
staffing and over-payment of staff. There seems to have been a strong 
tendency to conduct them for the maximizing of profits, so that a study of 
their operations throws little light on any standards, other than market-prices, 
by which such enterprises can measure social values. There seems also to 
have been a remarkable freedom from too great concern with the political 
power of labor and the bureaucracy (although in 1930, over 10,000 of 
approximately 110,000 wage-earners in industry were employed in the state 
industrial domain). Responsibility for both these features is seen in the 
relatively independent constitution of the public corporation in Uruguay. 
The author notes with concern the recent tendency for greater democratic con- 
trol over such corporations. 

In the second half of the book is traced the growth of advanced labor 
legislation during this period. Here, more than in the state enterprises, is 
found a tendency for a to politically-powerful groups to approach 
and exceed the limits of economic possibilities. The author is unable, how- 
ever, to find that investment has been greatly checked. Probably the main 
harmful effect is found in the low productivity and prosperity of the rural 
section of the economy. 

This is a valuable book, both as a chapter in the economic history of a 
country with which few in North America are familiar, and as a study of an 
early and interesting case of partial socialization. 

J. S. M. ALLELY 


HUTCHESON, H. Tench Coxe: a study in American economic development. 
(Baltimore: Johns Hopkins Press. 1938. Pp. ix, 227. $2.25.) 


KEILHAU, W. Volkswirtschaftspolitik und weltwirtschaftliche Stellung Nor- 
wegens. (Jena: Fischer. 1938. Pp. 23.) 


Knoop, D., Jones, G. P. and HAMER, D., editors. The two earliest masonic 
mss.: the Regius ms. (B. M. Bibl. Reg. 17 A1); the Cooke ms. {B. M. Aoo, 
Ms. 23198). (Manchester: Manchester Univ. Press. 1938. Pp. viii, 216. 
12s. 6d.) 


LAuREYS, H. Le Canada et la crise. (Paris: Inst. des Etudes Américaines. 1938. 
Pp. 14. 2 fr.) 


LEDERER, E. and LEDERER-SEIDLER, E. Japan in transition. (New Haven: Yale 
Univ. Press, for the New School for Social Research. 1938. Pp. xi, 260. $3.) 
Chapter 10 deals with “Certain basic problems in economic development.” 


Lepuc, G. La raison contre l’autarcie, (Paris: Lib. Gén de Droit et de Juris- 
prudence. 1938. Pp. viii, 54.) 


Lipson, E. The economic history of England. Vol. I. The Middle Ages. 7th 
ed., rev. and enl. (New York: Macmillan, London: Black. 1937. Pp. xii, 
674, $5.75.) 
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The fathers were brought up on Ashley, the sons on Lipson. The fathers 
would miss in Lipson the parallel treatment of economic ideas and facts and 
the Continental analogies. The value of Lipson’s book is attested by the fact 
that this is the seventh edition. Unlike Ashley, Lipson keeps improving his 
text, Without any change in general arrangement, his book reflects a growing 
and changing scholarly scene. 

The first group of chapters deals with the agricultural-manorial-feudal 
background of medieval England; the second group with the town economic 
activity; and the third with foreign trade and public finance. A chapter on the 
woolen industry bridges the gap between the second and third parts. We fail 
to find much about private hagas generally, for instance, accounting, 
management, agency, partnership, and private finance. We miss the man at 
work and the manager directing the elements at his command. These are in 
the book but somehow they do not occupy a central position. 

There is a quiet but growing tendency away from the general emphasis that 
this book represents in economic history. The interest or point of departure 
is formal, legalistic, and constitutional rather than functional. Things happen 
without much real human effort. Mr. Lipson has shown abundant evidence of 
power to change and improve his pages: he could go further along the lines 
indicated, 

The strength of the book lies in the fact that it contains a truly immense 
array of facts classified in accordance with traditional interests. The volume 
is a key to a whole literature, old and new. The author deals generously with 
his fellow workers in the field. He sets forth the evidence on controversial 
matters and indicates his own conclusions. What more could we look for? 
How can any scholar in the field get along without this edition that brings 
the subject of English economic history up to date? 

N. S. B. Gras 


MANTOUX, P., and others. The world crisis. (New York: Longmans Green. 
1938. Pp. xii, 385. 10s. 6d.) 

A symposium by the professors of the Graduate Institute of International 
Studies at Geneva. Contains a series of chapters by diferent writers. Under 
economic problems appear “The disintegration of the international division 
of labour,” by Ludwig v. Mises; “International economics in a changing 
world,” by Wilhelm Röpke; “Peaceful change and raw materials,” by John 
B. Whitton; “Monetary internationalism and its crisis,” by Michael A. 
Heilperin. 


MARTIN, A. E. History of the United States. Vol. II. Since 1865. New ed. 
(Boston: Ginn. 1938. Pp. xiii, 857. $4.) 

This new edition of the second volume of an excellent college text deals 
with political and economic history from 1865 to 1937. The first volume, 
which has not been revised, covers the period from 1783 to 1865. Both first 
edition volumes were fully reviewed in the American Historical Review (I in 
April, 1929; II in January, 1933), but their economic aspects were not touched 
upon in the American Economic Review. This second volume contains 35 
chapters which are divided into 396 sections, 17 maps, no charts or illustrations, 
a well selected student bibliography arranged by five chapter groups, and a 
good index. The chief change in the new edition is the addition of two 
chapters which bring the book down to November, 1937. Little else has been 
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touched; in fact an error (p. 141) pointed out in the 1933 historical review 
has not been corrected. 

A generous third of the book (145 sections) is devoted to matters definitely 
economic, such as each of the tariff acts and panics, and the more important 
legislation, affecting labor, big business and money and banking. The author’s 
statements are cautious and his interpretations well balanced. He is at his best 
in handling the populist movement, the economic events of the Cleveland and 
Wilson administrations, and the more famous strikes; and does worst with 
judicial decisions, and with money and banking since 1913. For example, the 
“rule of reason” is not explained, the various wage, hour, and child-labor 
decisions are ignored, his discussion of the factors leading up to the banking 
crisis of 1933 is wholly inadequate, and the statement that the Silver Purchase 
act of 1934 “‘reéstablished a bimetallic standard” (p. 773) is astounding. On 
the whole this is a well-rounded and readable book, containing more economic 
history than most political histories of this economically important period. 

DONALD L. KEMMERER 


Maxey, M. Occupations of the lower classes in Roman society. (Chicago: Univ. 
of Chicago Press. 1938. Pp. viii, 98. $1.50.) 


NETTLES, C. P. The roots of American civilization: a history of ‘American 
Colonial life. (New York: Crofts. 1918. Pp. xx, 748. $4.) 


OpumM, H. W. and Moors, H. E. American regionalism: a cultural-histortcal 
approach to national integration. (New York: Holt. 1938. Pp. x, 693. $3.80.) 


OHLIN, B. G., editor. Social problems and policies in Sweden, Annals, vol. 
197. (Philadelphia: Am, Acad. of Pol. and Soc. Sci, 1938. Pp. 310. $2.) 


O’SULLIVAN, W. The economic history of Cork City (Ireland) from the earli- 
est times to the Act of Union. (New York: Longmans Green. 1938. Pp. 382. 
$4.20.) 


Ricues, N. The agricultural revolution in Norfolk. (Chapel Hill: Univ. of 
North Carolina Press. 1937. Pp. ix, 194. $2.50.) 


Although much has been written on the history of agriculture in England, 
the reviewer has for many years felt keenly conscious of a disquieting lack of 
detail about the introduction of the new crops. The documentation of many 
of the general treatises is clearly insufficient, but no one would have thought 
that substantial errors could have gained general acceptance. Neither Viscount 
Townshend, nor the Earl of Leicester (Coke of Holkham) were innovators 
in the sense commonly believed. Marling, clover, and turnips were all signifi- 
cantly established in Norfolk practice in the seventeenth century. The new 
practices were in each case associated with these great estates, but they were 
not introduced by the men who received credit for these innovations. Marling 
was practised on the Raynham estates of the Townshends’ as early as 1661. 
Turnips, clover, and sainfoin were being grown extensively in 1706, though 
the Viscount gave no personal attention to the estate until his retirement in 
1733. 

Thomas William Coke, 1754-1842 (after 1837, Earl of Leicester), in- 
herited an important estate that had already been notably developed by his 
great-uncle Thomas Coke, 1697-1755 (Lord Lovell). It was in the time of 
this Lord Lovell that the marshes were drained, the great windbreaks planted 
and the new crops systematically introduced. Records from the estate accounts 
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between 1731 and 1737 establish these facts beyond possible doubt. Wheat 
was grown in Norfolk throughout the eighteenth century. The account given 
by Lord Ernle rests upon the misconceptions of Dr. Rigby and Earl Spencer. 
Dr. Rigby was writing in 1816 in a reminiscent vein with little or no factual 
control. Earl Spencer had certain estate accounts, but was inadequately in- 
formed of the earlier history of the estate and the county. These errors have 
been given new vitality in the popular life of Coke by Mrs. Stirling. 
Miss Riches has used the earlier Leicester manuscripts, the collections con- 
cerning Norfolk at Rothamsted and at the University of Chicago, and the 
extensive printed literature. The manuscripts make the destruction of the older 
legends devastatingly complete, but the revised account really rests upon the 
printed materials, The notable surveys of Young, Kent, and Marshall dominate 
the picture. With these results for Norfolk before us, one wonders if the 
history of English agriculture in the eighteenth century is really as accurately 
known as many presume. 
ABBOTT PAYSON USHER 


ROBERT, J. C. The tobacco kingdom; plantation, market, and factory in Vir- 
ginia and North Carolina, 1800-1860, (Durham: Duke Univ. Press. 1938. 
Pp. xiii, 286. $3.) 


ROBERTS, C. The Middlesex Canal, 1793-1860. Harvard econ. stud. vol. lxi. 
(Cambridge: Harvard Univ. Press. 1938. Pp. xii, 252. $3.) 


SCHLESSELMAN, G. W. The geography of the Lake Calvin region of Iowa, with 
emphasis on land utilization. (College Station, Texas: A. & M. Press. 1938. 
Pp. 123. $1.50.) 

The Lake Calvin region, covered by this study, comprises portions of four 
counties in southeastern Iowa. This research is concerned primarily with land 
utilization, past, present, and prospective, although here and there the author 
gives side glances at social, political, and economic aspects of the question. He 
finds that the rolling uplands rank highest in acre ele of grains, and as a result 
in the productivity of livestock, the chief source of income of the area. The old 
Jake plains rank somewhat below the uplands in yield, and the river regions 
are lowest in the scale. With respect to crops, only minor changes have occurred 
in the last three-quarter century. The study is based on extensive field work 
done by the author. The objects for examination included not only the mapping 
of the physical aspects of the region but a rather detailed study of types of 
enterprise which have appeared in the area. The thesis indicates that, although 
population increased rather rapidly in the early years, the saturation point was 
reached about 1875. No further development is possible under present condi- 
tions of cultivation. Hence the author suggests further studies in farm manage- 
ment, soil erosion, and the use of commercial fertilizers, among other aids. 

I. LIPPINCOTT 


SMITH, A. E. James Madison: builder. A new estimate of a memorable career. 
(New York: Wilson-Erickson. 1937. Pp. vii, 366. $4.) 

This is the only biography of Madison which attempts to analyze his economic 
philosophy, and that is done briefly, a little here and a little there. That minor 
aspect of the book is all this review will cover. 

Madison, a plantation owner, was fundamentally conservative. As a member 
of the Continental Congress during the Revolution he came to realize the 
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necessity of a stronger central government with adequate taxing powers. During 
the 1780's he became increasingly national-minded despite his distrust of New 
Englanders. A disciple of Adam Smith, he believed firmly in freer-trade but did 
not think it attainable until other nations concurred. He wanted Congress given 
the power to regulate commerce when England would not make trade agree- 
ments with the separate states, for he suspected that she hoped their loose union 
would dissolve as a result of commercial disharmony. He favored internal im- 
provements to bind the East and West and to make tidewater Virginia the outlet 
for western products and thereby cheapen the cost of living. He wanted the 
Mississippi kept open for the West. He was partly responsible for the Annapolis 
convention; but, until it met, he favored improving the Confederation rather 
than scrapping it. He later confessed to Jefferson that it was the insecurity of 
property rights that made him change his mind. He was strongly opposed to 
the legal tender paper money schemes so popular at this time. He and Hamilton 
were in substantial agreement until the new government began. Madison be- 
lieved and preached that a healthy democracy would result from the competition 
and compromisings of the country’s many sectional, religious, political and 
economic interests (No. 10, Federalist). He failed to realize that two or three 
of the economic ones would overshadow all the rest. When he saw that Hamil- 
ton aimed at the dominance of the capitalist class, he joined the opposition 
since he wanted no group to have undisputed control. 

An admirer once remarked that if logical reasoning was eloquence, Madison 
was the most eloquent man he ever heard. Some of this was owing to his grasp 
of economics, which was sound for that day, as witness his views on paper 
money (p. 87), his insistence in 1813 that New England and Old England 
could not expect to remain friends long because of their natural commercial 
rivalry (p. 311), his opinion of Robert Owen’s schemes (p. 335), his interest 
in Malthus’ theories, some of which Smith says he anticipated but does not ex- 
plain how (p. 336), and his realization that the economic difficulties of the 
South were not so much owing to the tariff as to other factors, chiefly the rapidly 
expanding production on the western lands (p. 341). He kept up with the new 
developments in agriculture; and Smith points out that a small essay on Vir- 
ginia planting could be written from his letters (p. 217). 

l DONALD L. KEMMERER 
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historical notes. Pub. no. 2. (Bennington: Bennington Hist. Museum. 1938. 
Pp. 30. 15c.) 

The crucial problem of imperial development. Royal Empire Soc. imperial 
stud. no. 15. (New York and London: Longmans Green. 1938. Pp. xiii, 
201. $2.40.) 


Japan: the thirty-seventh financial and economic annual, 1937. (Tokyo: Govt. 
Printing Office. 1938. Pp. vii, 303. 2 yen.) 

La République Tchécoslovaque: annuaire statistique. (Prague: Office de Sta- 
tistique. 1938. Pp. xvi, 334. 40 Kč.) 

Statistical abstract of the United States, 1937. (Washington: U. S. Dept. of 
Commerce. 1938. $1.50.) 


Statistisches Jahrbuch der Haupt- und Residenzstadt Budapest. xxiii Jhrg. 1935. 
(Budapest: Hungarian Libraries Board. 1938. Pp. xi, 514.) 
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Danish Agriculture: Its Economic Development. By EINAR JENSEN. (Co- 
penhagen: J. H. Schultz. 1937. Pp. xvii, 417. $3.75.) 

As stated on the title page, this book is intended as a description and 
economic analysis of Danish agriculture centering on the free trade epoch, 
1870-1930. It consists of an introduction and 13 chapters together with 
three appendixes of tables occupying 35 pages: In addition the book con- 
tains numerous maps, tables, figures and pictures of Danish farm lands and 
buildings. In chapters 1 to 3 (121 pages) the author presents historical 
and factual information relative to the early political, social, and economic 
development in Denmark and relative to its people and its climate, soils, 
and topography. 

These serve as the foundation on which the author builds chapters 4 to 8 
(132 pages) dealing with the factors influencing developments in the 
Danish economy, especially since 1850. Chapters 9 to 11 (60 pages) pre- 
sent what may be termed the “farm management” aspects of Danish agri- 
culture: size of farm, combination of enterprises and income and expenses 
on the typical or representative farm. The development and importance of 
agricultural coöperation are dealt with in chapter 12 (38 pages). The thir- 
teenth and final chapter is a summary and outlook. 

The Danish economy is built around its advanced agricultural industry, 
the products of which are sold on a competitive world market. About 85 
per cent of all exports by value are agricultural products, chiefly butter and 
bacon (pp. 13-16). Great Britain and Germany are the two chief importers 
of Danish products. In spite of the importance of the agricultural industty, 
only about 33 per cent of the population is gainfully employed in agriculture 
per se, 28 per cent in manufacturing, and the balance in commerce, trans- 
portation, and the professions (p. 16). 

The main theme of the book is that the development of the Danish 
economy since 1870 is partly an outgrowth of systems of agricultural or- 
ganization and land tenure which had gradually evolved during preceding 
centuries and partly the adaptation of an agricultural country to a free-trade 
world economy. The feudal system, which characterized agricultural devei- 
opment in most of Europe, was never important in Denmark. Peasants, 
while attached to the land and under the jurisdiction of the manor, were 
not subjected to the same rigorous restrictions as the serfs in other parts of 
Europe. The peasant had for centuries been a person of some importance 
politically and socially with a considerable measure of economic freedom. 
The size of the farm had been guarded by government rules and regulations 
ever since the Middle Ages (p. 87). This preservation of the size of farms 
rose from the necessity of assuring to the crown a taxable surplus (p. 43). 

The author points out further that while the political freedom of peasants 
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in Denmark was established legally much later than in England, the Danish 
peasants in reality enjoyed far more independence at the end of the eight- 
eenth century than small farmers and laborers in England. He states (p. 90) 
that “all the reforms which in England were won in the nineteenth century 
were not needed in Denmark because most of the rights had existed here for 
centuries.” The organization of Danish agriculture and the self-reliance 
and skill of her farm population made adaptation to changed economic 
conditions easier than in other countries. 

The distress in Danish agriculture during the years 1870 to 1895 and 
the change from a field and grain economy to “the organization of a spe- 
cialized system of highly commercialized livestock farming” (p. 185) was 
not due, the author contends, to competition from the newer agricultural re- 
gions, a view widely held. Considerable data are presented in support of 
his argument. He points out that during the years 1870-1900 prices of the 
main livestock products in Denmark declined in about the same proportion 
as prices of grain and prices generally (pp. 193-202). This general decline, 
not only in Denmark but in other countries, the author maintains, was due 
to monetary causes (pp. 202-209). He points out further that the shift 
from grain to livestock after 1870 was merely a continuation of a movement 
which had started as early as 1850 and was still going on slowly in 1930 
(p. 210). During the whole of this period Denmark was adapting herself 
to a world free-trade economy. 

The analysis of the “farm management” aspects of Danish agriculture is 
interestingly presented. In chapter 9 the author traces changes in the or- 
ganization of a representative or typical farm (Marshall’s representative 
firm) from 1871 to 1929. The typical farm is middle-sized, from 40 to 
150 acres (p. 255). In the next chapter is shown the manner in which 
labor and the other factors of production are combined in the farm enter- 
prise. Variations in the combination of factors of production and in farm 
organization in the different sections of the country are dealt with in chapter 
11. The chapter on codperative marketing rounds out the book but adds 
little to existing knowledge on this interesting phase of Danish economy. 
Although the increased nationalization and restrictions on international 
trade are likely to have a serious effect upon the prosperity of Danish agri- 
culture, the author believes that the existing type of agricultural organiza- 
tion (highly commercial livestock farming) is so firmly established and so 
well adapted to natural conditions that it is likely to undergo little change 
(p. 365). 

Although in places, especially in the first two chapters, continuity is not 
well maintained, the book will prove of great interest both to persons inter- 
ested in the practical side of agriculture and to the economist. The economic 
analysis, conforming largely to traditional classical standards, is well co- 
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-ordinated with historical and descriptive material to make a very readable 
book. 
J. M. TINLEY 
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The Economics of the Sulfuric Acid Industry. By THEODORE J. KREPS. 
(Stanford University, Calif.: Stanford Univ. Press. 1938. Pp. xii, 284. 
$5.00.) 

The economic history of sulfuric acid, our most important industrial 
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chemical, is significant both of itself end as a character study of the little 
- known but rapidly expanding chemical industry. The author presents the 
complex economic and technical problems with authority based upon ex- 
tensive research at Harvard, in Europe, and at Stanford, supplemented by 
direct contacts with the industry itself. 

Sulfuric acid is a so-called heavy chemical, consumed in the manufacture 
of other products, which therefore never reaches the ultimate consumer. 
Its manufacture was developed in England and Germany during the In- 
dustrial Revolution, but first assumed significance here during the 1880's 
for the production of phosphate fertilizers and the treatment of petroleum 
products. Production has increased tenfold since 1890, and the variety of 
its industrial uses has multiplied to almost fantastic figures. The fact that 
this country today produces and consumes nearly half the world’s total 
is regarded as fair evidence of the relative strength of our chemical indus- 
try. 

The author presents his material in a series of chapters on competition: 
interprocess, raw materials, interindustry, interarea, joint-cost, intercom- 
pany, labor and intercommodity. 

“Interprocess competition” is a fascinating tale, showing how the newer 
“contact process,” which makes stronger acid, has displaced the old “cham- 
ber process” during the past thirty years, primarily because the demand 
for strong acid in explosives and similar manufactures stimulated the re- 
search efforts required to put the contact’ process on a practicable basis. 
This competition has in turn stimulated improvements in chamber plants, 
with the net result that production today is evenly divided between the 
two processes, existing chamber plants retaining the weak-acid fertilizer 
business and the processing of sulfur-bearing gases from smelters. 

The chapter on “Competition of raw materials” presents a characteristic 
problem of an industry which has developed optional raw materials and 
optional’ methods of processing them. Sicilian sulfur dominated the raw 
materials market until the end of the nineteenth century. Pyrites (sulfide 
ores) from Spain and from domestic sources almost completely displaced 
sulfur within the next fifteen years, due largely to improved methods for 
handling the ore. The development of an ingenious method for mining 
deep sulfur deposits in Louisiana and Texas then effected a drastic reversal, 
and pure domestic sulfur now dominates the scene. Meantime, reasonable 
markets for Sicilian sulfur, to avoid economic disaster in Sicily, have been 
maintained only by strict internaticnal agreement, reflected in the rela- 
tively high prices for sulfur quotec by American producers. By-product 
sources, notably the sulfur-bearing gases and pyrites from zinc, copper and 
lead smelters, are of course in a nearly impregnable position as regards 
competition. | 

“Joint-cost competition” is widely encountered and the author decides 
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that it is impracticable to establish unit costs which would serve as a fair 
basis for pricing policy. The industry has elected to solve this problem by 
price agreements, which have operated so remarkably that New York quota- 
tions on 66° acid have not varied 10 per cent in the past fifteen years. The 
author points out: “Even at the lowest price some producers continue to 
produce sulfuric acid—those who are compelled to by injunction... . In 
the absence of control, joint-cost competition in the sulfuric acid industry 
would be chaotic.” 

The chapter on “Intercompany competition” ascribes the growth of 
combines such as Allied Chemical, duPont and Cyanamid to the need for 
integrating interrelated processes and developing new markets, new proc- 
esses and new products. A strong combination seems necessary to support 
the extensive research essential to successful competition in an expanding 
and kaleidoscopic industry. 

The treatment throughout is thorough and informative. Some of the 
statistical tables suffer from inadequate data and from uncertainties in 
the strength of acid involved. The value of the statistics could be improved 
by presenting more tables of production, costs and prices corrected to a 
100 per cent acid basis by the author’s best estimates. The questions of 
monopolistic price policies and related competitive practices are treated 
in rather gingerly fashion. These minor defects can all be charged to the 
difficulty of securing adequate information in a field which has developed 
vigorously without attracting public interest or attention. 

The book can be heartily recommended to economists for its insight into 
the characteristics of chemical industry and to chemical engineers for a broad 
view of their own business, with the hope that it will stimulate further 
studies of this country’s most vital industry. 

WALTER G. WHITMAN 

Massachusetts Institute of Technology 
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CHANTLER, P. The British gas industry: an economic study. (Manchester: Man- 
chester Univ. Press. 1938. Pp. xi, 141. 7s. 6d.) 

GARRETT, P. W. Public relations—industry’s no. 1 job, Address at 21st annual 
convention of Am, Assoc. of Advertising Agencies, April 22, 1938, at White 
Sulphur Springs, W.Va. (White Sulphur Springs, W.Va.: Am. Assoc. of 
Advertising Agencies. 1938. Pp. 24.) 


GIRDLER, T. M., Irvin, W. A. and Wem, E. T. Where does steel stand? Three 
leaders speak. Addresses at 47th meeting of American Iron and Steel Inst., 
New York City, May 26, 1938. (New York: Am. Iron and Steel Inst. 1938. 
Pp. 29.) 

HANNAY, A. A chronicle of industry on the Mill River. Stad. in hist., vol. xxi, 
nos, 1-4, (Northampton: Smith College, Dept. of History. 1936. Pp. 142. 75c.) 

Miss Hannay tells the story of the rise of industry on the Mill River, the re- 
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gion around Northampton. It is an interesting study because in the history of 
this little community can be traced the evolution of industry from the putting- 
out stage to the newest inventions of “efficiency systems.” And the community 
has its own peculiar characteristics as well. It was a great community for initiat- 
ing experiments. Here the cloth-covered button industry arose and later buttons 
from vegetable tvory. It enjoyed the excitement of the craze for mulberry tree 
planting for silkworm production, until the bubble burst. Silk manufacture 
lived on and became the largest industry. Others were wool, cotton, cutlery, 
tools; and, though the scale of industry was never really large, the Mill River 
region became the home of Corticelli silk, Rogers silver and the Pro-phy-lac- 
tic brush. 

Another striking characteristic was the development of enterprise under 
control of local capitalists. This left a strong mark on industrial organization, 
especially labor relations. Welfare programs played a larger part than collective 
bargaining. There were incentive schemes, pensions, insurance, company houses 
and boarding-houses for the girls whose conduct was supervised, and every girl 
was regarded as a “lady.” 

Under the paternalistic guidance of the old families new ventures were de- 
veloped out of profits made in the old; new generations succeeded and not until 
the opening of the war was control passing to outsiders. With the rationalization 
movement of the 1920’s contraction came to the region’s industries. 

The approach is essentially that of the historian. The study is not concerned 
with broad economic developments and relationships. It is meant to be a 
chronicle of industrial development, and it is a story successfully told. 

H. F. R. SHAW 


McDonarn, D. M. A select bibliography on location of industry. Soc. res. bull. 
no. 2. (Montreal: McGill Univ. Soc. Res. Offices. 1937. Pp. xi, 84. 60c.) 


MCLAUGHLIN, G. E. Growth of American manufacturing areas: a comparative 
analysis with special emphasis on trends in the Pittsburgh district. Monog. no. 
7. (Pittsburgh: Univ. of Pittsburgh Bur. of Bus. Res. 1938. Pp. xxvii, 358. $3.) 


YAWORSKI, N., SPENCER, V., SAEGER, G. A. and KIESSLING, O. E. Fuel efficiency 
in cement manufacture, 1909-1935. Rep. no. E-5. (Philadelphia: WPA Nat. 
Res. Project. 1938. Pp. xiii, 92.) 


Transportation and Communication 


The Interstate Commerce Commission: A Study in Administrative Law and 
Procedure. Part IV. By I. L. SHARFMAN. (New York: Commonwealth 
Fund. 1937. Pp. xii, 550. $4.50.) 

This concluding volume, following the earlier volumes on the legislative 
basis of the Commission’s authority, the scope of its jurisdiction, and the 
character of the Commission’s activities, is an analysis and appraisal of the 
Commission’s organization and procedure. It constitutes a detailed por- 
trayal of the manner in which the Commission functions through its four- 
teen administrative bureaus. The line of succession of the forty-four. 
Commissioners (the forty-fifth has taken office since the manuscript was 


1938 | Transportation and Communication 549 


prepared) is traced, and the qualifications and training of each are con- 
veniently summarized. The increase in the Commission’s responsibilities 
and activities can be approximately gauged by comparing the 1887 expendi- 
tures of $113,000 with the $6,285,000 expended in 1936. During the 
fifty-year period of the Commission’s existence the administrative expendi- 
tures aggregated $149,869,000. Of this amount $49,189,000 represented 
the cost to the Commission of making and of’ keeping up to date the valua- 
tion of the railroad property of the United States. Because of the absence of 
specific statutory requirements pertaining to internal organization and ad- 
ministration the Commission has been able to devise its method of operation 
and has succeeded in introducing as great a degree of flexibility as is de- 
sirable. 

Professor Sharfman answers conclusively the indictment not infrequently 
made that the Interstate Commerce Commission, as one of the independent 
regulatory commissions, constitutes a “fourth branch” of the government. 
“The Commission,” he,says, “is an agency of the Congress, charged pri- 
marily with the exercise of legislative functions in execution of prescribed 
guiding standards; and if congressional lawmaking is to serve as an effective 
means of establishing regulatory policies of positive control under the 
economic complexities of the modern world, such exercise of legislative 
functions, whereby the general criteria formulated in statutes are trans- 
lated, after hearing and investigation, into concrete arrangements applic- 
able to particular situations, is indispensable.” The proposed separation of 
the administrative function from the judicial function is unsound and 
would, in his opinion, weaken the Commission as an effective agency of 
economic control. This conclusion is significant because it is arrived at by 
one who has been a close and critical student of the regulatory and ad- 
ministrative activities of the Commission throughout its entire history. 
Those who propose a reorganization and a separation of the Commission’s 
powers and functions are intrigued, it seems, by the elements of mere 
procedure rather than guided by an intimate knowledge and understanding 
of the substance of the regulatory problem. “It should prove more profit- 
able,” in Professor Sharfman’s opinion, “to consider various expedients 
of internal reorganization, not involving any fundamental change of status 
in the government establishment . . . in response to the pressure of the 
Commission’s administrative problem.” 

The administrative pressure because of increased responsibilities and of 
extended jurisdiction has become especially marked since the passage of 
the Transportation act of 1920. Relief has been sought through a simpli- 
fication of and changes in procedure. In the light of what the Commission 
has been authorized and required to do in the way of supervising and regu- 
lating railroad policies and activities as well as those of other agencies of 
transport, the resources furnished to the Commission by the Congress have 
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not at all times been adequate. It is admitted that the Commission, because 
of inadequate support, has not been able to render effective and expeditious 
service under all circumstances. Criticisms of this sort should not be laid 
at the door of the Commission but directed against the Congress or the 
Administration in power at the time upon whom it must depend for funds. 
At the present time the prompt and effective execution of the Motor 
Vehicle act is impeded because the Congress has not realized sufficiently 
the magnitude of the problem involving this peculiar type of regulation 
and has not made available the necessary appropriations. 

In discussing the various proposals to reorganize the internal opera- 
tions of the Commissions which have been made in more recent times, it 
is Professor Sharfman’s conclusion that “the essential integrity of the 
Commission as an institution” should be maintained. His proposal, in 
short, involves a refashioning of the Commission’s regulatory and ad- 
ministrative mechanism through a delegation of extended powers to indi- 
vidual commissioners, to divisions, and to boards of tried and experienced 
employees. The main responsibility would still be vested in the Commis- 
sion which would confine itself to the determination of matters of general 
transportation importance. This would not necessitate any additional com- 
missioners nor would it involve the organization of a commission within 
the Commission. 

One of the most interesting and thought-provoking sections of the whole 
treatise is the concluding chapter, which is an appraisal of the Interstate 
Commerce Commission and of the law under which it functions. The 
outstanding achievements of the Commission are summarized as follows: 
the elimination of personal preferences and of discriminations of all sorts; 
the effective maintenance of publicity of carrier operations; the establish- 
ment and development of accounting classifications and regulations; the 
inventory and valuation of carrier property; the formulation of a compre- 
hensive consolidation plan; the complete and constructive overhauling of 
express rates; the general rate level proceedings; and the class-rate and 
commodity-group investigations. Improvements in the field of the Com- 
mission’s jurisdiction and in the administrative processes can, for the most 
part, be made through increased emphasis upon strong personnel; through 
more adequate financial support; through the warding off of executive and 
congressional interference with the administrative process; and through 
more vigorous resistance to the recognition of special interests and pressure 
groups. 

This treatise considered as a whole is not only a revelation of the ac- 
complishments of the foremost federal regulatory commissions but it may 
also be regarded as a perfect pattern of a case study in the field of public 
control of industry. Not only does Professor Sharfman merit the gratitude 
of students interested in this subject but the Commonwealth Fund which 
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has sponsored this and similar studies is to be commended for this contri- 
bution in the field of administrative law. 
Of special benefit and use is the consolidated table of cases and the con- 
solidated index appended to this volume. 
HENRY R. TRUMBOWER 
University of Wisconsin 


The Formation of the New England Railway Systems. By GEORGE PIERCE 
BAKER. (Cambridge: Harvard Univ. Press, 1937. Pp. xxxi, 283. $3.50.) 
The aim of this study is “to set forth when, how, and why railroad com- 

bination took place in New England during the nineteenth century.” It 

treats primarily of the highly involved intercorporate relations existing 

among New England roads during their period of growth. No less than 226 

distinct corporate affiliations have been discovered and duly catalogued. The 

period covered ends with the year 1900, just as the New Haven began its 
aggressive campaign ‘of expansion; but we have the promise of a supple- 
mentary volume covering later developments. 

The study is prefaced by summary accounts of the physical and economic 
geography of New England and of its economic history. There follows a 
classification of the forms of combination employed and of their legality. 
The main body of the book is largely devoted to the roads that eventually 
evolved into the New York, New Haven and Hartford and the Boston and 
Maine. The former is treated in three sections, one each on the Old Colony, 
the New York and New England, and the New Haven itself. Discussion 
of the Boston and Maine is centered upon the Boston and Lowell, the Con- 
cord System, the original Boston and Maine, and the Fitchburg System. The 
Boston and Albany, the Maine roads and the lines in Vermont receive less 
extended though adequate attention. In his concluding chapter the author 
discusses the effects of general business conditions on combination, the 
relative importance of the various forms of combination, and the basic 
reasons why control was attempted and achieved. 

The author gives meticulous attention to detail and accuracy in presenting 
the bewildering array of facts. The excellent documentation and profuse 
bibliographical notes indicate that his research has been exhaustive. The 
book should prove highly useful as a reference work on the history of New 
England transportation, and should also be of interest to students of rail- 
road combination. So far as the writer is aware, there is no comparable work 
on this subject. 

The study suffers somewhat from a lack of adequate background and 
general explanatory material, which makes it difficult at times to retain the 
thread of the author’s discussion. Thus in stating the reasons for combination 
he deliberately dismisses those consolidations where economy of operation, 
ability to borrow, or better financial structure were the main motives 
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(p. 259). No explanation is given, however, for what would seem to be a 
serious omission. Again the author’s painstaking analysis of the relative im- 
portance of the various forms of combination loses some of its significance 
because of his failure to explain adequately the basis of his classification. 
Thus, while the author is doubtless correct in distinguishing between 
“financial control’ and “financial interest,” he gives us no idea of the 
criteria by which in specific instances he determines which exists. It is in- 
teresting to learn that the lease is by far the most common method of com- 
bination; but we should also be told to what extent it is reénforced by other 
arrangements. 

Mr. Baker also seems to have under-estimated the influence of the general 
commercial and economic environment of New England. To give but two 
examples. In discussing the evolution of the Boston and Albany system, he 
pays little attention to competition between the ports of Boston and New 
York and the advantages to the former of a through route to the West. 
Secondly, he explains the failure of combination to proceed in New England 
as far as it did in other parts of the country solely in terms of the high 
degree of prosperity of New England roads and the fact that the more 
venturesome New Englanders had migrated to the West (p. 264). Equally 
important factors, however, were the topography of the country, the nature 
of the traffic, and the purely local character of many roads, the owners of 
which were frequently bitterly opposed to external control. 

ARTHUR F. Lucas 


Clark University 


NEW BOOKS 
DANIELS, W. J. The village at the end of the road: a chapter in early Indiana 
railroad history. Vol. 13, no. 1. (Indianapolis: Indiana Hist. Soc. 1938. Pp. 
112. 75c.) 


ScHROIFF, F. Die Eisenbabntariftheorien in Deutschland, England und Amerika: 
eine kritische Betrachtung. (Jena: Fischer. 1938. Pp. 58. RM. 1.80.) 

Bibliographical list of references on Canadian railways, 1829 to 1938. (Ottawa: 
Dominion Bur. of Statistics, 1938. Pp. 104. $1.) 


Trade, Commerce, and Commercial Crises 


International Trade. By Huc B. KiLLOUGH. (New York: McGraw-Hill. 

1938. Pp. xiv, 622. $4.00.) 

This is by no means an ordinary textbook. In fact, it is at least three text- 
books, not one of which deserves the adjective. There is one on the history of 
commerce and commercial policies, one on economic geography, and an- 
other on the principles of foreign trade. For good measure, the author pre- 
sents excursions into other fields more or less closely related. An evident, 
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and on the whole highly successful, attempt has been made to weave all 
these topics into a codrdinate whole with the focus directed toward an intelli- 
gent understanding of the present international economic position of the 
United States and its implications with respect to international commerical 
policies. 

The book is more original in conception and organization than in content. 
The position taken on money and other controversial issues tends to be con- 
ventional and somewhat uncritical, but to say this is not to discount the care- 
ful, workmanlike execution of a lengthy and laborious task. It is not 
difficult to credit the author’s remark that the manuscript was in preparation 
for ten years. Nevertheless, the book is valuable for the manner in which it 
presents existing knowledge rather than for the additions it makes thereto. 
It should prove eminently successful as a text; it is clearly organized and 
lucidly written; a great amount of material, well selected, is covered; certain 
of the sections on theory are models of simplification; and subtleties that 
might lead to confusion have been avoided. 

In the concluding chapter the Trade Agreements program is strongly en- 
dorsed. Few trained economists, certainly not the present reviewer, would 
take exception to this attitude. But, as is usual in discussions of trade agree- 
ments, the reader is likely to conclude that more has been accomplished in 
the way of tariff reductions than is actually the case. It is doubtful if even 
yet we have succeeded in undoing the evil work of the Hawley-Smoot act. 
Moreover, the fact is almost invariably overlooked that, while trade barriers 
have been in process of reduction through the Hull program, other barriers 
in the form of quotas and excise taxes on imported goods have been intro- 
duced or extended. To make this observation is in no way to belittle the 
importance of the Trade Agreements program; on the contrary, it seems 
probable that if this were more generally known it would serve as an effec- 
tive counterweight to the attacks being directed against the policy of 
reciprocal agreements. 

The manner in which the most-favored-nation clause has restricted the 
Trade Agreements program is generally recognized. It has meant that rate 
reductions have had, for strategic reasons, to be confined largely to imports 
principally derived from individual countries. However, with the increase 
in the number of reciprocal agreements the most-favored-nation clause has 
come to assume new significance. We now have, in effect, a two-line tariff 
schedule, the lower rates of the Trade Agreements applying to countries 
accorded most-favored-nation treatment and the old rates applying to 
countries held to be discriminating against American trade. The growth in 
number of rate reductions renders increasingly valuable the granting of 
most-favored-nation treatment by the United States. Germany is now the 
only important country to which rate reductions are not generalized, but this 
is largely because the United States has chosen to overlook the less extreme 
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discriminations practised by a number of other countries. It is probable that 
we are now in a position to use the strengthened bargaining point of most- 
favored-nation treatment to insure that in fact as well as in name American 
exports shall be granted equality in foreign markets. 
CHARLES R. WHITTLESEY 
Princeton University 


Structural Ghanges and Business Cycles in South Africa, 1806-1936. By 
C. G. W. SCHUMANN. (London: P. S. King. 1938. Pp. xix, 397. 
16s. ) 


Recent years have seen an increasing number of empirical studies in the 
field of economic dynamics. Professor Schumann’s book is the first of this 
kind pertaining-exclusively to South Africa. In the main it is concerned 
with South African business cycles, but it also outlines the principal changes 
in the organization or structure of the South African economy and indi- 
cates the important variations in the rate of its economic growth. 

For statistical purposes the book is divided into two parts. The first and 
smaller part deals with the period prior to the formation of the Union of 
South Africa in 1910; the second deals with the period since Union. A 
large part of the book is devoted to a description and appraisal of the sta- 
tistical series upon which the analysis of dynamic changes in each of these 
periods is based. It should consequently be a valuable source of reference 
for future students. It is unfortunate, however, that much of the data is 
presented merely in graphic form unaccompanied by tables. 

The general reader will be interested mainly in Professor Schumann’s 
analysis of South African business cycles. Of particular importance is his 
conclusion that the cyclical fluctuations show no definite periodicity. In 
addition, he finds no persistent correlation between the average length of 
the business cycles on the one hand and the stage of economic develop- 
ment, rapidity of economic growth and structural change, and secular price 
trend on the other. This may have been due partly to exceptional domestic 
disturbances, such as the Boer War and the discoveries of diamonds and 
gold, which might easily have destroyed normal relationships. It also may 
have been due partly to the economic ties which bound South Africa closely 
to other countries and which usually led to a synchronization of her cyclical 
fluctuations with the international pattern, in particular with British cycles. 

In his study of the Union period, Professor Schumann penetrates more 
deeply into various aspects of the cyclical movements. His conclusion that 
the credit and price inflation of 1915-1920 was primarily induced from 
oversea is of interest. This finding is based, however, on the contention 
that the South African banks were not to be blamed in maintaining South 
Africa’s traditional link with sterling. The great boom of the early 1930’s, 
on the other hand, is definitely attributed to the depreciation of the South 
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African exchange in 1932. Professor Schumann’s analysis of the stabilizing 
effect of the gold-mining industry is especially interesting. In line with 
theoretical expectations, he finds that gold mining has aided greatly in 
maintaining a normal level of total employment and total purchasing power. 
Strangely encugh, however, speculation in gold-mining shares appears to 
have countered the trends in the industry itself and hence has been an 
unstabilizing factor. 

Throughout his main discussion Professor Schumann has interspersed 
comments on subsidiary relationships and brief discussions of interesting 
episodes in South African economic history. On some of these occasions, he 
has been a little hasty in jumping to conclusions. There is considerable 
doubt in the reviewer’s mind, for example, whether the depreciation of 
the exchange in 1932 was responsible for the sharp improvement of the 
South African terms of trade in the succeeding year. In any case, whether 
right or wrong, these stray comments and brief digressions should aid in 
fulfilling Professor Schumann’s purpose of stimulating further research on 
economic changes in South Africa. 

ACHESON J. DUNCAN 

Princeton University 
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ALDRICH, W. W. The reciprocal tariff policy and the proposed government spend- 
ing programme. Address at meeting of Am. Section of Internat. Chamber of 
Commerce, Washington, D.C., May 2, 1938. (New York: Chase National 
Bank. 1938. Pp. 21.) 


BIDWELL, P. W. Our trade with Britain: bases for a reciprocal tarif agreement. 
(New York: Council on Foreign Relations. 1938. Pp. x, 129. $1.50.) 


This smal! volume embodies the results of a study made by the Council on 
Foreign Relations. Its purpose is “to furnish a basis for understanding Ameri- 
can and English commercial policies as they exist today and for intelligent 
discussion of the pending Anglo-American trade agreement.” 

It consists of six chapters. The first presents a brief analysis of the trade 
of the United States with the United Kingdom and the British Empire. The 
second traces the development of American commercial policy since 1914, 
with special emphasis upon the Trade Agreements act—its background, pro- 
visions, accomplishments, and possibilities. The third deals with American 
tariffs on imports from the United Kingdom, including changes in imports of 
dutiable goods and the significance of non-competitive and indirectly com- 
petitive imparts. Chapter 4 is devoted to the evolution of the British tariff 
system since 1915—the transition to protection, the Ottawa agreements, the 
departures from most-favored-nation treatment and from the “open door” in 
colonial trade, and the failure of English bargaining with other nations to 
effect materia! tariff reductions. In Chapter 5 are traced certain effects of these 
policies upon imports from the United States. 

In the final chapter, the author gives a realistic evaluation of the prospects 
for an Anglo-American agreement. He discusses the problem of reconciling 
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inter-empire needs and commitments with the need for enlarged outlets for our 
products—especially those of our farms, and the “great complex of conflicting 
local and special interests in the United Kingdom, its self-governing dominions, 
as well as in the United States.” The revision of our duties on woolens and 
wool he considers crucial. But the outcome of negotiations depends, not only 
on the strength and effectiveness of the organization of these interests, but 
upon the attitude of the millions of citizens in each country who have no tariff 
axes to grind, 

Professor Bidwell’s clear, competent, concise presentation of the situation 
deserves wide reading among these millions. Its text is amply supplemented by 
a statistical appendix and a selected bibliography. 

PAUL S, PEIRCE 


Byorset, B., UTNE, H. J. and PALMSTRØM, H. Fra kriser til kredittkontroll. 
(Oslo: Johan Grundt Tanum. 1937. Pp. 190.) 


In this book (Away from Economic Crises to Control of Credit) the au- 
thors are mainly concerned with the cause-and-effect relationships in the re- 
current economic crises and certain (by themselves) proposed financial devices 
for the possible prevention of such financial-economic epidemics, Presented in 
three sections: “Production possibilities,” “Credit and buying power,’ and 
“Insurance of bank deposits,” the book is well written and can be fairly well 
understood by people with limited training in economics. 

After having indicated clearly the evolution from money economy to the 
present credit economy the authors propose two main remedies: a semi-public 
control of an extended credit system and semi-public insurance of bank de- 
posits (pointing to what has been done in the United States as partial and 
instructive remedies of the right kind). The potential demands for goods and 
services are many times the present effective demands. The further expansion 
of the means of production is secondary to and derived from the continually 
expanding effective demands for consumers’ goods and services; and in our 
credit economy such effective demands are possible only in the future by means 
of a semi-publicly controlled extension of credit-funds in various ways. Several 
semi-public credit institutions are to assist both savings, commercial, and invest- 
ment banks. The central government is meant to function for the satisfaction 
of the various needs of the citizens—even the financial-economic needs; laissez- 
faire capitalism must be modified and mended. 

In the explanation of their proposed credit- and exchange mechanism the 
authors extend Professor Fisher's quantity formula as follows: TP + T’P’ — 
MV + MV’, where T is equal to the combined amounts of consumers’ and 
producers’ goods and services in exchange (że, TP = tp + t/p’) and T” is 
equal to the total amount of securities (invested capital) in exchange. The 
reviewer believes this formula is significant in the explanation of the functioning 
of our credit system; and the authors indicate what undoubtedly must be the 
financial-economic developments in the near future. ` 

LYDER L. UNSTAD 


BUELL, R. L. The Hull trade program and the American system. World affairs 
pamph. no. 2. (New York: Foreign Policy Assoc. 1938. Pp. 45. 25c.) 


ELDRIDGE, F. R., and others. Export and import practice. Trade promotion ser. 
no. 175. (Washington: Supt. Docs. 1938. Pp. iv, 306. 40c.) 
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HULL, C. Foreign trade, farm prosperity and peace. Address at 2nd Annual Na- 
tional Farm Institute, Des Moines, Iowa, Feb. 19, 1938. Commercial policy 
ser. no. 44. (Washington: State Dept. 1938. Pp. 16. 5c.) 


ILGNER, M. Exportsteigerung durch Einschaltung in die Industrialisierung der 
Welt. Kieler Vorträge 53. (Jena: Fischer. 1938. Pp. 24.) 


Kapp, K. W. Planwitschaft und Aussenhandel. (Geneva: Georg. 1936. Pp. xi, 
140. 4 fr. suisses.) 


Dr. Kapp’s book attempts to answer the question, “Is the continuance of 
foreign trade and of the corresponding advantages of the international division 
of labor consistent with a planned economy?” The author devotes the first 
third of the volume to an examination of the general problem of the allocation 
of resources, and concludes that better social results could be obtained by plan- 
ning for the satisfaction of social wants than by relying upon a system of 
market prices. He realizes that his discussion of this difficult topic is inade- 
quate, and promises us a more thorough treatment at a later date. 

Dr. Kapp then proceeds to examine the specific problem of foreign trade 
in a planned economy. It is his conviction that planning entails national self- 
sufficiency only if the latter is definitely accepted as a goal of planning, that, 
with a proper scheduling of plans and with suitable organizations for their 
administration, any desired degree of foreign trade may be maintained. The 
operation of the Russian and Persian foreign trade monopolies and the regu- 
lation of international trade in Germany are studied with a view to discovering 
their significance for the conduct of foreign trade under a planned economy. 

P. T. ELLSWORTH 


LEWIN, L. Uberfremdung: eine Untersuchung das Auslandskapital unter be- 
sonderer Berücksichtigung des Aktienwesens. (Berlin: Oesterreichischer Wirt- 
schaftsverlag. 1937. Pp. 79. RM. 3.) 


MITCHELL, W. C. and Burns, A. F. Statistical indicators of cyclical revivals. Bull. 
69. (New York: Nat. Bur. of Econ. Res. 1938. Pp. 12. 25c.) 


PAPI, U. Prime linee di economia coloniale. (Padua: Cedam. 1937. Pp. 7-42. 
L. 6.) 

These extracts from the fourth edition of the author’s text on Corporative 
Political Economy deal with the trade policies imposed by mother countries at 
various periods of colonial history. 

R. F. F. 


RAPPARD, W. E. Post-war efforts for freer trade. Geneva stud., vol. ix, no. 2. 
(Geneva: Geneva Res. Centre. 1938. Pp. 67. 40c.) 


Why have the repeated, conscientious, persistent efforts of leading states- 
men of Europe and of the world to reduce tariff barriers accomplished so little ? 
To answer this question Dr. Rappard reviews the history of international 
conferences from the founding of the League of Nations to the London Con- 
ference of 1933. In each he finds substantial uniformity of purpose, ż.e., to free 
international trade from its worst restrictions. But there was also uniformity 
in failure. None of the conferences really accomplished tariff reduction. Instead, 
duties rose and the restrictions increased. The usual explanation is “economic 
nationalism.” But that phrase is merely a synonym for trade restrictions, not 
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an explanation. Dr. Rappard finds the true explanation in war and the fear of 
war. He says (p. 64): “It is essentially because Europe and the world have 
not really been at peace since 1914 that all efforts at promoting and at liberating 
international trade have been so signally unsuccessful.” Looking to the future, 
the author foresees a continuance of the close interrelation between economic 
warfare and actual war. Freer trade can come only with a larger measure of 
political security. ce 
A readable style combined with careful scholarship makes this pamphlet valu- 
able to both layman and expert. 
Percy W. BIDWELL 

TRUCHY, H. La crise des échanges internationaux. Conférences du 7 février au 
4 mars, 1938. (Montreal: Univ. de Montréal, Ecole des Hautes Etudes Com- 
merciales. 1938. Pp. 187.) 

YOUNG, J. P. International trade and finance. (New York: Ronald. 1938. Pp. 
xviii, 526. $4.) 

Export and import practice. Trade promotion ser. no. 175, (Washington: Bur. 
of Foreign and Domestic Commerce. 1938. Pp. 306. 30c.) 


Federal Trade Commission act (Public no. 203—63rd Congress, as amended by 
Public no. 447—75th Congress). (Washington: Federal Trade Commission. 
1938. Pp. 15. 5c.) 

Foreign commerce and navigation of the United States. Vol. II. 1936. (Wash- 
ington: Bur. of Foreign and Domestic Commerce. 1938. $1.50.) 

Foreign commerce yearbook, 1937. (Washington: U. S. Dept of Commerce. 
1938. $1.) 

International trade statistics, 1936. (Geneva: League of Nations. New York: 
Columbia Univ. Press. 1937. Pp. 384. $2.50.) 


Trade agreement between the United States and the Czechoslovak Republic: 
digests of trade data with respect to products on which concessions were 
granted by the United States, together with other pertinent information. 
(Washington: U. S. Tariff Commission. 1938. Pp. xxxviii, 256.) 


Accounting, Business Methods, Investments 
and the Exchanges 


When Capital Goes on Strike: How to Speed up Spending. ARTHUR DAHL- 
BERG. (New York: Harper. 1938. Pp. xxii, 218. $2.50.) 

Besides being an economist the author of this book is an engineer and 
inventor. It is chiefly as an engineer that he approaches the problem of how 
to keep our industrial machine in motion. In capitalism he sees a mechanism 
which is as satisfactory—taking everything into consideration—as any the 
race has so far designed. He feels that its intermittent failure to operate is 
not inherent in the mechanism; that it may be remedied by a simple adjust- 
ment. 

Why does the machine fail? Dr. Dahlberg’s answer is suggested by the 
title of his book. As he picturesquely puts it, “It is spending that makes 
the mare go and hoarding that makes her stop.” (The author uses the word 
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spending broadly: it includes investment.) Normally the lure of profits 
maintains the required equilibrium by inducing savers (that is, ‘‘capita- 
lists”) to invest their money; but occasionally the prospects of profit fail 
and capitalists stop investing their surplus and cumulatively retard the 
machine. A control is therefore necessary to “speed up spending when 
capital goes on strike.” 

The device proposed by Dr. Dahlberg is as ingenious as it is simple. His 
remedy is a variable tax upon all unspent cash and demand deposits. Fear 
of loss would presumably force hoarders to spend their money, and their 
demand for goods would stimulate the industrial machine to full operation. 
The speed of spending would be regulated by the amount of the tax and 
by the rapidity with which money is made to depreciate. 

The author develops his point from an analysis of a Robinson Crusoe 
economy and finds justification for the tax by tracing the special privileges 
accorded to money by our institutional set-up. He comes to the conclusion 
that the root of all evil is that quality of money which makes it an effective 
storehouse of value. If money were stripped of its privileged position and 
made as perishable as goods, which normally are subject to depreciation, 
there would be no incentive for hoarders to keep it. 

Dr. Dahlberg shows keen insight into the nature and significance of 
money in our economy, but in developing his scheme he appears to have 
overlooked some significant relationships in the operation of modern capi- 
talism. Although he discusses at length how our banking system is in a 
position to tap the resources of the country and to create money ahead of 
and beyond the current savings of individuals, he makes the saver and 
“hoarder” of money the sole villain of the piece. Not only does he relieve 
the banker of responsibility, but he puts the burden upon the “hoarding 
capitalist” to the exclusion also of the entrepreneur. 

The question may well be asked: Who in the final analysis does the in- 
vestment spending—the “capitalist” or the entrepreneur? Is it enough for 
savers to want to invest their money? Is it not also necessary for entre- 
preneurs to want to use the funds? There seems to be ample evidence that 
during the last depression the difficulty was not so much that the group 
which had funds “went on strike,” as that the group which operated business 
and assumed risk found it unprofitable to use funds for operation and 
expansion. 

It is important to recognize the fact that the risks and responsibilities 
of entrepreneurs cover much greater amounts than the volume of invest- 
ment funds appearing during any period of time. Important also is the 
fact that the risk base of the entrepreneur is in most cases greater than the 
amount of cash he owns. A firm doing an annual business of a million 
dollars may require and carry—depending upon the type of business—only 
one-twentieth of that amount in cash, An operating loss, therefore, of only 
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5 per cent of the value of the product may be sufficient to wipe out the 
entire cash account. How large.a hoarding tax must under the circumstances 
be imposed in order to force this firm into operation? In 1929 the gross sales 
of manufacturing corporations amounted to more than 69 billion dollars 
while their cash balance averaged about 4 billions. A significant proportion 
of this balance sheet cash consisted of demand deposits based on bank loans 
which might well be extinguished if the “hoarding tax” became burden- 
some. 

“Hot money” would undoubtedly speed up spending. But it would 
bring pressure chiefly upon consumers—to the extent of their income; it 
would not be sufficient to force business into unprofitable operation. But 
even if it did, it would be to no purpose and might do more harm than good. 
Spending stimulated by fear of fiat depreciation of money might make the 
“economic mare” run, but most of her energy might be spent in running 
after goods instead of producing them. One needs only recall the history 
of the German inflation to know that spending is not necessarily accom- 
panied by production. 

It may of course be argued that, if the tax were properly timed and ad- 
justed, the industrial system would operate with such perfection that busi- 
ness would never be placed in a position of unprofitable operation. That a 
perfect adjustment is possible, the book has not demonstrated. The success 
of the NRA was presumably contingent upon such perfect codrdination of 
spending on the part of business. As the author points out, the NRA was not 
a SUCCESS. 

The questions raised with respect to the efficacy of “hot money” are no 
reflection upon the ingenuity of the author. The problem dealt with is so 
complicated that solutions from many different angles must be attempted. 
This book is the product of a mature mind, and no student of the develop- 
ment of economic thought can afford to overlook it. 

; MAURICE LEVEN 
Brookings Institution 


Farm Mortgage Loans of Life Insurance Companies. By ARCHIBALD M. 
WOODRUFF, Jr. David A. Wells prize essay no. 7. (New Haven: Yale 
Univ. Press, for Williams Coll. 1937. Pp. xii, 204.) 


Mr. Woodruff’s essay answers completely and fairly two questions which 
he poses at the beginning and which indicate as well as anything could, 
the contents of his book: (1) “Under what circumstances were farm mort- 
gage loans of life insurance companies made?” (2) “How have they sur- 
vived the economic crisis and depression following 1929?” Historically, the 
study covers the period from 1893 through 1935. 

Of particular significance in the answer to the first question are the facts 
that (a) the loans were made shortly before, during, and after an un- 
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precedented boom in all agricultural prices, that of 1920; (b) by far the 
majority of the loans were made indirectly, z.e., through so-called “Ioan 
correspondents” or brokers; (c) the loan correspondents were dependent 
upon commissions for their income and hence tended to stress quantity 
rather than quality in their lending operations; (d) there was rather severe 
competition among all types of lenders for farm mortgage business during 
the pre-depression part of the period described. 

Looking at it from this side of the depression, it is difficult to add many 
factors to the above list, calculated equally as well to spell foreclosures and 
capital loss to any lender making loans under such circumstances. It is not 
surprising, therefore, to recollect with Mr. Woodruff that life companies 
had foreclosed 30 per cent of their farm mortgages by the end of 1934. 
Only the fact that the companies had insisted on at least 50 per cent margin 
between the amount of the loan and the estimated value of the securing 
property, saved them from overwhelming loss in the liquidation of the 
properties subsequently acquired through foreclosure. 

On the subject of foreclosures during the depression, Mr. Woodruff has 
brought out objectively and accurately the effect of the various legal 
hindrances that were put in the way of orderly liquidation of the loans. 
Moratorium legislation is photographed in a pure light, showing the 
inevitable results of wasted property, prolonged insolvency of debtors, and 
general delay in making the adjustments necessary to bring paper values in 
line with real values. Mr. Woodruff credits the insurance companies with 
having extended all possible leniency to worthy borrowers both before and 
after the moratoria were put in force. 

At the same time hindrances to liquidation were being invoked, the fed- 
eral government was easing the problem by increasing farm income through 
the Agricultural Adjustment act, and by the extension of large amounts of 
mortgage refinancing credit under the Emergency Farm Mortgage act. Un- 
questionably, both of these measures, short-lived though the first of them 
was, aided tremendously in providing the flow of cash necessary to thaw 
out the relatively congealed farm loan portfolios of the companies. In the 
case of federal refinancing under the latter Act, the extent of the aid was 
tempered by the amount of write-down required in the process of trading 
mortgages for bonds, but on the whole the companies had much for which 
to thank the government. 

Mr. Woodruft’s study is replete with statistical evidence in support of 
his statements, As a case history of a $2,000,000,000 block of farm mort- 
gages, the book presents a diagnosis, but leaves to the reader the option of 
making any prescription he wishes. In a field all too barren of compre- 
hensive historical analyses of just this sort, Mr. Woodruff’s is a valuable 
contribution. 

ROBERT C. BEACH 

Chicago, Ulinois 
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NEW BOOKS 


AMOS, J. E. The economics of corporate saving. Stud. in the soc. sci., vol. xxii, 
no. 2, (Urbana: Univ. of Illinois Press. 1937. Pp. 136. $2.) 


BRETHERTON, R. Market research sources: a guide to information on domestic 
marketing. Domestic commerce ser. 55. (Washington: Supt. Docs. 1938. Pp. 
iv, 273. 30c.) 

This edition of the handbook covers 5,000 separate references to reports 
and materials from over 1,000 governmental and non-governmental agencies, 
most of which were issued during the years 1936 and 1937. 


BURTCHETT, F. F. Investments and investment policy. (New York: Longmans 
Green. 1938. Pp. x, 821. $4.) 


DENNISON, H. S. and GALBRAITH, J. K. Modern competition and business 
policy. (New York: Oxford Univ. Press. 1938. Pp. 120. $1.25.) 


DONALDSON, E. F. Business organization and procedure. (New York: McGraw- 
Hill. 1938. Pp. x, 579. $4.) 


FIELD, K. Corporation finance. (New York: Ronald. 1938. Pp. xvi, 529. $4.) 


Fouts, F. E. Introduction to industrial management: text, cases and problems. 
2nd ed. (New York: McGraw-Hill. 1938. Pp. xiv, 566. $4.) 


GLOVER, J. G. and Maze, C. L. Managerial control: instruments and methods 
in industry, (New York: Ronald. 1937. Pp. xviii, 574. $4.50.) 


The field of business with which this book is concerned is important. The 
authors have set themselves to describe methods and instruments by which 
control may be accomplished. They have attempted a complete coverage rather 
than a critical analysis of the approach to and the principles underlying con- 
trol. Just what they mean by “management” is difficult to grasp at times, par- 
ticularly when in talking of power costs they get to such details as, stoking 
and ash handling. 

Classification is frequently poor. Two figures are omitted from the index of 
illustrations, Sab keadiags are not always either helpful or accurate. There 
is also a certain naïveté indicated by an attempt to explain “thoroughly” activi- 
ties of the cost division in ten pages. 

W. P. FISKE 


GRANT, E. L. Principles of engineering economy. Rev. ed. (New York: Ronald. 
1938. Pp. xix, 431. $3.75.) 


HARDING, C. F. and CANFELD, D. T. Business administration for engineers. 
(New York: McGraw-Hill, 1937. Pp. xiv, 637. $5.) 


This volume, containing much that would be of value to engineers, omits 
consideration of such important phases of business administration as marketing 
and production management. The seven parts into which the work is divided 
include sections on business organizations, property values, financing the cor- 
poration, accounting for the finances, return on capital, and public service 
corporations. Organization of chapters within sections is at times difficult to 
understand, such as including a chapter on stocks, notes, and bonds under 
organization, and chapters on interest, discount, annuities, and insurance under 
financing the corporation. Exposition is occasionally confused. 

W. P. FISKE 
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HAROLD, G. Bond ratings as an investment guide: an appraisal of their effective- 
ness. (New York: Ronald. 1938. Pp. xii, 274. $3.) 


Professor Harold has written a very helpful monograph in one of the less 
frequented corners in the field of finance. Bond ratings have become so much 
a part of the financial world, so common a tool of investors of all types, that 
they are currently taken almost for granted and are little appreciated or under- 
stood by the persons who benefit from them most. Professor Harold’s study 
serves the useful purpose of giving real meaning and perspective to the stiff 
and conventional symbols of Aaa and D1+. His discussion of the history 
of ratings, of the assumptions on which they are based, of the methods by 
which the different investment services establish them, and his objective 
appraisals of their validity and success will be valuable to individual and in- 
stitutional investors alike. 

CHARLES CORTEZ ABBOTT 


Irwin, H. S. Iowa, Nebraska and Kansas trading in Chicago futures at the close 
of business on September 29, 1934. (Washington: U. S. Dept. of Agric., 
Commodity Exch. Admin. 1937. Pp. 40.) 


Kurtz, E. B. The science of valuation and depreciation. (New York: Ronald. 
1937. Pp. xiv, 221. $4.50.) 


A mathematical, statistical study of property retirements and replacements. 
There are included 65 life characteristic charts representing actual experience 
in as many different types of plant. The study should be of greatest interest 
to those concerned with large aggregations of homogeneous property items. 

W. P. Fiske 


Lewis, C., assisted by SCHLOTTERBECK, K. T. America’s stake in international 
investments. (Washington: Brookings Inst. 1938. Pp. xvi, 710. $4.) 


During the past few years a number of studies have been made on America’s 
investments abroad. Most of them, however, dealt with special phases and con- 
centrated their attention primarily on American foreign loans. Miss Lewis’ 
book is more comprehensive in that it deals not only with foreign loans but 
also with direct investments. In view of the scant information available, par- 
ticularly relating to the early period, Miss Lewis has rendered a great service in 
collecting the data and presenting them in a concise and readable form. 

The book is divided into three parts. The first section deals with American 
foreign liabilities. It traces the history of foreign investments in the United 
States from the early stages up to the present date. The second section deals 
with American investments abroad, and gives a very interesting description 
of American trade and banking ventures abroad, information which hitherto 
has been scattered over a large number of sources. The most interesting and 
useful part, perhaps, deals with American direct investments in the various 
fields abroad. The last part of the book deals with America’s creditor-debtor 
experience, 

The book is primarily historical in character and no real effort has been made 
to analyze the effects which the change in America’s position from a debtor to 
a creditor nation has had on economic conditions in this country as well as in 
the borrowing countries. The last chapter entitled “Issues for the future” 
describes the uncertainties prevailing at present and correctly states that under 
present conditions no predictions for the future can be made. However, cer- 
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tain definite tendencies are already noticeable. The liquidation of foreign 
loans publicly offered in the United States is going on rapidly. This is being 
done not only through the repayment of loans and through the operation of the 
sinking funds but also through the repurchase of securities in default. It is 
well known that many debtor countries in default on their obligations in the 
United States, such as Germany and Chile and others, are rapidly repurchasing 
their securities outstanding in this country. If this tendency continues Ameri- 
can foreign loans will diminish materially in the near future. 

The volume is not only well documented but also has an interesting appendix 
bringing together statistical data of great interest and importance. Miss Lewis 
has done a creditable piece of work which undoubtedly will find great interest. 

M. NADLER 


LYON, H. Corporations and their financing. (Boston: Heath. 1938. Pp. vii, 946. 
$4.25.) 


McNan, M. P. and Lewis, H. T., editors. Business and modern society: papers 
by members of the faculty of the Graduate School of Business Administration, 
Harvard University. (Cambridge: Harvard Univ. Press. 1938. Pp. viii, 411. 
$5.) 


Masson, R. L. and STRATTON, S. S. Financial instruments and institutions: a 
case book. (New York: McGraw-Hill. 1938. Pp. xiv, 494. $4.) 


A companion volume to Problems im Corporation Finance by the same 
authors, the present work is also intended for the elementary course in finance. 
To this end suitable references to standard works and to special treatises and 
articles are supplied. The questions accompanying each case are pointed and 
ample in number. 

The book directs the attention of students to representative problems in 
the field of finance as a whole, not neglecting such institutions as commercial, 
investment and savings banks and insurance companies. A section is devoted 
to the problems of government in its financial assistance to private business 
and the regulation of the financial system with special reference to the Securi- 
ties and Exchange Commission, Federal Home Loan Banks, the Reconstruction 
Finance Corporation, the Housing Administration, and the Home Owners’ 
Loan Corporation. 

The financial problems here treated take into account those aspects which 
are of concern to the general public as well as those of interest to public 
and private administrators. This method of treatment is new and promises 
much for the future of the subject. 

J. E. KirsHMAN 


MAYNARD, H. H., and others. Retail marketing and merchandising. (Boston: 
Ginn. 1938. Pp. 446. $1.68.) 


Rew, M. G. Consumers and the market. (New York: Crofts. 1938. Pp. xiv, 584. 
$3.75.) 
REITELL, C. Cost accounting: principles and methods, 2nd ed., rev. by C. E. 
JOHNSTON, (Scranton: Internat. Textbook Co. 1937, Pp. ix, 425. $3.50.) 
A revision by Mr. Johnston of an earlier work by Dr. Reitell, first published 
in 1934. In addition to some rewriting there is new material and greater 


emphasis on distribution costs. Problems appear in a separate book. 
W. P. Fiske 
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RwcEeway, G. L. Merchants of peace: twenty years of business diplomacy 
through the International Chamber of Commerce, 1919-1938. (New York: 
Columbia Univ. Press. 1938. Pp. xii, 419. $3.75.) 


ROHLFING, C. C., CARTER, E. W., West, B. W. and Hervey, J. G. Business 
and government. 3rd ed. (Chicago: Foundation Press. 1938. Pp. xviii, 780.) 
In recent years general survey courses in “Business and Government” have 
become increasingly popular. This book is designed to serve as a text for such 
a course. The first part of the book gives a good general treatment of the 
government of the United States particularly as it affects the activities of busi- 
ness from the standpoint of social control. The remainder (25 chapters) runs 
the gamut of public policy from “Business pressure groups” through “Public 
utilities,” “Bankruptcy,” “Taxation,” “Housing,” ‘“Codperative movement,” 
to “Workmen’s compensation” and “Social security.” A considerable portion 
of the treatment of most of the topics is devoted to the period since 1933. 

A great deal of detailed information on legislation and court decisions is 
contained in the book but because of the vastness of the field covered, analysis, 
both legal and economic, is inadequate. For students who have taken work in 
regulation, either in political science or economics, the volume has nothing to 
offer. For others, for whom the book is presumably intended, the treatment, in 
the reviewer's opinion, is too categorical and uneven. The book is possibly a 
convenient general review of the relations between government and business in 
this country, for students who are trying to brush up on the whole field. Be- 
cause of the tremendous scope of the problems and the amount of detail in- 
volved a comprehensive treatment of business and government needs to start 
from a definite point of view: legal; economic; or an extensive factual presen- 
tation. The weakness of this treatise is that it rolls all of these into one. 

DuDLEY F. PEGRUM 


Ross, J. A., JR. Speculation, stock prices and industrial fluctuations. (New York: 
Ronald. 1938. Pp. xvi, 426. $4.50.) 


This book, a learned and sizeable treatise by a college professor, agrees in its 
general conclusions with The Margin Trader by Kemper Simpson. The books 
are alike in their disapproval of margin trading and their agreement that short 
selling, although on the whole harmful, is not as bad in its effects as specula- 
tion with borrowed money on the long side. The only inaccuracy noted in Pro- 
fessor Ross’s study concerns his figures for 1924-1933 which omit capital net 
losses from the sale of assets held more than two years. 

Both authors also agree in defining speculation as the purchase of securities 
for the sake of prospective profits on their sale, instead of for current income; 
and yet both in describing the evils of speculation rightly stress, not the pur- 
chasers’ motives, but their use of borrowed money. Is it not about time for 
writers on investment to abandon the hypothesis that an investor who has in 
mind the desirability of selling his holdings when they get too high in price, 
or when earnings prospects change for the worse, ceases to be an investor 
and becomes a speculator? Professor Ross makes a distinction between ‘‘value- 
speculation” and ‘“‘move-speculation,” the first being the purchase or sale of 
securities because they are out of line with their investment value. But how 
can investment-value be figured except by considering all future developments ? 
A man who irrevocably locked himself up with a thirty-year bond would be 
a very rash speculator, even if it were a United States government gold bond. 


* Reviewed below. 
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Every invéstor is to some extent a speculator, since every investment involves 
a tisk. If he realizes that fact and acts accordingly, that is, if he acts like Pro- 
fessor Ross’s ‘‘value-speculator,” he may be all the better investor in conse- 
quence. The real evils of speculation in our modern economy derive from the 
fact that it is so largely carried on with bank-created money; and what the 
banks created the banks can take away. Both of the books here reviewed give 
evidence to support this assertion, referring to the events of the last fifteen 
years, and confining their discussion to stocks. There is room for a study along 
these lines, going back a hundred years, and covering real estate and commodi- 
ties as well as securities. Either Professor Ross or Mr. Simpson would be quali- 
fied to undertake such a study and I suspect that their conclusions would be a 


valuable contribution to the theory of business cycles. 
l RuFus S. TUCKER 


SHACKLE, G. L. S. Expectations investment, and income. (New York: Oxford 
Univ. Press. 1938. Pp. 119. $2.75.) 


SIMPSON, K. The margin trader: a study in trade in securities and insecurity in 
trade, (New York: Harper. 1938. Pp. xvi, 170. $2.) | 
This book is a brief and outspoken attack on margin traders and stock- 
brokers by a former official of the Securities and Exchange Commission. The 
author states that security speculation plays an important part in causing booms 
and recessions in general business, mainly through its effect on bank funds and 
banking policy. The book is cazefully reasoned and fortified by statistics that 
bear the earmarks of accuracy. 

There is, however, one apparent exception to this last remark—the amount 
of net gains and losses reported for the income tax. Mr. Simpson gives figures 
for 1934 that cannot be reconciled with the published Statistics of Income. 

RuFus S. TUCKER 


SMITH, H. Retail distribution: a critical analysis. (New York: Oxford Univ. 
Press. 1937. Pp. vi, 178. $3.) 

The cover jacket of this book -bears the following statement: ‘This work 
applies the tools of economic analysis to the problems of retail distribution in 
an attempt to detect, examine, and evaluate the forces which are at work. It 
incorporates, in the form of a critical analysis, the results of much recent sta- 
tistical investigation, and attempts to set the contemporary development of 
retailing, considered as a whole, in its place in the current stream of economic 
development. It should be of value to all economists and to all those interested 
in the problems of retail and wholesale distribution.” This is an eminently fair 
appraisal of the work. 

Books on economic theory frequently over-simplify the retailing process. 
Books on retailing seldom take sufficient account of the economic forces under- 
lying the process. The author of this work bridges the gap in admirable 
fashion. He handles statistical material with boldness and ingenuity, yet with 
due respect for its limitations. He outlines clearly the effect of imperfect com- 
petition in the retail field, and points out how an increase in the number of 
competitors actually results in an increase in prices to the consumer. 

The author discusses critically three frequently advocated methods for in- 
creasing the efficiency of the process of retail distribution; limitation of the 
number of retailers by some sort of licensing system; resale-price maintenance; 
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and the encouragement of consumer coöperatives. He sees no pọssibility of 
benefit in the first two. Coöperatives, he thinks, exert a force in the right 
direction, although he clearly recognizes their present limitations. 

Although based entirely on the British situation, the author’s reasoning is 
applicable to the present state of retailing in the United States. It is worth 
thoughtful reading by every economist and practitioner of retailing, whatever 
his individual beliefs may be. 

ROBERT F. ELDER 


Woop, G. L., and others. Problems of industrial administration in Australia. 
(New York: Stechert. Melbourne: Melbourne Univ. Press. 1938. Pp. 98. 75c.) 


Ailas of wholesale grocery trading areas. Market res. ser. no. 19. (Washington: 
Bur. of Foreign and Domestic Commerce. 1938. $1.) 


The future of state planning: National Resources Committee, March, 1938. Re- 
port to the Advisory Committee by the State Planning Review Group. (Wash- 
ington: Supt. Docs. 1938. Pp. 117. 25c.) 


Capital and Capitalistic Organization 
NEW BOOKS 


Amos, J. E. The economics of corporate saving. Stud. in the soc. sci., vol. xxii, 
no. 2. (Urbana: Univ. of Illinois Press. 1937. Pp. 136. $2.) 


The main thesis of this highly documented study (references are made to 
two pages of sources in the appendix and to four pages of sources in the bib- 
liography) is that corporate saving in the United States is a larger and more 
important factor than has been generally recognized; that no theory of cor- 
porate saving has been formulated; that, in spite of the difficulties, one needs 
to be formulated; and that this study makes a beginning in-that direction. 

The author considers the great difficulties involved in ascertaining the amount 
of corporate saving; the extent from 1922 through 1932; factors affecting cor- 
porate saving; its economic effects; the undistributed profits tax; and some 
theoretical considerations involved. Among the ten conclusions presented in the 
last chapter are the following: that “corporate saving for the seven years 
before 1930, averaged more than 45 per cent of net profits, provided an average 
of 49 per cent of new corporate capital, and, S public utilities and rail- 
roads, provided more than 60 per cent of new corporate capital’; that cor- 
porate saving “may prevent the functioning of the (capital) market in the 
allocation of capital to industry and reduce the profitability of capital” ; that the 
undistributed profits tax will probably have little effect in the long run because 
it will either be avoided or done away with; that “corporate saving effects 
considerable changes in the distribution of wealth and income, but little in- 
formation is available as yet concerning the nature and extent of such changes.” 

The book abounds with thought-provoking and controversial statements 
with which statisticians, economists, and students of finance may take issue. 
Chapter 2 is an excellent summary of the limitations of financial analysis. 

A billion dollar typographical error on page 31; “the figures are badly so 
stated,” in a footnote on page 33; and, on page 108, characterizing a statement 
of Mr. G. C. Haas of the Treasury Department as a summary of “objections 
to financing growth by the sale of capital stock instead of by the reinvestment 
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of profits,” when it was actually just the opposite, represent errors which 
detract from an otherwise carefully prepared study. 
DonaLp M. HALLEY 


po B. Essor et décadence du capitalisme. (Paris: Payot, 1938. Pp. 251. 
25 ir. 
EN N. Owens on business organization and combination. Rev. ed. (New 
York: Prentice-Hall, 1938. Pp. xi, 697. $3.75.) 
First edition was reviewed in the American Economic Review for December 
1934 (pp. 732-733). 
"Four new chapters have been added. These chapters deal with the control 
of security issues, the economics of the corporation, the chain-store problem 
and price legislation, and the present status of antitrust legislation.” 


PERROUX, F. Syndicalisme et capitalisme. (Paris: Lib. Gén. de Droit et de Juris- 
prudence. 1938. Pp. 58.) 
SMITH, J. B, R., editor. New York laws affecting business corporations. 19th ed., 
to April 18, 1938. (New York: U. S. Corporation Co. 1938. Pp. 560. 
2.) 


Labor and Labor Organizations 


Labor's Road to Plenty: The Return to the American System of Productivity. 
By ALLEN W. RUCKER. (Boston: Page. 1937. Pp. xxii, 221. $2.50.) 


This most astounding book should be indispensable to economic statis- 
ticians in search of illustrative material concerning the drawing of false 
inferences from statistical data. The author deplores the “tinkering at the 
hands of school-boy economists” which has retarded recovery by the en- 
couragement of collective bargaining and the governmental fixation of 
minimum wages and maximum hours. He has an “American” solution to 
the problem, a solution “so simple that its mere statement will come as a 
distinct surprise.” We should, it seems, all receive “individually and col- 
lectively precisely what we produce, and therein lies the heart of the solu- 
tion to the resumption of our former rate of economic progress.” Adopt 
the “Pay Proportionate to Productivity” principle and all will be well. 

There is little in Mr. Rucker’s theoretical argument that was not better 
stated by John Bates Clark forty years ago. What is unique, however, lies in 
the interpretation of statistical data. A few illustrations will suffice to indi- 
cate the doubtful material upon which Mr. Rucker seeks to prove his case. 

(1) Employment is found to be high when the total number of “going 
firms” in the United States is large, and low when the concerns decrease in 
number. Therefore, “the first step in giving labor an opportunity to get a 
job is the promotion of conditions which stimulate an increase in the num- 
ber of active manufacturing clients.” 

(2) An almost exact correlation is discovered between the increase in 
the number of profitable manufacturing corporations and the increase in 
total payrolls in prosperity; and the decrease in the number of profitable 
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manufacturing corporations and the decrease of the total payroll disburse- 
ment in depression times. 

(3) Data for the past twelve years suggest that “a decline in employ- 
ment opportunity in both good times and bad accompanies a shortening of 
the work week, whereas employment increase accompanies a lengthening 
of the work week.” 

(4) In thirteen basic industries “influenced or dominated by collective 
bargaining,” he contends that, for the years 1923-33, actual earnings of 
workers decreased, irrespective of wage rates per hour. Therefore collective 
bargaining fails in its main purpose. 

(5) The lower the ratio of wage cost to value added by manufacture, 
the more efficient an industry. The industries with low ratios of wage cost 
found few losses in employment; those with high wage costs were subject 
to great losses in employment. 

(6) In the total picture, labor is found to have between 36 and 38 per 
cent of the total value added by manufacturing. Strongly organized labor 
has only robbed the less well organized labor and, at the same time, cheated 
itself out of jobs. 

Leaving aside the question of whether Mr. Rucker’s central thesis 1s 
correct, one is amazed at his distortion of the statistical method. He groups 
all manufacturing companies, without reference to size, in his measurement 
of employment in relationship to “going firms.” In discovering his profit- 
employment relationship, he similarly uses total figures and assumes that 
the line of causation runs from high profits to high payrolls. Furthermore, 
the major portion of the industries picked to show the futility of collective 
bargaining was largely free of collective bargaining during the period, 
1923-33. This was especially true in boots and shoes, cotton textiles, glass, 
leather, railway repair shops, shipbuilding, and silk and rayon manufactur- 
ing. 

One wonders, in fact, whether the “Pay Proportionate to Productivity” 
principle will prove the Magna Carta which Mr. Rucker feels it will. Should 
blast furnace workers and garment workers receive the same proportion of 
value added by manufacturing? Or, again, how determine within a given 
industry the proportion of the value product that should go to labor? Un- 
fortunately, Mr. Rucker contributes little to the development of a formula 
that will establish “equitable wages.” 

COLSTON E, WARNE 

Amberst College 


Labor and Social Organization. By DAV ALOYSIUS MCCABE and RICHARD 
ALLEN LESTER. (Boston: Little Brown. 1938. Pp. vi, 374. $1.20.) 
This small volume is the last of a six-book series on Economics and Social 
Institutions. The series is designed as text material for an introductory 
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course in economics, and the present volume is devoted mainly to “prob- 
lems arising out of the wage system.” Its four major divisions describe 
labor organization, labor legislation, social security, and proposals for social 
reorganization. The first division follows a conventional pattern in outlining 
the historical background of modern labor organization, classifying unions, 
and describing common union practices. The section on labor legislation 
presents a brief, non-technical summary of the National Labor Relations 
act and of minimum wage and maximum hour laws. In the section on social 
security, attention is directed to accident and unemployment compensation, 
old-age pensions, and unemployment relief. The final section describes 
current criticisms of profit-motivated economies and summarizes a number 
of reformist and revolutionary suggestions for change. The latter are then 
compared with the totalitarian political and economic structures of Russia, 
Italy, and Germany. 

The book seems well adapted to the primary purpose for which it is 
intended, although it can scarcely be said to have accomplished at all con- 
clusively the expressed objective of “applying modern methods of economic 
analysis to the field of labor.” Rather, it is, for the most part, descriptive 
and historical. But it is interestingly written and should prove effective in 
stimulating student investigation and study in economics. 

Question must be raised as to its usefulness as a text in labor problems, 
a usage suggested by the authors in the preface. Its coverage is distinctly 
different from the content of most labor problems courses, and its entire 
omission of documentation and of references to other material in the field 
is a serious limitation on its value for this purpose. Its short, generalized 
summaries of the economic implications of various labor problems ignore 
many important considerations. The treatment neglects, for instance, pos- 
sible effects of changes in working hours upon hourly productivity (p. 94); 
its description of the incidence of payroll taxes (p. 205) is inadequate; 
and it overlooks the possibility that unemployment compensation may pro- 
long cyclical unemployment (p. 230). The extended presentation of so- 
cialistic criticisms is largely outside the field of labor problems and would 
be at least as appropriate in a discussion of trade cycles. 

As text material for the conclusion of the introductory economics course, 
the book is of distinct value. Its discussion of labor problems ts definitely 
superior to that of most economics texts. Exposition throughout is excep- 
tionally clear and shows the beneficial effects of preliminary class use. The 
authors’ fundamental thesis, that labor problems can be understood only 
in terms of current social structures, is effectively supported. Throughout 
the whole volume, the authors have maintained a balance of fairness and 
objectivity in dealing with the many controversial viewpoints they describe. 

DALE YODER 

University of Minnesota 
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Labor Problems from Both Sides. By MALCOLM KER. (New York: Ronald. 
1938. Pp. xviii, 381. $3.50.) 

The title of this book is unfortunate for two reasons: (1) It suggests 
that the volume is little more than a debater’s handbook. Actually it is the 
outgrowth of numerous discussion groups, both adult and collegiate, and 
presents argumentative material better adapted to intellectual probing and 
analysis by groups of students than to the trained presentation of exper- 
ienced debaters. (2) It suggests that there are only two sides to labor 
questions. Realistically, labor questions have many sides, and it is a serious 
etror to put emphasis upon a supposed two-sidedness. The comprehensive- 
ness of the arguments in the book belie the title. 

In its structural organization, the author has given support to both of 
the above misapprehensions. Chapter titles consist in a number of ques- 
tions (¢.g., “Is there a labor market?” “Can the hours of work be reduced?” 
“Do company unions serve labor’s interests?” etc.). Then follow, in order, 
the affirmative and negative arguments. On each side the author seeks to 
present the strongest arguments which can be marshalled. 

These arguments are most difficult to review. The reviewer is stopped 
in his tracks by the following statement in the preface: “As to the material, 
of course on each side it is biased. Some of the arguments set forth in this 
book are illogical; parts of the arguments may have slight relation to other 
parts; some parts are untrue; some are calculated to overthrow reason in 
favor of passion.” After such a frank admission of deliberate sophism, the 
reviewer is largely precluded from considering the particular, and must 
devote attention to the general. 

On the whole, Professor Keir has fulfilled his purpose admirably well. 
A few chapters do not make the best of their opportunity. In the chapter 
entitled “Is the sit-down strike a lawful weapon?” the full implications of 
the common law are not revealed. In spite of the title, economic rather 
than legal arguments predominate, without an adequate linking of the 
two. The reviewer believes that a more analytical probing of the law would 
strengthen this chapter. The treatment of the question, “Are the interests 
of capital and labor identical?” seems to emphasize the superficial, and 
excludes meticulous economic analysis. Better arguments could be made on 
both sides, on both questions. There is occasion to doubt the appropriate- 
ness, in a book on labor problems, of such subjects as Should the powers 
of the United States Supreme Court be curbed?” and “Should doctors be 
public officers?” However, both are exceedingly well done and do no 
violence to the main purpose of the volume. 

As a book, and in spite of a few weak spots as illustrated above, the argu- 
ments are well presented, with all of the passion and prejudice of argu- 
ments on current questions. An instructor skilled in leading discussion 
groups, who will use great care to avoid the dangers of sophism, will find 
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this book an excellent basis for vigorous and instructive classroom dispu- 
tation. 

There are many who will sympathize with Professor Keir in his desire 
to avoid the standard encyclopedic textbook on labor. For classroom pur- 
poses, however, it seems apparent that his book will need to be supple- 
mented by such storehouses of information. The reviewer suspects that he 
has not given us a substitute for the traditional text, but rather a new and 
interesting type of auxiliary. 

WILLIAM S. HOPKINS 

Stanford University 


NEW BOOKS 


ANDERSON, N. The right to work. (New York: Modern Age Books. 1938. Pp. 
152. 50c.) 

BAKER, H. A trade union library: selected book list and sources of current infor- 
mation for the trade union executive. Rev. ed. (Princeton: Princeton Univ. In- 
dustrial Rel. Section. 1938. Pp. 30.) 

BAKER, J. C. Executive salaries and bonus plans. (New York: McGraw-Hill. 
1938. Pp. xxiv, 274. $3.50.) 

BALDWIN, R. N. and RANDALL, C. B. Civil liberties and industrial conflict. (Cam- 
bridge: Harvard Univ. Press. 1938. Pp. 137. $1.50.) 


This volume includes four lectures delivered recently at Harvard University 
under the Godkin Foundation: “Organized labor and political democracy” and 
“Public opinion and industrial strife,” by Roger N. Baldwin; “Management 
and mass activities’ and “The plight of the individual worker,” by Clarence 
B. Randall. 

BENEY, M. A. Differentials in industrial wages and hours in the United States, 
Stud. no. 238. (New York: Nat. Industrial Conf. Board. 1938. Pp. xvili, 203. 
$3.50. 

BROOKS, p, R. R. Labor on new fronts. Pamph. no. 21. (New York: Public Af- 
fairs Committee. 1938. Pp. 32. 10c.) 

BUTLER, H. Problems of industry in the East, with special reference to India, 
French India, Ceylon, Malaya and the Netherlands Indies. Stud. and rep., ser. 
B, no. 29. (Geneva and Washington: Internat. Labour Office. 1938. Pp. 74. 
40c.) 

COMMON, J. editor. Seven shifts. (New York: Dutton. 1938. Pp. xi, 271. $2.50.) 


This is a group of seven English narratives “in which the workingmen de- 
scribe their jobs, their conditions, and some of their reactions to the life they 
lead. They are not highly literary compositions, yet the lads can write, as you'll 
see,” 

For the general reader, these are delightful breezy sketches of the “job,” the 
plant conditions, the dole system, the “pub” where they spend their savings on 
“pints,” and the houses (not homes) where they spend as little time as possible. 
Contrasts of wit, description, and pathos hold the reader. 

To a social scientist, however, these essays are important for the viewpoints 
on work, unemployment, the boss, and the government. Here is what these 
trade unionists think about work: “Work, bad as it is, has a thousand advan- 
tages over the dole”; “In the workshop, rest is illicit” ; “I shall end up with 
nothing in the bank and not as much as a thank-you from the people who have 
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profited from my labor” ; “From the point of view of the world in general, we 
are just hired help and the dumber we are the better.” 

And these are a few extracts concerning their attitude on business and gov- 
ernmental leadership: “A high percentage of workers could run large factories 
better than the present organizers do”; “The whole class of leadership can be 
challenged and overthrown”; “What a latent flair and power for organization 
there is is in the working class’; “The man who labors has life but not very 
abundantly yet because his labor goes up in smoke to make money for the 
idlers” ; “The man who lives next door to a cesspool is more precious than the 
man who condemns him to live there” ; “Civilization is smashing all right, and 
the guys who have appointed themselves to run it don’t seem to have the 
capacity”; “There will be a revolution in this country before the decade is out. 
The workers will take charge of it and they will shape it the way they want to 
shape it.” 

a Editor Commons again in his preface: “When you finish it, you'll 
have a good idea of what it would be like if you got a job in a blast-furnace, in 
the cab of a locomotive, or round an East-end market, and this is the stuff from 
which theories are fabricated and by which they are finally judged.” 


` GILBERT W. COOKE 


DAUGHERTY, C. R. Labor problems in American industry. 4th rev. ed. (Boston: 
Houghton Mifflin. 1938. Pp. xxii, 984, xiv. $3.50.) 

Forks, H. Changes and trends in child labor and its control, Address at 33rd 
annual luncheon of National Child Labor Committee held in connection with 
65th annual sess. of Nat. Conf. of Social Work, Seattle, Wash., June 29, 1938. 
(New York: Child Labor Committee. 1938. Pp. 30.) 

GLÜCK, E. Introduction to American trade unionism, with supplement. (New 
York: Affiliated Schools for Workers. 1937. Pp. 104. 35c.) 

LAWLER, H. W. Toward a farmer-labor party. Vol. 5, no. 11. (New York: 
League for Industrial Democracy. 1938. Pp. 56, 15c.) 

LAUDER, E. Labor law highlights for New York State: child labor, minimum 
wage, unemployment insurance, labor relations and fifteen others. (New York: 
Consumers’ League of N. Y. 1938. Pp. 22. 5c.) 

LEVINSON, E. Labor on the march. (New York: Harper. 1938. Pp. 334. $3.) 

MacDona.Lb, L. Labor problems and the American scene. (New York: Harper. 
1938. Pp. xiii, 878. $3.50.) 

MEADE, J. E. Consumers’ credits and unemployment. (London: Oxford Univ. 
Press. 1938. Pp. 115. 5s.) 

METCALF, H. C., editor. Collective bargaining for today and tomorrow: ap proach 
and method. (New York: Harper. 1937. Pp. x, 182. $2.25.) 


The director of the Bureau of Personnel Administration and his nine collabo- 
rators have produced an interesting little volume of lectures. Apparently all 
start from the assumption that, like it or not, collective bargaining is here to 
stay. All agree that there must be a change in attitude from the idea of bargain- 
ing as a fight of each side to outsmart the other to the concept of codperation 
in the light of understanding by both sides of the total situation. The only real 
disagreement is in the form that such bargaining should take. One of the em- 
ployer representatives, Mr. Dooley of Socony-Vacuum, has preference for em- 
ployee representation; since he believes workers have no interests outside their 
own firm he sees no weakness in company unions. Aside from the direct refu- 
tation of his arguments by Mr. Potofsky, the other contributors, even Dr. Taylor 
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of the Employing Printers Association, show their preference for an industry- 
wide basis; chapters 4 and 6 are summaries of the procedure in the Printing 
Trades and the Clothing Industry. Emphasis is placed on the conception of the 
new rights of labor; since under modern industrial conditions it is jobs rather 
than workers that are scarce, security in the job has become of supreme import- 
ance, and this has given rise to the idea of a property right in the job—so far 
without the legal recognition (except in the Labor Relations act) extended 
to other forms of intangible property. Along with this right, however, must go 
new responsibilities in setting standards for production. 

Many of the difficulties encountered currently in collective bargaining are, 
according to Mr. Tead, purely transitory; labor’s demand for the closed shop, 
etc., will disappear when labor gains confidence in the employer’s attitude. 
Dr. Person suggests that the older employers suffer a handicap under modern 
conditions, since the “transfer” of old attitudes and methods is bound to fail 
in new situations. An interesting suggestion by Mr. Hamlin is that capital as 
well as labor should receive a sort of minimum wage, with any surplus divided 
between them. 

It is interesting to note that, despite their desire for coöperation, the writers 
recognize the lack of adequate leadership and the existence of conflicting groups 
with vested interests; there is little wishful thinking here. The book could well 
be read by employers who still distrust unionism. 

When will publishers learn that in a volume wherein each contributor may 
refer to the same matters the omission of an index is especially inexcusable? 

H. FABIAN UNDERHILL 


Reicu, N. Labour relations in Republican Germany: an experiment in inaustrial 
democracy, 1918-1933. (New York: Oxford Univ. Press. 1938. Pp. 293. $3.) 

SCHMIDT, E. P. Industrial relations in urban transportation. (Minneapolis: Univ. 
of Minnesota Press. 1937. Pp. xii, 264. $3.) 

This book is useful both as a study of urban transportation and of industrial 
relations. It is divided into two practically equal parts, the first dealing com- 
pactly with the rise and development of the industry in the United States from 
its horse and mule days, and the second with the growth and activities of 
organized labor up to the beginning of 1937. The first part is given such 
prominence because, as the author states, a thorough search of many libraries 
and bibliographical sources has revealed no account of the rise and development 
of urban transportation in the United States.” In providing a comprehensive 
discussion of the industry and the character of street railway work and manage- 
ment, this volume goes far to fill the gap. Its chapters deal with the physical 
development of urban transportation, its financial practices, traffic trends, the 
difficulties of street railway regulation, and the experience of municipal owner- 
ship and operation. 

In the second part the history of the Amalgamated Association of Street 
Railway Employees for its half century of existence is traced, and emphasis is 
naturally put on its important policy of avoiding strikes and ee to solve 
issues by arbitration. In this, and in the discussion of aspects of trade agreements 
and of the union’s philosophy, the illustrative situations in certain of the im- 
portant urban centers are provided. For this and other reasons the careful reader 
would be aided considerably by a much more detailed index of names, cities 
and subjects—a necessary addition to this valuable and well written monograph. 

The student of labor relations sympathizes with the author that his study 


1938 | Money, Prices, Credit, and Banking 575 


should have happened to appear just before such a significant event as the en- 
trance of the C.I.O. into the field, and the phenomenal growth of the new 
transport workers’ union in New York and elsewhere. If it is possible for the 
author to bring this subject up to date in some magazine of general circulation 
and insert a reprint as an addendum to the book it would be most desirable. 
HERMAN FELDMAN 


SEIDMAN, H. Labor czars: a history of labor racketeering. (New York: Liveright. 
1938. Pp. 327. $2.50.) 

SPENCER, W. H. The National Railroad Adjustment Board. (Chicago: Univ. of 
Chicago Press.. 1938. Pp. ix, 65. $1.) 

WHITEHEAD, T.‘N. The industrial worker: a statistical study of human relations 
in a group of manual workers. Vols. I and II. (Cambridge: Harvard Univ. 
Press. 1938. Pp. xiv, 265; viii, 81. $5, the set.) 

Assuring employment or income to wage earners—a case study. Stud. in personnel 
policy no. 7. (New York: Nat. Industrial Conf. Board. 1938. Pp. 19.) 

Collective bargaining under the Wagner act. Law and contemp. prob., vol. 5, 
no. 2. (Durham: Duke Univ. Press. 1938. Pp. 158. 75c.) 

Generalisation of the reduction of hours of work. Part I. Industry, commerce and 
offices. Part II. Transport. Section A. Rail transport. Section B. Inland water 
transport. Section C. Air transport. Part III. Coal mines (supplementary re- 
port). Part IV. Statistics. (Geneva: Internat. Labour Office. 1938. Pp. xxxiv, 
471; xii, 245; v, 127; vi, 64; 90.) 

International Labour Conference, twenty-fourth session, Geneva, 1938. Report 
of the director. Summary of annual reports under Article 22 of the constitution 
of the International Labour Organisation. (Geneva: Internat. Labour Office. 
1938. Pp. 81; 283.) 

Recruiting, placing and conditions of labour (equality of treatment) of migrant 
workers. 24th sess., rep. iii. (Geneva: Internat. Labour Office. 1938. Pp. xiii, 
172.) 

Regulation of hours of work and rest periods of professional drivers (and their 
assistants) of vehicles engaged in road transport. 24th sess., rep. iv. (Geneva: 
Internat. Labour Office. 1938. Pp. v, 268.) 

The seniority principle in employment relations: preliminary. Rep. no. 53. 
(Princeton: Princeton Univ. Industrial Rel. Section. 1938. Pp. 31, mimeo- 
graphed.) 

Statistics of hours and wages in the principal mining and manufacturing industries, 
including building and construction, and in agriculture. 24th sess., rep. vi. 
(Geneva: Internat. Labour Office. 1938. Pp. 113.) 

Technical and vocational education and apprenticeship (supplementary report). 
24th sess., rep. i, suppl. (Geneva: Internat. Labour Office. 1938. Pp. 23.) 

Wages and hours of labour in Canada, 1929, 1936 and 1937. Issued as suppl. to 
Labour Gazette, Jan., 1938. (Ottawa: Dept. of Labour. 1938. Pp. 157.) 

Your income and mine. Pamph. no. 20. (New York: Public Affairs Committee. 
1938. Pp, 31.) 


Money, Prices, Credit, and Banking 


Storage and Stability: A Modern Ever-Normal Granary. By BENJAMIN 
GRAHAM. (New York: McGraw-Hill. 1937. Pp. xviii, 298. $2.75.) 


Dr. Alvin Johnson in the foreword to this book says that the author, 
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“like all economic inventors who know their job, kills several birds with 
one stone.” The slaughter indeed is so great that even the huntsman’s 
attention is diverted from the bird he was originally stalking to the missile 
he has cast with such telling effect. The book is ostensibly a study of the 
possibilities of storage of basic raw materials as a means of adjusting supply 
more smoothly to demand; but it quickly develops into a cogent plea for a 
new type of money which would be issued in acquisition of the stored 
materials. In spite of protests to the contrary, the author’s chief interest 
quite patently lies in this money which he feels would go far toward giving 
us a general stability of prices and of business activity with’ a consequently 
higher standard of living and insurance against social unrest. 

The new money, which can best be described as a warehouse-certificate 
currency, would be issued freely, at a fixed price, against the delivery of a 
stated composite of the storable raw materials traded on produce exchanges. 
It would be redeemable at any time in the same commodity composite. ‘This 
money would supplement our present currency. It would be the counterpart 
of our (former) gold certificates but with a group of commodities taking 
the place of the single commodity, gold. Just as gold had a permanently 
fixed price, so would the group of commodities in the new monetary unit, 
though fluctuations in the prices of the indtvidual component items would 
be quite free. 

The stabilization of the price level of a large, strategic and now highly 
unstable sector of the economy would without doubt operate powerfully 
to keep the whole in equilibrium. Whenever demand slackened, and the 
price level of the composite of goods in the new dollar tended to sink 
below par, “free coinage’ would provide an unlimited market for these 
goods taken as a whole. The steady issue of money, with a concurrent with- 
drawal of the goods, would before long inevitably reverse the price trend. 
Goods would then be drawn out.of storage in exchange for the money, 
which would be retired. An automatic elasticity of currency in the appropri- 
ate direction, about a stable price level for the composite of goods involved, 
would thus be provided. 

It seems probable that the mechanism suggested might do much to 
prevent not only the price but other vicissitudes now associated with our 
economic life. There are several further advantages in the storage of a 
large supply of staple commodities. The provision for war will make a 
strong appeal in certain quarters. 

It is impossible, in a brief review, to do anything like justice to Mr. 
Graham’s ideas. All that can here be said is that the treatment is competent 
throughout, that many of the objections which come to mind have been 
foreseen and forestalled, and that the proposals made deserve the most 
serious attention. As Mr. Graham freely acknowledges, there have been 
forerunners for the basic notion on which these proposals are built, but 
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no one will be disposed to deny that he has so developed it as to be entitled 
to the lion’s share of the credit of invention. 
FRANK D. GRAHAM 
Princeton University 


Modern Money. By MYRA CURTIS and HUGH TOWNSHEND. (New York: 
Harcourt Brace. 1938. Pp. x, 291.) 


Probably in no field of economic thought have pre-war ideas been sub- 
jected to more critical scrutiny than in the problems relating to money. The 
gold standard,‘ individual thrift, and governmental economy, instead of 
being foundation stones of economic well-being, may under some cir- 
cumstances, according to the new views, prove impediments in the way of 
desirable economic activity. No writer has done more to stimulate this 
new thinking than has Mr. John Maynard Keynes. But the theoretical 
reasoning of Mr. Keynes, embodied in large volumes bristling with for- 
midable equations, has been a tough nut for the elementary student or the 
general reader to crack, and even more advanced students have doubtless 
had their moments of anguish in following through the intricacies of his 
analysis. 

It is therefore a cause for gratification that Miss Curtis and Mr. Town- 
shend, avowed followers of the Keynes school of thought, have in Modern 
Money attempted a more simplified presentation of these new ideas that 
will appeal to the less esoteric reader. The volume under review is the 
American edition with a brief introduction by R. J. Saulnier of Columbia 
University. 

The writers conceive of modern money—exemplified in the systems of 
England and the United States—as consisting primarily of bank debt. 
Gold has been put in its proper place as a convenient international cur- 
rency for the purpose of settling occasional debit balances, but its place in 
the domestic currency is no longer a controlling one. We have managed 
currencies; and the primary purpose of the monetary authorities, whether 
the central bank or the government or the two acting in conjunction, is to 
promote the use of money in such a way as to facilitate full production and 
employment. But the mainspring of income or production and employ- 
ment is spending. Hence it might be said that the core of the book is an 
analysis of spending, whether private or public. This involves a study of 
various methods of disposal of money, of the rate of interest, of the effects 
of public borrowing and spending, and of the relations between money and 
prices. 

The authors state that they have aimed at clarity rather than meticulous 
precision of statement. There are, however, dangers in this procedure. In 
the effort to achieve simplicity in exposition the limitations on the efficacy 
of proposed policies may be overlooked and the immature student may be 
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led to untenable generalizations. For example, the authors regard interest 
as the return on the loan of money or as the price of liquidity. Opinion is 
veering to the view, they say, that the rate of interest needs control in 
behalf of the public. Control can be accomplished by varying the supply 
of money, more money tending to lower the rate and less money to raise it. 
Probably no one would deny the possibilities along these lines for short 
periods of time. But does this mean that merely by an appropriate mone- 
tary policy the rate of interest may be maintained continuously at a level 
which the authorities consider socially desirable? Perhaps the authors do 
not intend any such implication. But there is no analysis of the limitations 
of monetary policy in its effects on the rate of interest. There are other 
problems considered in which there is a similar need for caution in gen- 
etalization. 

Throughout it is the policy of the authors not to devote much time to 
the technical details of monetary and banking problems. For this reason the 
book should prove most helpful to those students who have already been 
through this preliminary spade work. The important value of the book, in 
the eyes of the present reviewer, lies in its suggestiveness, in the opening 
up of a new approach to monetary problems in which much more attention 
is paid to the broader economic implications of monetary policy than in the 
ordinary textbook. It should prove especially stimulating and provocative 
as the point of departure for extended discussion among moderately ad- 
vanced students of the subject matter with which it deals. 

WILLIAM O. WEYFORTH 

Johns Hopkins University 


Thomas Willing and the First American Financial System. By BURTON 
ALVA KonxKLE. (Philadelphia: Univ. of Pennsylvania Press. 1937. Pp. 
xii, 237. $3.00.) 

Dr. Konkle presents another of his interesting studies of outstanding 
leaders in the public affairs of early Pennsylvania and the nation. His por- 
trait of Thomas Willing, merchant-prince, banker, publicist, adviser to four 
Presidents, and recognized leader in laying the foundations of the first 
American economic system, projects this great patriot and leader with fine 
appreciation and biographical skill. 

There were giants in those days; none of greater stature, stouter heart, 
or higher moral and patriotic purpose than Thomas Willing. Leaders like 
Washington and Robert Morris, Alexander Hamilton and Madison sought 
and followed his counsel. Endowed with a remarkable capacity for handling 
large business interests in which he attained great wealth and distinction, 
Willing was chosen by the events of his day to direct and fulfill many 
arduous public services demanding the highest order of loyalty, genius, and 
devotion to duty. 
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For decades preceding and following the Revolution, Willing was recog- 
nized as the first citizen of Philadelphia when that city was first in wealth and 
influence in the entire country. His biographer speaks of him not inaptly 
as the Economic Father of his Country,” and adds: 


Thomas Willing was the economic Washington of the Revolution, as the Vir- 
ginian was the military one, and James Wilson the political and constitutional 
one. He was the architectural constructor-or engineer of the long view, as his part- 
ner, Robert Morris, was the picturesque emergency financier, like his younger 
follower, Hamilton. It was Thomas Willing and his friends who launched the 
embryo bank to supply Washington’s army after the fall of Charleston, won the 
Revolution, and laid the foundations of the republic’s first financial system, which 
he was called to build and in building create a new nation. 


Willing filled many positions of public trust and responsibility—mayor 
of Philadelphia, justice of the Supreme Court of Pennsylvania, leader in 
raising funds for the Pennsylvania Bank, which was a main financial sup- 
port of Washington’s forces and which was later taken over by the Bank of 
North America. Willing was president of the latter bank for ten years, re- 
signing to become president of the first Bank of the United States. He filled 
this highly important and trying position with such constructive ability and 
financial skill as to command the respect and confidence of all classes, even 
of those who opposed the bank on political or constitutional grounds. For 
twenty years through the changing political and economic vicissitudes of the 
Washington, Adams, Jefferson, and Monroe administrations, the Bank 
of the United States was the financial mainstay of the government. It kept 
the public credit high, and its own currency “good as gold.” Incapacitated by 
ill health, Willing resigned the presidency in 1807 after sixteen years in 
that position. 

Before his death in his eighty-first year, Willing saw the eclipse of the 
proud old institution he had directed with consummate skill and devotion, 
the bill to renew the bank’s charter failing by one vote. He saw, too, the 
fiscal chaos of the government, deprived of the financial support of the 
powerful bank, during the War of 1812. He lived to see the setting up of 
an enlarged bank for the nation, the second Bank of the United States, in 
1816, modelled upon the same general pattern as his old institution, by the 
very partisans who had sounded its death knell five years before. 

Dr. Konkle has done a distinct service in refurbishing and illuminating 
the record of a truly great leader, patriot and financial genius. 

JoHN THOM HOLDSWORTH 

University of Florida 


The Promises Men Live By. By HARRY SCHERMAN. (New York: Random 
House. 1938. Pp. xxvi, 492. $3.00.) 


Mi. Scherman calls his book “a new approach to economics” and in it 
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he exhibits both the virtues arid defects of an enthusiastic amateur ex- 
_plorer. He emphasizes the dangers of economic illiteracy, especially among 
our “rulers,” and chides the professional economists for their failure to 
produce and teach a realistic explanation of economic activity which the 
ordinary citizen can understand. To his task of remedying this situation, 
Mr. Scherman brings a fresh viewpoint and a lucid style; but in his 
analysis he tends to oversimplify difficult problems through neglect of 
important qualifications and complications. From the volume the uninitiated 
can gain a useful, though one-sided, appreciation of the interdependence 
of economic groups and institutions; but those who look for any real con- 
tribution to economic thought will be disappointed. 

The “promises men live by” are those involved in long and short-term 
credit transactions. The author describes vividly the historical and psycho- 
logical bases of deferred payments of every sort, and shows how essential 
is the reliable fulfillment of these interrelated obligations for the smooth 
functioning of an economic system based on specialization and exchange. 
Upon statistical examination, he finds that with the exception of rural and 
urban mortgagors in recent years, and some corporate abuses, the record of 
business enterprises and individuals in meeting their promises is well nigh 
perfect. In fact, even though 8,559 banks with deposits of $6,400,000,000 
suspended operations during the six troubled years of 1929 to 1934 in- 
clusive, “it is fair to say that the record of fulfillment of banks, on their | 
promises to depositors, is 99 98/100 per cent perfect” (p. 137). He ob- 
tains this remarkable percentage by comparing the deposits in the failed 
banks with the total debits to individual accounts reported by the banks 
of 141 cities during these same years, which he calls “the total of their 
fulfilled promises” amounting to at least three trillion dollars. It is doubt- 
ful whether this computation will console those who shared in the losses. 

This rosy picture of the integrity of private enterprise makes the record 
of non-petformance by sovereign states of their promises the blacker by 
contrast. Mr. Scherman has nothing good to report of governments, past or 
present. Their promises are embodied in bonds and in currency issues re- 
deemable in a fixed weight of gold, but “the truth seems to be that, for 
whatever reasons their apologists may find, modern states may be expected 
never to complete their half-exchanges, if and when they find it to be to 
their better interest not to do so” (pp. 250-1). From the clipping and 
debasement of coins in ancient times to the debt cancellation directly, or 
indirectly through inflation or devaluation, of recent years, our rulers have 
always obtained through fraud the means to keep themselves in power. 
“Government, it might be said, is the one area of human activity that con- - 
stitutes the last real stronghold of scoundrelism in human nature” (p. 362). 
The remedy for this is economic education so that we cannot be “gulled” 
so easily in the future, 
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When the author turns to consideration of monetary promises, the dis- 
cussion becomes unreal because of his uncompromising metallist position. 
Money is gold alone, therefore governments cannot create it. The value of 
convertible currency varies directly with its gold content. The value of fiat 
paper money is determined by estimates of the amount of gold that will 
eventually be given for the paper, “not by the amount of it in existence 
and the degree of demand for it,” though “this absurd notion is a good 
example of how some experts can be deceived by their own dialectics” (p. 
343). Nowhere does Mr. Scherman suggest that gold itself or an “honest” 
currency of fixed gold content may so fluctuate in purchasing power as to 
undermine large segments of his interdependent structure of promises. It 
is the omission of disagreeable complications such as this which makes his 
analysis incomplete and misleading. 

M. B. CUSHING 

Bowdoin College 


The Theory of Monetary Policy. By BHALCHANDRA P. ADARKAR. (Lon- 
don: P. S. King. 1935. Pp. xi, 125. 7s. 6d.) 

The principal subject of this little book is the theory of the relation 
between interest rates and prices. It does not, as the title might suggest, 
concern itself with the instruments of monetary control or the technique of 
operating them. Even the criteria of monetary policy, which constitute the 
principal theme, are discussed in broad terms without any attempt to reduce 
them to a workable formula. 

The first eight chapters consist chiefly of a rather discontinuous series of 
critical notes on the work of well known students. Fisher, Cassel, Wicksell, 
Hayek, Sraffa and Keynes are given primary attention, with incidental 
references to the work of a number of others. Among the points of interest 
in this part of the book are the following: 

The Gibson paradox, that is, the high correlation between the long- 
period fluctuations of interest rates and those of wholesale prices is ex- 
plained (against both Fisher and Keynes) by the effect of falling prices 
on the demand for loanable funds, rather than by any reference to the in- 
fluence of interest rates, and so on. 

Against Fisher the author argues in chapter 2 that the “‘real’’ rate of 
interest (the rate corrected for the effect of price changes) should be figured 
on the basis of a change in the purchasing power of interest only, not that 
of the principal, because the lender typically does not expect to spend his 
capital when he gets it back at the end of the loan period, but to lend it 
out again, and the borrower likewise can re-borrow. Loan capital must be 
regarded as a permanent fund, not a block of purchasing power temporarily 
withheld from consumption or investment in capital goods. This argument 
overlooks the fact that if the changes in the price level were accurately 
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foreknown by both parties to a loan transaction, the contract interest rate 
would have to discount the change in the purchasing power of the whole 
principal, at least in the case of rising prices, since either party could realize 
that amount by using the money to buy goods and selling them out at the 
end of the period of the loan. 

On page 21 Waldo Mitchell is referred to as Wesley Mitchell. On page 
42 the author takes over from Keynes, without sufficient scrutiny, the propo- 
sition that in the commodity futures market spot prices normally show a 
premium over futures. The error, both in Keynes and in Adarkar, lies in 
failing to distinguish comparisons between spots in futures within the same 
crop year from comparisons between spots of one year and futures of the 
next. Prices usually go down at harvest time, and consequently spots just 
before harvest generally command a premium over futures contracts matur- 
ing after harvest. If the spots and futures prices refer to the same crop 
year, the futures normally show a premium, and any “backwardation”’ re- 
quires a special explanation. 

Professor Adarkar repudiates the gold standard partly because it was 
not sufficiently controllable and partly because such control as it made 
possible was international in its effect. He concedes that monetary control 
cannot restore equilibrium in a market which has just been subjected to a 
violerit disturbance, but thinks that under a managed currency system mone- 
tary policies can be devised which will maintain equilibrium once attained, 
provided the situation is not subjected to violent shock. Whether the gold 
standard without any controlling authority would be satisfactory with these 
reservations he does not inquire. 

On page 108 it is stated that “in every tale cycle in history the ship 
has been sooner or later saved from complete capsizing and bouleversement 
by some fortuitous circumstance or other, coming in as a deus ex machina.” 
If this is true it is a discovery worthy of support by extensive analysis of the 
history of business cycles. 

In its constructive aspects the book is disappointingly vague. For the 
determination of monetary policy two criteria are established: (a) that 
investment shall be kept equal to savings (both terms being especially de- 
fined, as is explained below); and, (b) that prices shall be kept equal to 
costs. The author does not show that these two criteria necessarily coincide; 
nor does he indicate which is to be given preference if they diverge. 

With reference to savings and investment, the author comes near to 
making a good point and then shies away from it. He points out that for 
the purpose of maintaining equilibrium it is necessary that there be equality 
between current savings as ordinarily defined (S$) plus the replacement fund 
(s), and investment (I) plus reinvestment (7). This is important, since 
the hoarding of replacement funds has the same effects as hoarding of funds 
saved out of income, and the volume of replacement funds that changes 
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hands in any period is much larger than the volume of new savings. But 
the replacement fund and reinvestment are immediately disposed of by 
allocating to reinvestment a part of total social investment which is exactly 
equal to replacement requirements and calling the balance “investment.” 
This makes s and 7 equal by definition, but makes J, which is to be kept 
equal to J, residual; that is, dependent on reinvestment policy. The formu- 
lation obscures the real problems which arise from the failure of individuals 
and corporations in times of pessimism to make reinvestments equal to the 
amount of funds released through depreciation charges, liquidation of 
inventories and collection of debts. 
CHARLES O, HARDY 
Brookings Institution 


Histoire des Doctrines Relatives au Crédit et à la Monnaie, depuis John 
Law jusqu’à Nos Jours. By CHARLES RIST. (Paris: Recueil Sirey. 1938. 
Pp. 471. 90 fr.) 


For a work bearing such a title and appearing in the year 1938, this 
volume is almost incredible—incredible both because of the views held by 
its author and because of the doctrines it fails to discuss. Certainly it is 
difficult, to say the least, to regard as adequate a history of monetary theory 
up to “our times” which gives no place to a discussion of the relation be- 
tween money, output, and employment, which ignores—except for brief 
mention-——recent investment-saving analyses, which devotes but twenty 
pages to an examination of proposals to stabilize the price level and no 
space at all to other possible objectives of monetary policy, and which treats 
the whole case for monetary management at best cavalierly, at worst con- 
temptuously. 

Instead of characterizing his book as a history of doctrines “from John 
Law to our times,’ Professor Rist would have been more accurate had 
he claimed to cover only the eighteenth and nineteenth centuries. For, with 
the exception of the brief attention accorded the problem of price-level 
stabilization and a more extended analysis of the doctrine of a trailing bank 
rate, the topics covered are primarily those which were the subject of con- 
troversy upwards of fifty years ago. 

Within this limited field, Professor Rist provides an interesting account 
of the growth of doctrine, tracing with care the appearance, temporary 
oblivion, and later revival of its separate elements. Of particular interest to 
students of the history of monetary theory is his discussion of the action 
of the precious metals upon the level of prices and the rate of interest, the 
issues surrounding the Bullion Report, and the Currency-Banking School 
controversy. The ideas of Cantillon, Thornton, and Tooke are justly given 
especial prominence, although it is the reviewer’s conviction that Ricardo 
is summarily mishandled. The place occupied in the development of the 
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theory of the value of money by velocity of circulation, and its later in- 
corporation in the demand for money, are indicated with clarity. Finally, 
there is an excellent discussion of the formulation, in particular at the hands 
of Thornton and Bagehot, of the classical doctrine of central banking 
functions. 

Far from being a neutral historian of ideas, Professor Rist leaves the 
reader in no doubt as to his own convictions. These are positive indeed, 
even violent. And in hunting the Snark of monetary doctrine, he apparently 
believes with the original Bellman that “what I tell you three times is 
true.” Yet in spite of their constant reiteration, his views will find acceptance 
among few competent workers in the field of monetary theory. 

Professor Rist’s position can perhaps best be described as that of an in- 
transigeant advocate of laissez-faire in monetary matters—a position which 
rests upon convictions backed with strong emotion. Gold, he feels, is the 
only satisfactory money; a paper-money regime must always end in col- 
lapse. He consistently exaggerates the differences between gold and paper 
currencies, in particular the capacity of gold to function as a store of value. 
This exaggeration principally results from his failure to realize that the 
unique function of money is to act as a medium of exchange or means of 
payment, that any money with reasonable stability in value (as well as many 
things other than money) can perform the incidental function of serving 
as a store of value. No one would deny that the demand for money and 
hence its value is influenced by the uses to which it may be put, or that 
rapid depreciation caused by over-issue will react adversely upon the value 
of money by reducing its usefulness for hoarding. But to insist, as does 
Professor Rist, that the demand for gold money must always be stronger 
because its possession of intrinsic value especially qualifies it for hoarding 
purposes is to ignore the fact that money in any form is hoarded because 
of its prospective exchange value. Recognition of this fact concentrates at- 
tention where it should be concentrated—upon the control of the supply 
of money. There may, of course, be valid political reasons for mistrusting 
a non-metallic standard, but to mingle these with irrelevant economic con- 
siderations serves rather to muddle than to clarify the issues. 

Again, as a lineal descendant of the Banking School, Professor Rist 
draws a sharp distinction between inconvertible and convertible paper 
money (and deposits), accepting without qualification Tooke’s discredited 
‘Jaw of reflux.” A citation by Professor Rist (p. 186 n.) from T. E. 
Gregory’s introduction to the recent edition of Tooke and Newmarch’s 
History of Prices: “A more complete confusion of the issues involved can 
hardly be imagined,” originally directed et Tooke, is applicable without 
alteration to the volume under review. For in denying the classical view 
that the chief distinction between convertible and inconvertible paper 
money resides in the quantitative limit placed on the former, he 1s led to 
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assert that gold (and therefore convertible paper money) is fixed and 
determined. But fixed and determined in what? Certainly not in its value, 
which varies with the volume of bank money. 

This drawing of unreal distinctions leads Professor Rist, in his discus- 
sion of the creation of credit, into a perfect cloud-cuckoo land of confusion 
and absurdity. Thus he admits that banks can “multiply” their credits (p. 
201) and “create” purchasing power (p. 211), yet insists that they merely 
lend deposits entrusted to them by the public, scorning the generally ac- 
cepted view that “credits create deposits” which are similar in their es- 
sentials to any other form of money. As a climax, Cannan is twice quoted 
approvingly (p. 203) to the effect that banks cannot create a “money” 
which is capable of affecting prices as does any other means of payment. 

Finally, upon the basis of his unquestioning belief in the gold standard 
and the commercial loan theory of banking, Professor Rist opposes all 
forms of monetary management, condemning and ridiculing those who 
disagree with him as “monetary utopians’”’ and “charlatans” (p. 451). Even 
such a mild step as the use of open-market operations to offset gold move- 
ments is rejected as tending to nationalize money markets, and as depriv- 
ing a country’s money market of the “sole effective brake” against an exag- 
gerated boom—withdrawals of the precious metal. Such monetary funda- 
mentalism as this is so rare today as to justify reserving a high place for 
this book—as a museum piece. 

P. T. ELLSWORTH 

University of Cincinnati 


NEW BOOKS 


ALLEN, A. M., Cops, S. R., DARK, L. J. H. and WITHERDGE, H. J. Commercial 
banking legislation and control. (London: Macmillan. 1938. Pp. xi, 513. 
$4.50.) 


This volume is devoted to a discussion of commercial banking laws and 
methods of control in some thirteen different countries. Prior to the Great War, 
and possibly, even, prior to the Great Depression, a work of this sort would 
hardly have been called for, as it would have consisted largely in a discussion 
of legislation and contro] practices in the United States. Even at present, the 
space devoted to the United States is 100 pages out of 475 pages of text. If one 
subtracts the opening general chapter on “The principles of statutory regula- 
tion” (52 pages), the space devoted to this country is approximately one-fourth 
of the book. 

The amount of research which must have been necessary to prepare a volume 
of this kind is tremendous and explains the joint authorship of the volume, as 
the task would have been too great for a single author. Mr. Allen has prepared 
the chapters dealing with Canada, Great Britain, Switzerland and the United 
States, as well as the introductory chapter mentioned above, thus accounting for 
close to half of the textual matter. Mr. Cope has covered Denmark, Italy, Japan, 
Norway and Sweden; Mr. Dark, the Argentine, Czechoslovakia and Germany ; 
and Mr. Witheridge, Belgium. 
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The volume under review is a valuable one for two reasons. First, it forms 
an excellent reference work for anyone interested in specific legislation pertain- 
ing to the commercial banks in any one of the particular countries covered. 
Second, the volume as a whole is useful in presenting a comparative study of 
the trend of commercial banking legislation in a wide range of countries. 

Moreover, the comparative aspects of the legislation covered in the book are 
concisely and clearly summarized by Mr. Allen in the introductory chapter. Out- 
standing features of the laws of various countries are here considered under the 
heads of monetary legislation, the growth of control, methods of regulation, 
capital, surplus, cash reserves and liquidity, restrictions on assets, security for 
loans, the decline of mixed banking, interest on deposits and loans, responsi- 
bility, formation, branches and mergers, liquidating institutions and the 
machinery of control. 

The reviewer is not able to determine the accuracy of the factual material 
other than for the United States. In the opening chapter, Mr. Allen kas erred 
in stating that “no national bank may make real estate loans in excess of its 
capital and surplus, or 60 per cent of its deposits, whichever is greater” (p. 25), 
when the statement should read “60 per cent of its time and savings deposits.” 
This is corrected, however, in the chapter devoted to the United States (on 
p. 392). 

FREDERICK A. BRADFORD 


ANGAS, L. L. B. The coming rescue inflation. (New York: New Era Pub. Co. 
1938. Pp. 34. $1.) | 

BAUDIN, L. La réforme du crédit. (Paris: Lib. Gén. de Droit et de Jurisprudence. 
1938. Pp. 138. 15 fr.) 

Cuassery, E. Les illusions de l’ Amérique en matière de crédit de 1914 à lex- 
pévience Roosevelt. (Paris: Lib. Technique et Economique. 1937. Pp. 307. 
a> fr. 

eee W. A. L. An introduction to money. (New York: Longmans Green. 
1938. Pp. xvi, 278. $2.20.) 


This short volume will serve for teachers of money and banking three sub- 
stantial purposes: a handbook statement of the chief problems of elementary 
monetary analysis, a description of British financial institutions and practices, 
and a survey of much of the ground of present common agreement with respect 
to future monetary policy. Its greatest merit is its brevity and clarity in the 
presentation of the fundamental tools used in analysis; and this is a real merit 
in view of the relentless page-extension of American textbooks in money and 
banking. Its order of presentation is a description of money and monetary in- 
stitutions, then proceeding directly into a presentation of the theory of the value 
of money, and problems of the standard—internal and external—and conclud- 
ing with monetary value fluctuations in light of institutional operations and 
problems of control and policy. In addition, there are some thirty pages and most 
frequent references presenting Mr. Keynes’s theories and one proposal, the 
currency tax, (p. 249) of Silvio Gesell. In the subsequent analysis (p. 175, p. 
182, and pp. 197-208) the Fisherine analysis is more generally and most effec- 
tively used. 

The author in brief compass articulates governmental monetary action as well 
as problems of the capital market with that of the remaining monetary institu- 
tions in a manner that commends itself for emulation in the future revisions of 
standard American textbooks. To an American the treatment of problems in 
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British banking—adequate credit facilities for small traders, high interest rates 
on advances, the need of central bank participation in “medium-term lending” 
(the equivalent of our federal reserve industrial advances) and the defects in 
the procedure in flotation of capital issues (pp. 232-241)—has a familiar sing, 
while the contrary is the case with the disadvantages of the ‘‘semi-monopolists”’ 
that make up British branch banking. 

The final sections on control and policy are brief. References to sources on 
specific problems at the end of each chapter and the index are unusually com- 

lete. 

i ARTHUR R. UPGREN 


EINZIG, P. Foreign balances. (New York: Macmillan. 1938. Pp. 198. $2.75.) 
. World finance, 1937-1938. (New York: Macmillan. 1938. Pp. vii, 336. 
$3.) 


HAMILTON, W., and others. Price and price policies. (New York: McGraw- 
Hill. 1938. Pp. xiii, 565. $4.) 

HEDGES, J. E. Commercial banking and the stock market before 1863. Stud. in 
hist. and pol. sci., ser. lvi, no. 1. (Baltimore: Johns Hopkins Press. 1938. Pp. 
164. $1.50.) 


Mr. Hedges writes that his study grew out of his interest in the period 
preceding the autumn of 1929, That period produced a sharp controversy con- 
cerning the use of commercial bank funds to support stock market specula- 
tion and alternative plans for controlling or prohibiting the practice. Even 
before the reserve system came into existence, however, the national bank 
system faced the same difficulties. And before 1863 the problem was not 
unimportant. In fact, it is the theme of this doctoral dissertation that the 
practices developed before 1863 account in great measure for the evils and 
critical problems faced after 1863. 

The author discusses adequately the development of the stock market up 
to 1863 as part of the general economic growth of the nation. At the same 
time there developed the practice of bankers’ balances being carried as de- 
posits with the New York banks. Because of the failure to develop an open 
discount market which would have acted as a satisfactory second reserve and 
because of the existence of bankers’ balances, a solution was found in the 
development of the call loan market as a liquid and profitable type of in- 
vestment. 

Perhaps the most interesting portion of the book is the author’s comparison 
of the English and American systems of stock market trading and his con- 
clusion that the practice of daily settlement in the United States rather than 
the English system of term settlement is responsible for the explosive con- 
nection between the call market and stock market loans. In England, because 
of the use of term settlement; time loans are used for stock market transac- 
tions. But in the United States the failure to develop an open discount market 
made available call money for use in making daily settlements on the stock 
market. The reasons for the development of an American system different from 
that in England are not sufficiently developed. But the author concludes that 
the failure to develop an open discount market perverted the American sys- 
tem from the very outset and made possible the intimate and dangerous relation- 
ships between the call loan market, bankers’ balances and stock market trad- 
ing. 

Although there was considerable agitation for reform which would prevent 
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the payment of interest on demand deposits or prohibit the use of such funds 
for stock market trading, it was not until recently that the payment of interest 
on demand deposits was prohibited. Other problems remain yet to be solved. 
But on all of the problems considerable light is thrown by Mr. Hedges’ study 
of their early development. 

NATHAN M. BECKER 


HOLDSWORTH, J. T. Money and banking. 6th ed. (New York: Appleton-Century. 
1937. Pp. xi, 614. $3.75.) 


The sixth edition of this widely used text represents an appreciable enlarge- 
ment and enrichment of its immediate predecessor. To part 1, which deals 
with the purely monetary aspects of the subject, has been added an acceptable 
and timely chapter on the price level and its control; of part 2 an important en- 
largement is a carefully prepared chapter on branch banking, together with 
adequate recognition of the comparatively recent growth in the significance of 
investments as a portion of earning assets. Alongside the former treatment 
of foreign banking systems, there now appropriately appears an illuminating 
chapter on the Canadian banking system; its evolution, essential features, and 
recent changes are set forth. A well apportioned emphasis is accorded the Bank 
of Canada, 

The federal reserve system is treated in more elaborate detail than formerly 
and from historical, descriptive, and analytical points of view. 

The material dealing with European banking systems seems to the reviewer 
somewhat scant as does the attention given the kaleidoscopic and heterogeneous 
developments touching monetary and financial arrangements and institutions 
in our own country since 1932, Whatever may be the measure of this possible 
shortcoming, the volume bids fair to continue to occupy its place as a “‘stand- 
ard” text, 

Stylistically and mechanically the work leaves little to be desired. 

C. A, PHILLIPS 


HoLLADAY, J. The Canadian bankin g system, (Boston: Bankers Pub. Co. 1938. 
Pp. xv, 291, $5.) 


This book contains an accurate and up-to-date description of the Canadian 
systems of currency and banking, of their legislative framework and their 
operating practices. And yet the book is unsatisfying. It may be compared 
with E. L. Stewart Patterson’s Canadian Banking (Ryerson, 1932) or B. H. 
Beckhart’s ““The banking system of Canada” (a section of Foreign Banking 
Systems, Holt, 1929). Of course it contains more modern material than either, 
for it refers to the Canadian financial system after as well as before the 
foundation of the central bank in 1934-35. But for economists it will lack the 
broad, historical approach of the latter book; and for embryo Canadian bankers 
it will Jack the helpful advice and intimate knowledge of the former. Indeed 
it is difficult to know who would voluntarily read through such an outline— 
except, perhaps, students who were made to do so under the threat of tests 
and examinations. 

The printing (in the review copy at least) is exceptionally bad: scarcely a 

age is without a smudge or a blur. One is surprised to find a chapter headed 
“The Banh [sic} of Canada.” A number of minor errors have crept in, running 
from the initials of Mr. B. J. Roberts in the preface to reference in the biblio- 
graphy to an “unpublished” manuscript by Mr. Courtland Elliott which in 
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fact appeared in one of the books cited elsewhere in the volume (p. 26). In 

general, however, the work seems painstaking and precise. The table on 

pp. 72-3 gives an exceptionally clear and yet detailed picture of the changes, 

aa 1913 to 1933, in the nature of the assets and liabilities of the Canadian 
anks, 

Professor Holladay is full of praise for the Canadian banks, and briefly 
dismisses those criticisms of which he takes account. His book ends on the 
same theme as it opens in Mr, Short’s foreword: viz., the superiority of 
(Canadian) branch banking over (American) unit banking. The tone of the 
book is indicated in the following paragraph (p. 203): 

“The chartered banks early achieved the reputation of performing the com- 
monly accepted banking functions with skill and success. So efficiently did 
they perform them, in fact, that the movement for a central bank gained 
momentum more slowly in Canada than in most other important commercial 
countries, That such an institution was authorized in 1934 is no reflection on 
the banks but is, instead, the result of forces over which they had no control.’’? 

A. F. W. PLUMPTRE 


HuBACHEK, F. B. Annotations on small loan laws: based on the sixth draft 
of the Uniform Small Loan law. (New York: Russell Sage Found. 1938. 
Pp. Ixv, 255. $3.) 

KRÍŽ, M. Les opérations des banques d'emission sur le marché libre. (Paris: 
Recueil Sirey. 1938. Pp. 282. 35 fr.) 

SADGROVE, W. A. Gold and the trend of trade. (London: P. S. King. 1938. 
Pp. 15. ód. , 

Ses R. PETR banking. (New York: Oxford Univ. Press. 1938. Pp. xi, 
316. $4.25.) 

SPAHR, W. E. The fallacies of Professor Irving Fisher's 100% money proposal. 
(New York: Farrar and Rinehart. 1938. Pp. 41. 40c.) 

STECKER, M. L. Intercity differences in costs of living in March, 1935, 59 cities. 
WPA res. monog. xii. (Washington: Supt. Docs. 1937. Pp. xxvi, 216.) 

VOGEL, E. H. Das Buchgeld als Mittel einer Bargeldlosen Geld und Kreditzir- 
kulation, (Berlin: Osterreichischer Wirtschaftsverlag. 1938. Pp. ix, 231. RM. 
9.50. 

Tonle J. H., Jr. Investment policies for commercial banks. (New York: 
Harper. 1938. Pp. xvii, 179. $2.50.) 

This book, written by a banker for commercial bankers, gives not only the 
what, why, and how of a bond investment policy for commercial banks, but 
presents a frank, searching and wholesome criticism of past and present poli- 
cies. Criticism is particularly levied against the regulation affecting bank in- 
vestments issued by the Comptroller of the Currency under date of February 
15, 1936, which the author emphasizes as being of “historical significance.” 

In light of the specific, current needs of commercial banks, generally ac- 
cepted principles of investment are applied to the “bond investment account” 
which should be considered separate and distinct from the secondary reserve 
account. This distinction has become necessary because of the changing nature 
of banking assets. The chief characteristics of the secondary reserve account 


*Cf. A. F. W. Plumptre: “The Arguments for Central Banking in the British Do- 
minions,” published in Essays in Political Economy in Honour of E. J. Urwick, University 
of Toronto Press, 1938; for an account of the prominent place which dissatisfaction with 
the commercial hanks played in the movement for a central bank in Canada, 


590 ' Reviews and New Books [September 


should be security, liquidity, and diversified maturities within a four-year 
maximum period; those of the bond investment account should be security, 
a fair and steady rate of return, and diversified maturities over a period of 
from four years to an unstated maximum, presumably ten to fifteen years, 
depending upon the judgment of the banker. Failure to recognize the funda- 
mental difference between these two accounts was the chief cause of the failure 
of the secondary reserves to perform their proper function during the 1930- 
1933 depression. 

The author sets up guides to determine both the quality and the quantity of 
investments in both secondary reserve accounts and in the bond investment 
account. Of practical, as well as theoretical, interest is the emphasis upon an 
analysis of the capital account (particularly in relation to real estate invest- 
ments) and a distribution of funds between secondary reserves and bond 
investments in the light of this analysis. Twenty-five pages of tables and ex- 
hibits are included as part of the concluding chapter and serve to illustrate 
as well as support the author’s conclusions. 

If the majority of the bankers of this country should follow the recom- 
mendations of the book, it would do much to improve their selection of in- 
dividual issues, the diversification of their holdings and the timing of their 
purchases and sales. However, a student of banking might hold that it would 
also be a tacit acceptance of the view that the traditional functions of a 


commercial bank had been permanently changed. 
i i Donaro M. HALLEY 


Bank for International Settlements: eighth annual report, 1st April 1937—31st 
March 1938. (Basle: Bank for Internat. Settlements. 1938. Pp. 115.) 
A thorough and exceptionally interesting analysis of banking operations in 
Europe, capital movements, price changes and foreign trade. 


Commercial and central banks. (New York: Columbia Univ. Press. Geneva: 
League of Nations. 1938. Pp. 214. $1.50.) 

Monetary review. (New York: Columbia Univ. Press. Geneva: League of Na- 
tions. 1938. Pp. 165. $1.25.) 

Proceedings of the second annual Pacific Northwest Conference on Banking held 
at the State College of Washington, Pullman, Washington, April 7, 8,9, 1938. 
(Pullman: State Coll. of Washington. 1938. Pp. 128.) 


Public Finance, Taxation, and Tariff 


NEW BOOKS 


BITTERMANN, H. J. State and federal grants-in-aid, (New York: Mentzer Bush. 
1938. Pp. x, 550. $4.) 

BLOUGH, R., and others. Tax relations among governmental units: symposium 
conducted by the Tax Policy League, December 27-30, 1937, in Atlantic City, 
New Jersey. (New York: Tax Policy League. 1938. Pp. vi, 226. $2.75.) 

Part 1 deals with federal and state relations, part 2 with interstate relations, 
part 3 with federal and state aid, and part 4 with state control of local finance. 
The book presents a timely, interesting, and competent discussion of many of 
the complex problems that arise from the largely uncodrdinated policies and 
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practices of our 175,000 governmental units. Numerous reforms are suggested 
for the irritating difficulties that arise from the competition of American 
governments for revenue and their diverse methods of raising revenue. Some 
conflicts in taxation are an inevitable concomitant of the American system of 
government; but the existing friction can greatly be minimized by the co- 
operative efforts of the federal, state and local governments. The discussion 
centers upon such devices of more effective revenue codrdination as the re-. 
organization of state and local governments, grants by central governments to 
local units, the sharing of taxes by different grades of government, and abolition 
of the immunity of governmental instrumentalities from taxation by other 
governments. 
ALFRED G. BUEHLER 


CAVANAUGH, E. S., compiler. Selected list of current foreign financial sources. 
(New York: Special Libraries Assoc. 1938. Pp. 54. $2.) 


EINAUDI, L. Miti e paradossi della giustizia tributaria. (Turin: Einaudi. 1938. 
Pp. 278. L. 15.) 


FENDERSON, A. P. Public revenues from alcoholic beverages, 1937. (Washing- 
ton: Distilled Spirits Inst. 1938. Pp. iv, 57.) 


HucuHEs, J. E. The federal death tax, with a chapter on the federal gift tax. 
(Chicago: Callaghan. 1938. Pp. 533. $10.) 


Jewett, F. E. A financial history of Maine. (New York: Columbia Univ. Press. 
1937. Pp. 235. $3.25.) 


This is a study of the financial history of Maine from the beginning of 
statehood in 1820 to 1936. Part 1 consists of a general account of the develop- 
ment of state expenditures, taxation, and borrowing, and of banking. Part 2 
comprises studies of certain aspects of state finances, especially of taxation. 
Professor Jewett has written a readable and well documented volume. | 

The financial history of Maine has been colored by local conditions but 
it presents many problems of general interest. Too often the financial policies 
of the state have been directed by expediency rather than by rational principles. 
Some readers will no doubt wish for a more extended discussion of particular 
topics. The framing of the state tax system in 1820, for example, could prof- 
itably have received more attention. 

Professor Jewett finds that the state officials have failed signally in assess- 
ing property for taxation, merely guessing at valuations, and not adopting any 
scientific assessment methods, He recommends a system of classified property 
taxation, the establishment of a tax commission free from politics, and greater 
authority for the tax commission. The author might well have considered the 
failure of property taxation in Maine in relation to its history elsewhere. The 
reforms he proposes may improve property taxation but they will not eliminate 
all its serious and inherent defects. 

The gross-net earnings tax on railroads, in Professor Jewett’s opinion, is 
a justifiable experiment that should be continued. It conforms more closely 
with “ability to pay, as measured by net income,” than the former gross re- 
ceipts tax. The author does not appraise the gross-net earnings tax in terms 
of the benefit and cost-of-service principles, unfortunately, and thereby neg- 
lects factors of importance in railroad taxation. 

ALFRED G. BUEHLER 


592 - Reviews and New Books [September 


MALONE, P. E. The fiscal aspects of state and local relationships in New York. 
Spec. rep. of State Tax Commission, no, 13. (Albany: State House, 1937. 
Pp. xiv, 433.) . 

The task which Mr. Malone has undertaken is perhaps the most ambitious 
which has yet been tackled by, or in behalf of, a state tax department in an 
endeavor to understand more completely the fiscal interrelationships between 
the state government on the one hanc, and the various local government units 
on the other. The plan of investigation has contemplated a summary of the 
historical-development of state, town, county, city, village, and special district 
finances from the colonial period with special reference to the significance of 
these developments for the interrelationships between the state and each 
of the various types of local government. Althouse the analysis in part 1 is 
scrupulously objective for the most part, the effect is none the less a scath- 
ing condemnation of the wastefulness of duplicating town, county, special 
district, and city or village government. It is interesting to observe in this con- 
nection how effectively, though by no means lavishly, Mr. Malone has utilized 
graphic depiction of fiscal development in order to make clear the volume of 
expenditures occasioned by each unit of government and to suggest emphati- 
cally the wastefulness of the expenditure arising from poorly defined distribu- 
tion of governmental functions between cities or villages, towns, counties, and 
spectal districts. 

In part 2 the author undertakes a detailed investigation of the fiscal inter- 
relationships iivolving each important governmental function that is supported 
by both state and local revenues. This includes education, health, welfare, 
highways, and conservation, as- well as revenue administration per se. To a 
reviewer having little first-hand acquaintance with New York financial prac- 
tices but some familiarity with the literature, this analysis function by function 
seems less original and conclusive than does part 1. Throughout the body of 
the various chapters, however, the report is workmanlike; the statistical analy- 

“. sis, effective; and the writing, clear and stimulating. 
JAMES W. MARTIN 


NıcHoLs, P. Taxation in Massachusetts. 3rd ed. (Boston: Financial Pub. Co. 
1938. Pp. 954. $12.) 

STEINER, G. A. The tax system and industrial development. Bus. res. bull. no. 
57. (Urbana: Univ. of Illinois Bur. of Bus. Res. 1938. Pp. 46.) 

TENNER, I. Municipal finance legislation, 1937: a digest. Pub. no. 59. (Chicago: 
Public Admin, Service. 1938. Pp. 68. $1.) ; 

TRULL, E. Resources and debts of the forty-eight states, 1937. (New York: 
Dun and Bradstreet. 1937. Pp. vi, 110. $2.) 

Part 1 of this study is concerned with the present size of state debts and 
with the purpose for which the dekts were acquired. Obligations incurred for 
self-sustaining enterprises are eliminated in order to arrive at the net tax- 
supported bonded debt of each of tke states; while estimates of the correspond- 
ing debts of the local units are also given. Prior to 1930 the dominant in- 
fluence in the rapid growth of state debt was borrowing for highways; but 
for the continued growth of public debt in the majority of states during the 
depression years the factors mainly responsible have been direct relief, emer- 
gency public works and deficit funding. 

Having shown how much the individual states have borrowed and why they 
borrowed, the volume turns, in the remaining two sections, to the question of 
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the relative capacity of the states to support their borrowings. First, the social 
and economic characteristics of the states which directly affect their respective 
debt-carrying abilities are outlined and compared. Emphasis is placed on the 
importance of considering not only the level of taxable wealth but also the. 
stability of that wealth. In addition, attention is drawn to the significance of 
credit factors which cannot be measured quantitatively, such as the adequacy 
of the tax system, the efficiency of fiscal administration, and willingness to pay. — 
From among the measurable factors which affect the debt paying ability of the 
states seven are selected and combined into a composite index of state capacity 
to meet debt. The explanation of this index and its application to establish 
comparative state rankings take up the final and what will be to many readers 
the most interesting portion of a useful and readable book. 
WILLIAM H. WYNNE 


VINCI, F. Recenti vedute sulla legge di distribuzione dei redditi. Estratto dal 
volume Problemi di finanza fascista. (Bologna: Zanichelli. 1937. Pp. 329-334.) 

Codification of internal revenue laws (in force January 1, 1938) published pur- 
suant to sec. 1203 (c), Revenue act of 1926. (Washington: Supt. Docs. 1938. 
Pp. xxii, 628. $1.25.) —- 

Financing government in Colorado, 1926-1937. Bus. stud. no. 90. (Denver: 
Univ. of Denver Bur. of Bus. and Soc. Res. 1938: Pp. 20.) 

The way to permanent prosperity. Part 1. Mathematical and statistical survey. 
(New York: Social and Econ. Res. Group. 1938. Pp. 67, mimeographed. 25c.) 

This is another thesis added to the largé group of the:Hopeful theories of 
depressions. Comparison of the statistics of national income with the income 
received by the producers of the basic raw materials obtained from mines and 
fields disclosed the existence of a relatively stable ratio between the two. Also, 
it was found that changes tended to appear first in the raw materials income. 
Cause and effect significance was attributed to these relationships. The varying 
income of the basic raw materials producers was declared to be the chief dis- 
turber of what otherwise would be a state of economic tranquility. Since the 
cause is simple the remedy, likewise, can be simple. Put the income of the raw 
materials producers in leading strings and all will be well. How is this to be 
done? Several ways are suggested, but the one most favored is a system of 
processing taxes levied on raw materials used in domestic consumption, the 
proceeds being paid to the raw materials producers. If a national income of 
two hundred billions per year seems to be desirable all that need be done is to 
raise the income of the basic group to some fifty billions and, presto—. In 
short, the people of a nation can tax themselves rich. 
E. B. DADE 


Population and Migration 


NEW BOOKS 


QuaALeEy, C. C. Norwegian settlement in the United States. (Northfield: Norwe- 
gian-American Hist, Assoc. 1938. Pp. xi, 285. $3.) 


This book is a descriptive account of the dispersion and settlement of the 
Norwegians in the United States. Although the number of Norwegian im- 
migrants to the United States is not great, Norway has, in terms of the popu- 
lation of the mother country, “contributed to the present American popula- 
tion a larger percentage of its people than any other in Europe, save Ireland.” 
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The book may be looked upon as a supplement to T. C. Blegen’s Norwegian 
Migration to America, 1825-1860, lacking, however, the breadth and sweep 
of Blegen’s work. Blegen has dealt with the process of Norwegian migration 
to the American shores; Qualey demonstrates that the great majority of Nor- 
wegian settlements in the United States came into existence as a result of 
internal migrations and, consequently, constitute “an integral part of the 
westward expansion of the American population” (p. 14). Although islands 
of settlement were established elsewhere, “the majority of the Norwegians 
in the United States settled in the upper Mississippi and Missouri valleys. 
With the Fox River Settlement in northern Illinois as an apex, settlement 
spread into a fan-shaped area westward, northeastward, northward” (p. 16). 

The book contains a number of illuminating illustrations and maps, a 35- 
page -appendix, consisting of population statistics on a regional basis, a good 
bibliography, and a useful index. The book-making is excellent. 

S. A. ANDERSON 


SARKAR, B. K. The sociology of population, with special reference to optimum, 
standard of living and progress: a study in societal relativities. (Calcutta: Ray- 
Chowdhury. 1936. Pp. 139. 3 rupees.) 


The present study includes in a somewhat integrated form four papers de- 
livered in recent years before population and sociological congresses by Pro- 
fessor Sarkar, one of the leading sociologists and economists of India. It is of 
interest to American readers for two reasons: (a) much of the discussion em- 
bodies a point of view essentially different from that permeating the usual 
treatment of population problems; (b) considerable data on the comparative 
demography and living standards of the Indian population are included. Es- 
pecial attention is devoted to the Bengali, particularly to their social metabolism. 
The discussion is discursive. The work is indexed. 

The author approaches population questions primarily from a sociological 
point of view, failing in particular to treat the nature of the relationship be- 
tween the international trading relations of India and the economic condition 
of her population. Although the author seems to subscribe to the view that 
a diminution in numbers tends to depress living standards, he admits that “the 
population in India moves on a very low level of life’s requirements and satis- 
factions.” He urges that those concerned with improving the lot of the Indian 
population think in terms of the possible and not in terms of American budg- 
ets. A partial relative redistribution of India’s population would improve the 
over-all level of life, Sarkar shows. He indicates that the same factors which 
have served to depress natality in other lands are operating in India and will 
operate in an increasing degree. As yet, however, the decline in crude natality is 
being more than compensated by the decline in mortality. Commenting on the 
cultural changes under way in India, Sarkar says, “The social metabolism of 
every race or region is promoting more or less the same type of achievement, 
namely, modernism in technique and socio-economic structure.” The closing 
pages are devoted to a criticism of the “scares” propagated by eugenists who ` 
predict the biological decay of peoples. 

J. J. SPENGLER 


Mortality statistics, 1935, (Washington: Bureau of the Census. 1937. Pp. 364. 
$1.50.) 

Population trends and their educational implications. Res. bull., vol. 16, no. 1. 
(Washington: Nat. Education Assoc. 1938. Pp. 59. 50c.) 
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Social Problems and Reforms 


An Inquiry into the Principles of the Good Society. By WALTER LIPPMANN. 
(Boston: Little Brown. 1937. Pp. xxx, 402. $3.00.) 


Mr. Lippmann is known to all as an acute commentator on theory and 
practice of politics who has, moreover, given no little attention to the sci- 
ence of political economy. The Good Society (which no doubt owes its 
title, in considerable measure, to an influential book by his master Graham 
Wallas) gives us an incomparably more sustained and well-rounded argu- 
ment than may be gathered by reading the author's newspaper and magazine 
articles. Not a few of the readers best capable of understanding the whole 
design, I fear, will content themselves with inadequate sampling, by reason 
of the numerous repetitions of substance in the book; yet the supreme im- 
portance of the problems attacked, as well as the pungent style of every 
page, will induce many of these persons to persevere to the end. Their 
reward will be increased understanding of the liberal tradition in social 
thought, and renewed hope that the landslide may be checked before all 
the world has passed under totalitarian regimes. 

Two main phases of the argument are recognized by the author: 


First, . . . an analytical examination of the theory and practice of the movement 
which has, since about 1870, been attempting to organize a directed social order 
... not only in its fascist and its communist embodiment [sic] but also in the 
gradual collectivism of democratic states... . I began by thinking that while it 
might be difficult to find planners and managers who were wise and disinterested 
enough, the ideal might eventually be realized by a well-trained ruling class. But 
I have come finally to see that such a social order is not even theoretically con- 
ceivable; . . . that a directed society must be bellicose and poor. .. . This was 
. .. the basic truth which the liberals of the eighteenth century taught... . I 
began then to read with a new interest what Adam Smith and some of his con- 
temporaries had to say . . . [Smith } would not have regarded the corporate capital- 
ism of the nineteenth century as the “obvious and simple system of natural 
liberty” which he had imagined. . . . In Herbert Spencer’s old age, liberalism 
had become a monstrous negation raised up as a barrier against every generous 
instinct of mankind. So in the second half of this book... I seek to find out 
why the development of the liberal doctrine was arrested and why liberalism 
lost its influence on human affairs. In order to do this I have tried to find out 
what is the inwardness of the liberal conception of life (pp. xi-xiii). 


Although the author is tantalizingly vague in most of his suggestions 
of what is to be done and why, nevertheless the volume contains an abun- 
dance of constructive general doctrine. As suggested in the excerpts given 
above, actual laissez-faire is considered mock-liberalism; always there are 
momentous reforms to be accomplished through state action and against 
powerful vested interests. The present-day “Agenda of Liberalism,” accord- 
ing to Mr. Lippmann, include such problems as monetary management 
toward controlling business fluctuations, further cushionings for the victims 
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of technological progress (suppliers of property as well as of personal serv- 
ices), sharp limitation of corporate privileges, especially in relation to 
holding companies and retention of earnings in corporate surplus. A cardi- 
nal point on which he holds we should insist no less than did the grand old 
liberals, however, is that the state should operate so far as possible through 
civil law, through giving individuals suitable rights and duties which they 
may take to the courts for enforcement; and as little as possible through 
criminal law and inspectors who are expected to require each individual to 
conform to the mandate of the latest majority or plurality in the legislature. 
“In the polity of a free society the regulation of human affairs is achieved 
by the definition and adjudication of personal rights and duties, whereas in 
all unfree societies it is done by administration from above” (p. 374). 

The ablest collectivist theorists of the present day are not quite fairly 
presented by Mr. Lippmann, of course; he cites, for example, the arguments 
of Mises and Hayek on economic theory of socialism without noticing 
replies by H. D. Dickinson, Oskar Lange, and others. It is, perhaps, a 
plausible inference that the reforms which our author favors would produce 
a closer correlation between personal incomes and social merit, and thereby 
reverse or slow down the growth of bureaucracy; but in any case Mr. Lipp- 
mann should have examined more seriously the trend toward direct or 
indirect governmental operation of more and more industries, which surely 
is one important factor, among others, tending to raise the question whether 
governots are steadily obtaining improved facilities for governing arbi- 
trarily and maintaining themselves in power indefinitely. He leaves us a bit 
bewildered as to whether his New Dealish “Agenda of Liberalism” can be 
tealized; whether underprivileged people can really have their days in 
court without such a growth in state expenditures and personnel that the 
slide into totalitarian societies will become literally irresistible everywhere. 
Reliance on “the providential state,” of course, is closely related to “gradual 
collectivism as the polity of pressure groups’—here are but two of Mr. 
Lippmann’s brilliant phrases. If he does not demonstrate convincingly what 
means will assure the optimum of free democracy, he does make an ex- 
ceptionally able showing as to wherein the efforts of democractically and 
pacifically disposed gradual-collectivist-planners are unintentionally lead- 
ing toward authoritarian despotism; and he makes it clear that there is 
much more life and hope along liberal lines than we commonly allow 
partisans of the right and of the left to make us believe. 

Z. C. DICKINSON 

University of Michigan 


Socialized Medicine in the Soviet Union. By HENRY E. SIGERIST. (New 
York: Norton. 1937. Pp. 378. $3.50.) 


The socialization of medicine is now beginning to be an issue in this 
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country. Both the public and the medical profession are beginning to ques- 
tion the efficacy of the present system of the individual practice of medicine 
on a private enterprise—fee-for-service—basis, and are beginning to think 
about possible new methods. This being so, the system of socialized medicine 
established by the Soviet Union is of interest. 

Dr. Sigerist is well qualified to write on the subject. Professor of the 
history of medicine at Johns Hopkins University, and author—among other 
works—of American Medicine and Man and Medicine, he has established 
a reputation as a careful investigator and a thoughtful interpreter of events. 
His book is the result of five years’ study. To make the study, he learned 
Russian; he spent two summers in the country, traveling extensively. 

The book is a glowing, enthusiastic account of the Russian system of state 
medicine and of its accomplishments. Dr. Sigerist believes, with his whole 
heart and soul, that Russia is on the right track. 

The essential outlines of the system are simple. Medical care for the 
entire population is provided at public expense through organized health 
centers, hospitals and clinics. Doctors work in groups and are remunerated 
by salary. There is practically no private practice—‘‘I do not think,” he says, 
“that there is one doctor in the Soviet Union who lives on private practice 
exclusively.” 

The keystone of the whole system is planning. The distribution of doctors, 
hospitals and clinics is planned for best meeting the needs of the popula- 
tion. The number of students in the medical schools is planned so as to 
attain the goal as quickly as possible of sufficient doctors for the population. 
Students are paid while attending school, so that access to medical training 
depends chiefly upon interest and capacity, and is not restricted to those 
whose parents are well-to-do as is true in increasing degree in this country. 
There is planned provision to see that once schooled, doctors “keep up to 
date.” Physicians are invited to attend a three or four-months’ post graduate 
course every three years; all their expenses are paid and they are paid a salary 
while attending. Finally, there is planned provision to advance medical 
knowledge, The amount of funds devoted to medical research is large, and 
the undertaking of this research is planned—not hit or miss. 

It is recognized that the achievement of health is more than a matter. of 
the availability of doctors’ services. There is planning to see that life and 
work will be healthful. Before a plant can be erected, its plans must be ap- 
proved by the health authorities. There is planned organization of recrea- 
tion and rest. The growth of the physical culture movement has been 
enormous. There are now, he says, at least 10,000,000 people who are mem- 
bers of sport societies and who exercise regularly, and at least 25,000,000 
who are taking some part in the physical culture movement. The whole sys- 
tem is shot through with the idea of prevention. 

How does this system work? Very well indeed, Dr. Sigerist reports. The 
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doctors are well pleased. The government puts proper emphasis on the im- 
provement of health; they are given the proper tools to work with; along 
with engineers, they are among the highest-paid workers in the Soviet 
Union. Payment of physicians by salary enormously simplifies everything; 
there is no economic barrier between doctor and patient; no question of fee 
to disturb the personal relationship. There is far less red tape, he says, than 
in other European countries under health insurance where the doctors are 
paid on a fee basis. As regards the viewpoint of the public, he is satisfied 
that the system provides better health protection than could be given by 
any other system. 

What objective facts are available to show progress? Dr. Sigerist’s book 
contains many statistics which show rapid growth of medical facilities. The 
number of physicians increased from 19,785 in 1913 to 90,000 in 1937; 
the number of hospital beds from 175,600 in 1913 to 443,000 in 1933. 
(Compared with need, and with American standards, there are still tre- 
mendous shortages.) The final proof of the efficacy of any health system 
lies in its effect on health. Infant mortality, in 1901-1911, averaged 244 
per 1,000; in 1930, it was 141 per 1,000; in 1936, 118. These figures may 
be compared with American rates: 99.9 in 1915, 64.6 in 1930 and 54.4 in ` 
1937. The death rate from pulmonary tuberculosis in Moscow was 226 per 
100,000 inhabitants in 1913, and 116 in 1931. In this country, the rate was 
136 in 1910 and 50.6 in 1936, 

Dr. Sigerist believes that the importance of what is happening medically 
in Russia can hardly be over-estimated. “I have come to the conclusion that 
what is being done in the Soviet Union today is the beginning of a new 
period in the history of medicine. All that has been achieved so far in five 
thousand years of medical history, represents but a first epoch; the period of 
curative medicine. Now a new era, the period of preventive medicine, has 
begun in the Soviet Union.” 

To those in this country who believe that some change in our system of 
providing medical care is necessary, Dr. Sigerist’s book will prove an inter- 
esting and thought-provoking book. 

Louls S. REED 

Washington, D.C. 

NEW BOOKS 
ANDERSON, E. L. We Americans: a study of cleavage in an American city. (Cam- 
bridge: Harvard Univ. Press. 1937. Pp. 286. $3.) 


A description of social conditions in Burlington, Vermont. The analysis is 
somewhat similar to that employed by the Lynds in Middletown. This volume 
was awarded the John Anisfield prize, established “for the purpose of en- 
couraging and rewarding the production of good books in the field of racial 
relationships.” 

BABSON, R. W. and STONE, C. N. Consumer protection: how it can be secured. 
(New York: Harper. 1938. Pp. viii, 207. $2.50.) 
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CAVAN, R. S. and RANcK, K. H. The family and the depression, (Chicago: Univ. 
of Chicago Press. 1938. Pp. 208. $2.50.) 

HAMILTON, G, Social case recording. 2nd ed. (New York: Columbia Univ. Press. 
1938. Pp. 227. $2.50.) 

Hoyt, E. E. Consumption in our society. (New York: McGraw-Hill. 1938. Pp. 
ix, 420. $3.) 

JACKS, 7 P. Co-operation or coercion? (New York: Dutton. 1938. Pp. xvii, 
153. $2. 

KÄMPER, 2, Wohnungswirtschaft und Grundkredit, mit besonderer Betrachtung 
des nachstelligen Grundkredits im In- und Auslande. (Berlin: de Gruyter. 
1938. Pp. xiii, 485. RM. 20.) 

KING, C. Social agency boards and how to make them effective. (New York: 
Harper. 1938. Pp. 113. $1.25.) 

LANDIS, B. Y. Toward economic democracy. Social action, vol, 4, no. 6. (New 
York: Social Action, 1938. Pp. 31. 10c.) 

DE Lict, B. The conquest of violence: an essay on war and revolution. (New 
York: Dutton. 1938. Pp. xi, 306. $2.) 

MILLeETT, J. D. The Works Progress Administration in New York City. Stud. 
in admin. vol. 2. (Chicago: Public Admin. Service. 1938. Pp. 239. $3.) 

MITCHELL, B. and MITCHELL, L. P. Practical problems in economics. (New York: 
Holt. 1938. Pp. vi, 596. $2.50.) 

Mouin, G. M. and MclIsaac, A. M. Social control of industry. Econ. and soc. 
inst., vol. iii. (Boston: Little Brown. 1938. Pp. x, 499. $1.40.) 

Munrz, E. E. Urban sociology. (New York: Macmillan. 1938. Pp. xvi, 742. 
$3.75. 

Prus XT Porz. On the reconstruction of the social order, Encyclical, rev. trans- 
lation. Arranged for study clubs with questions and references. (New York: 
America Press. 1938. Pp. 48. 5c.) 

RUSSELL, B., and others. Dare we look ahead? (New York: Macmillan. 1938. Pp. 
190. $2.) 

Volume of six lectures based on the Fabian lectures of 1937. Two deal with 
economic questions: “The economic consequences of war preparation” by 
G. D. H. Cole; and “Socialism to-day” by Herbert Morrison. 


STOUFFER, S. A, and LAZARSFELD, P. F. Research memorandum: on the family 
in the depression. Bull. 29. (New York: Social Science Research Council. 
1937. Pp. x, 221.) 


The authors show that it is the youngest and the oldest who have suffered 
the highest percentages of unemployment. They show that women have fared 
better than men. They do not adequately explain that business-cycle fluctua- 
tions are very much larger in industries producing long-time goods than in 
those producing short-time goods and that almost all the long-time goods 
industries are male industries and that the male jobs in an industry are more 
flexible than the female jobs. An interesting table shows the increase of un- 
employment from 1930 to 1931 of married as against single females—marked] 
greater for married as against single except in the West, and there the dif- 
ference was about the same. We cushioned unemployment in the rest of the 
country by discharging the married women. 

The last half of the memorandum is taken up with birth and marriage. 
We find the birth-rate per thousand women 15-44 falling from 108.4 in 
1924, the first year after the beginning of prosperity, to 87.5 in 1930 and 
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then continuing to fall to 77.3 in 1935. The fact is, relative to the prosperity 
trend, and taking into account the reduction in marriages, we had an increase 
of births against the trend during the depression. For marriages are affected 
by prosperity and depression and the authors estimate on none too good ma- 
terial that there were 750,000 less marriages between 1930-1935 than there 
would have been if the 1922-1929 average had continued. 

Does relief produce babies, as English economists believed a hundred odd 
years ago? It was spread widely through newspapers and magazines that in 
Milwaukee relief families had 35 per cent higher fertility after going on re- 
lief than non-relief families of the same occupations. The authors show that 
they had 35 per cent higher fertility before they went on relief. 

OLIN INGRAHAM 


Wap es, D. Research memorandum on social aspects of reading in the depres- 
ston, Bull. 37. (New York: Social Science Research Council. 1937. Pp. xvi, 
228.) 


The author provides us with numerous tables, showing that the total 
number of copies of books sold in 1933 was less than one-half the number 
in 1929, but the sales of books on economics and sociology increased. The 
copies of magazines sold fell to 86 per cent, the gainers—those that sold 
more copies in 1933 than in 1929—being detective and adventure, all radio 
and movie, five-cent weeklies, élite and farm; one of the losers falling below 
78 per cent of 1929 sales was the liberal and radical group. In the public 
libraries the situation appeared to be different. The total circulation rose 
slightly between 1930 and 1935, and the increase was more than entirely 
made up by the increased circulation of non-fiction books. 

The author and others made a study of readings in South Chicago in 1933. 
They found that the largest class of readings of the male unemployed was 
detective and adventure magazines, 33.5 per cent of the total. The five-cent 
weeklies represented only 8 per cent. With the skilled male workers the per 
cent of detective-adventure readings fell to 8.9; the five-cent weekly was 
supreme with 22 per cent. In the professional world detective-adventure maga- 
zines fell almost to the vanishing point; but the five-cent weekly held nearly 
the same position with its 19.9 per cent. There is male America! In all classes 
the per cent of magazines to book reading is strikingly uniform. For the male 
unemployed 80.5 per cent of items are magazines, 19.4 books. For the skilled 
Jaborets it is 80 and 20, for the professionals 78.8 and 21.2. 

OLIN INGRAHAM 


American foundations for soctal welfare, Rev. ed. (New York: Russell Sage 
Found. 1938. Pp. 66. 50c.) 

Consumers’ bookshelf: a bibliography of publications on commodity buying and 
other consumer problems. (Washington: Supt. Docs. 1938. Pp. viii, 100. 15c.) 

Etudes économiques: thèses présentées a la “Licence en Sciences Commerciales” 
en mai 1937. Vol. VII. (Montreal: L'Ecole des Hautes Etudes Commerciales. 
1937. Pp. 451.) 

International economic reconstruction: text of report by Paul van Zeeland; the 
van Zeeland report by Walter Lippmann; a timely peace program, text and 
related material. Internat. conciliation no. 338. (New York: Carnegie Endow- 
ment for Internat. Peace. 1938. Pp. 38. 5c.) 
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The new science of public opinion measurement. (Princeton: Am. Inst. of Public 
Opinion. 1938. Pp. 16.) 

From plan to reality, two: eight years of progress on the regional development of 
New York and its environs, with a detailed report of those projects that have 
been realized or officially adopted in the four years, 1933 to 1936, inclusive. 
(New York: Regional Plan Assoc. 1938. Pp. not consecutive.) 

Public affairs pamphlets: an index to inexpensive pamphlets on social, economic, 
political, and international affairs. Bull. 1937, no. 3, suppl. 1. (Washington: 
Office of Education. 1938. Pp. 67. 10c.) 

Public housing management. (New York: N. Y. Univ. Press. 1938. Pp. 244.) 

Social work and legislation in Sweden. 2nd rev. ed. (New York: Albert Bonnier. 
1938. Pp. 351. $1.) 

Technical and vocational education and apprenticeship. 24th sess., rep. i. (Geneva: 
Internat. Labour Office. 1938. Pp. viii, 225.) 


Insurance and Pensions 


NEW BOOKS 


FRANCIS, B. H. and Harwoon, S. Accident and health insurance from the vic- 
tims point of view. (Cambridge: Am. Inst. for Econ. Res. 1938. Pp. 64. $1.) 

HUEBNER, S. S. Property insurance: a textbook. Rev. and enl. in collaboration 
with G. re AMRHEIN and C. A. KLINE. (New York: Appleton-Century. 1938. 
Pp. 705. $3.) 

Taon, S. O. Life insurance—what it is and how it helps you. (New Orleans: 
Pelican Pub. Co. 1938. Pp. 126. $1.25.) 

MANES, À. Insurance: facts and problems. Selected lectures on business adminis- 
tration and economics. (New York: Harper. 1938. Pp. xii, 182. $2.) 


These lectures are stimulating and thought-provoking as well as informa- 
tive. They show insurance as a dynamic, developing, powerful, and stabilizing 
institution. Many relations of the various subdivisions of insurance with each 
other are shown. Also many relations of insurance with other economic institu- 
tions are presented. Still further, the international relations of insurance are illus- 
trated by European and American examples. Re-insurance particularly is stressed 
as an Organizing arrangement by which “all those who participate in any kind 
of insurance are gradually combined into an enormous community.” Another 
lecture states explicitly that social insurance not only was initiated as an anti- 
social measure but that social insurance aids private insurance by publicizing 
the insurance idea. 

Evidence is presented for establishment in the United States of an inter- 
national institute for insurance research. The need for research concerning the 
nature and control of moral hazard or “subjective risk” is stressed, although 
credit checking organizations and methods in the United States are praised. 

As examples of the level of problems to which the title refers, these two fun- 
damental issues in insurance were selected: 

(1) Should insurance be promoted as a business or as a profession ? In this 
connection a plea is made for more extensive education of both the consumer 
and those who provide insurance service. 

(2) How should the dilemma of insurance, those who need it most are 
least able to provide it, be resolved? Social insurance is suggested as one way 
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out. Professor Manes does not, however, explicitly call attention to the fact 
that this is a rather common dilemma in capitalistic economy. 
PARK J. EWART 


International Labour Conference, twenty-fourth session, Geneva, 1938. Report 
of the governing body of the International Labour Office upon the working of 
the convention (No. 25) concerning sickness insurance for agricultural work- 
ers. Report of the governing body of the International Labour Office upon the 
working of the convention (no. 24) concerning sickness insurance for workers 
in industry and commerce and domestic servants, (Geneva: Internat. Labour Of- 
fice. 1938. Pp. 34; 47.) 

Social security legislation and administration: a practical guide to pay roll tax 
procedure and records. (Chicago: LaSalle Extension Univ. 1938. Pp. 70.) 


Pauperism, Charities, and Relief Measures 


NEW BOOKS 


FARNHAM, R. and LINK, I. Effects of the works program on rural relief: a survey 
of rural relief cases closed in seven states, July through November, 1935. 
WPA res. monog. xiii. (Washington: Supt. Docs. 1938. Pp. xxiv, 115.) 

MACcNEIL, D, H. Seven years of unemployment relief in New Jersey, 1930-1936. 
(Washington: Committee on Social Security. 1938. Pp. xti, 307.) 

MELVIN, B. L. Rural youth on relief. WPA res. monog. xi. (Washington: Supt. 
Docs. 1937. Pp. xvii, 112.) 


This is the eleventh research monograph put out by the division of social 
research of the Works Progress Administration. The survey upon which it is 
based was made as of October, 1935. The samples taken included 304 counties 
out of a total of something over 3,000 in the country, and 83 New England 
towns, representing 33 states. The conclusion reached is that out of a rural 
youth population of 9,991,600 for the country at large, there were at that time 
625,000, or 6.3 per cent, on relief. By “youth” is meant persons between the 
ages of 16 and 24; and “rural” is used as defined by the census. The percentage 
of rural youth on relief varied widely as between states—from 1.2 per cent in 
Oregon to more than 15 per cent in West Virginia, Oklahoma, and North 
Dakota. Contrary to what might be a ae the Pe was low in the 
southern states—only 1.7 per cent in Georgia, and in Alabama, Mississippi, 
and the Carolinas, running from 2 to 4 per cent. This it is believed is accounted 
for by discriminations against negroes. In 145 counties where negro youth 
constituted 27 per cent of the total youth population, but 17 per cent received 
relief. Many details are presented as to age and sex distribution, educational 
attainment, and marital status. It is noteworthy that about 20 per cent of the 
males in the youth group on relief are married and 40 per cent of the females. 
For those from 21 to 24 years old the percentages ate 49.4 for males, 72 for 
females. 

There are special chapters on educational status, occupations, and on the 
youth programs of various emergency agencies not classified as relief. Inter- 
spersed with the data having to do with the survey are remarks on questions of 
policy. These give rise to the important question whether the serious relief situ- 
ation is due primarily to the depression or to a “long time trend toward rural 
poverty.” The leaning seems to be toward the latter view. The situation may be 
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ameliorated by migration, improved economic opportunities, and better edu- 
cational facilities; but these ‘should be codrdinated, and carried out on a na- 
tional scale, under a long-range stabilized program.” No hope is held out that. 
recovery and the coöperation of the church, the schools, and other local insti- 
tutions will render unnecessary the continuance of “government activity to assist 
youth in making economic and social adjustments,” 

G. O. VIRTUE 


Socialism and Coöperative Enterprises 


NEW BOOKS 


LAWLER, H. W. Toward a farmer-labor party. Pamph. ser. (New York: League 
for Industrial Democracy. 1938. Pp. 55. 15c.) 

LANGE, O. and TAYLOR, F. M. Ox the economic theory of socialism. Govt. con- 
trol of the econ. order, vol. ii. (Minneapolis: Univ. of Minnesota Press, 1938. 
Pp. vii, 143. $1.75,) 

LENIN, N. V. I. Lenin: selected works. Vol. IX. New economic policy: socialist 
construction. Translated from the Russian. (New York: Internat. Pubs. 1938. 
Pp. 516. $2.75.) 

MORRISON, H. An easy outline. 3rd ed. Penny pointers to socialism, no. 2, (Lon- 
don: Labour Party. 1938. Pp. 22. 1d.) 

SHEED, F. J. Communism and man. (New York: Sheed and Ward. 1938. Pp. 260. 


$2.) 

Course of study on consumers’ coöperation. (St. Paul: Minnesota Dept. of Edu- 
cation. 1938. Pp. 91.) 

The Fabian Society: fifty-fifth annual report of the executive committee for the 
year ended 31st March, 1938. (London: Fabian Soc. 1938. Pp. 18.) 


Statistics and Its Methods 


Wholesale Commodity Prices in the United States, 1700-1861. Statistical 
Supplement: Actual Wholesale Prices of Various Commodities. By 
ARTHUR HARRISON COLE. (Cambridge: Harvard Univ. Press. 1938. 
Pp. xxiii, 187; x, 359. $4.00; $2.50.) 

These volumes are an outgrowth of the American phase of the extensive 
researches carried out under the auspices of the International Scientific Com- 
mittee on Price History, largely on funds contributed by the Rockefeller 
Foundation. Professor Cole supervised the distribution and expenditure of 
the funds, and here presents what, despite its imposing size, is essentially 
only a fairly detailed summary of the investigations into the history of 
prices in the United States prior to the Civil War, supplemented by a pre- 
liminary analysis of some of the data compiled. 

The Statistical Supplement comprises 359 pages of tables of original 
price quotations, very satisfactorily reproduced by photolithography from 
typed copy. Each page carries quotations for twelve calendar months on 
about 40 price series. The series chosen for reproduction were selected on 
the basis of importance of the commodities among those for which quota- 
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tions were obtained, and continuity of the price series over long-time in- 
tervals. At the maximum, forty-five commodities are represented. These 
are derived from six markets: Boston (series terminating at 1798), New 
York, Philadelphia, Charleston, New Orleans, and Cincinnati. Much de- 
tailed information regarding the quotations is given in footnotes. One 
pertinent explanation, however, has been omitted: interpolated figures are 
indicated by italics if based on linear or other simple mathematical inter- 
polation; by underscoring if based on comparison with a related price series. 
_ The textual volume falls into three parts: (1) a summary, covering 86 

Jarge and closely-packed pages, of the six separate research projects of 
which the results are here brought together; (2) a preliminary analysis of 
the data (26 pp.); and (3) 61 pages of appendix tables, devoted chiefly 
to monthly index numbers of prices in six areas. Most of the voluminous 
tabulated data are presented also in chart form. No index is provided, but 
its absence will not be seriously felt, owing to the logical arrangement of 
the text, detailed listing of tables and charts, and abundant references both 
from charts to tables and from tables to charts, 

Presenting this volume to serve “as an introduction to the detailed re- 
ports of the individual areas covered and as, in fact, a ‘summary’ of the 
findings there secured” (p. 89), the author feels under obligation to em- 
phasize that the analysis of the data which he presents in the brief second 
part undertakes to treat them “merely in an introductory manner.” It af- 
fords an effective means of suggesting some of the broader results that may 
flow from these extensive probings into price history, and as such deserves 
space in a review out of proportion to its prominence in the volume. 

With price series spanning a century or a century and a half, and ex- 
tending well back into a period when transportation was slow and expen- 
sive and more subject to influence by weather than in modern times, the 
author expects to find a number of interesting changes in seasonal price 
tendencies with the passage of time, and some significant differences be- 
tween regions. Several such findings are reported and a few are illustrated 
by charts of computed indices of seasonal variations. In these latter in- 
stances, it seems to me, the author would not have exceeded the proper 
functions of an introduction and would have usefully supplemented sug- 
gestion by example if he had gone on to attempts at explanation. Indices 
of seasonal variation, like all statistical summarizations, reflect in combina- 
tion the effects of general tendencies and the effects of chance influences. 
In the absence of grounds for interpretation it may readily happen that a 
statement intended merely to summarize the “facts” of seasonal variation 
puts the emphasis misleadingly on chance features rather than on the es- 
sential characteristics. 


* Most of the work summarized here has found more detailed publication elsewhere 
under the authorship of the separate investigators. 


1938] Statistics and Its Methods 605 


Geographical differences in price behavior in several aspects other than 
that of seasonal variation are treated in a brief separate chapter and noted 
elsewhere. In general it seems quite clear that prices in different areas 
moved in closer agreement after about 1822 than in earlier years. The sug- 
gestion is offered quite tentatively that disparity of price movement may 
have been greater between the middle 1780's and the early 1820's than in 
prior years. 

In a final chapter on secular trends and cyclical movements description 
is combined with further consideration of geographical differences, since 
it is here that opportunity is first afforded for convenient comparison of 
the several principal index numbers in their full sweep. The index num- 
bers seem to fall rather definitely into two groups as regards behavior 
characteristics: one comprising those for New York and Philadelphia, and 
the other those for Charleston, New Orleans and Cincinnati. Much wider 
cyclical fluctuations are found in prices at the latter three cities than at 
New York and Philadelphia; but when adequate account is taken of the 
small number of price series comprising the widely fluctuating index num- 
bers and the extent to which they are dominated by a few—-sometimes one 
or two—volatile commodities, this observation loses much of its initially 
apparent force. But the author appropriately notes that the economy in each 
of these outlying communities was, like the index number, dependent on 
a few commodities and peculiarly subject to speculative influences (pp. 
100-101, 111). 

The most arresting divergence among the two groups of index numbers 
appears during 1808-1819 and especially during 1815-1819. The critical 
reader may well pause in uncertainty over the meaning of this striking 
divergence. At the point where it is chiefly discussed (pp. 109-110) the 
author suggests no explanation; but elsewhere, writing specifically of the 
Charleston index number, he remarks that “the influence of raw cotton and 
rice values upon the course of the general index is adequate explanation’’ 
(p. 62). But why did the Cincinnati index number, including neither 
cotton nor rice in the small part of the period for which it is available, 
accompany the Charleston index in its divergence from the indexes for 
New York and Philadelphia? Here is one of the important questions that 
will deserve consideration in subsequent researches which will surely be 
stimulated and assisted by the material in these volumes. 


HOLBROOK WORKING 
Stanford University 


Wages and Income in the United iKngdom since 1860. By ARTHUR L. 
Bow Ley. (New York: Macmillan. Cambridge, England: University 
Press. 1937. Pp. xix, 147. $2.50.) 

In this little book, Professor Bowley has summarized and synthesized 
the studies of wages and income in the United Kingdom in the preparation 
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of which he has been intermittently engaged during the last forty years. 
The work is characterized throughout by that carefulness of statement for 
which the author is noted. 

Dr. Bowley emphasizes two facts: first, that it is not possible to measure 
with exactitude the income of a nation at any given time; second, that 
every change in definition results in a change in the estimate of the total. 
It follows that the importance and dependability of estimates attach mainly 
to relative comparisons for different dates. These can be made with a rea- 
sonable degree of precision; and it is such comparisons which are stressed 
in this work. 

The course followed between 1860 and 1936 by real full-time weekly 
wages in the United Kingdom shows the remarkable accomplishments of 
inventive genius in overcoming the restrictive effects naturally brought 
about by the growth of population and the resulting decrease in the per 
capita supply of natural resources in the British Isles. From 1860 to 1874, 
the real wage index (base 1914) rose from 51 to 70. Then the advance 
ceased for a few years, the index being at 69 in 1880. Thereafter there 
was a rather steady advance until the index reached 100 in 1895. Following 
that date, real weekly wages remained almost stationary for a period of 
neatly two decades. Dr. Bowley computes no averages for the period 1914 
to 1924, but he shows that real wages rose 11 per cent during this decade 
and that, by 1933, the weekly full-time wage was 31 per cent higher than 
in 1914, and 157 per cent above the level prevailing in 1860. This in- 
crease in full-time weekly wages occurred despite a reduction in working 
hours from about 60 to around 44 per week. Apparently, therefore, the 
hourly wage rose by approximately 250 per cent. This more than trebling 
of the hourly pay of the average worker in a period of 75 years shows how 
far from the truth is the so-called “iron law of wages” upon which Marx 
based his philosophy. To Ricardo, the idea that any such change could occur 
would doubtless have seemed preposterous. 

One puzzle still to be solved by economists is why wage advances occur 
spasmodically rather than steadily. To explain the answer merely by saying 
that cycles in industry occur is, of course, merely to shift the question to an 
inquiry concerning the cause of such cycles. 

Dr. Bowley’s studies on income pertain to the years 1880 to 1913, 1911, 
1924, and 1934. He estimates the national income at £1,088,000,000 in 
1880, at £2,219,000,000 in 1913, at £4,203,000,000 in 1924 and 
£4,022,000,000 in 1934. He estimates that real income per gainfully occu- 
pied person increased about 50 per cent between 1880 and 1913, the in- 
crease closely paralleling the rise in the weekly wage rate. Between 1911 
and 1924, real income per capita diminished about 5 per cent though aver- 
age real weekly wages increased about 14 per cent. Between 1924 and 
1934, per capita real income rose by about 11 per cent, while average real 
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full time wages rose about 17 per cent. It appears, therefore, that the, 
earnings of the typical wage-earner have increased considerably more rap- 
idly than the increase in the welfare of the average inhabitant. 

This book renders a service in making available in one place estimates 
of income covering a long period of years. Most of Colin Clark’s figures, 
presented in National Income and Outlay, cover only the years since 1924. 
For recent years, the figures presented by Clark differ but slightly from 
Bowley’s estimates. 

WILLFORD I. KING 

New York University 


The National Capital and Other Statistical Studies. By Josian STAMP. (Lon- 
don: P. S. King. 1937. Pp. vii, 299. 10s. 6d.) 

The fact that this book is a collection of reprints of essays previously 
published should not deter economists from purchasing it, because the 
essays not only were valuable when first delivered but have been brought 
right up to date in this edition. They are primarily concerned with the 
statistics of British capital, income and profits, although one of them is 
a detailed study of the economic influence of alcohol. In chapter 4, “The 
influence of the price level on the higher incomes,” the author ingeniously 
measures the spread between the highest incomes and the lower ones subject 
to surtax, by comparing the incomes of the 10,000th and the 25,000th 
individual. His conclusion is that high prices have a tendency to raise the 
highest incomes relatively more than the moderate ones. The income of 
the very wealthy is more sensitive to the effects of changes in the price 
level even when income is defined in the British manner. Of course under 
the American definition of income large incomes would be relatively still 
more sensitive. The author also points out the decline in taxable income 
in recent years, attributing it mdinly to legal avoidance, but he does not 
believe that legal avoidance has altered the relative distribution of incomes 
because he thinks it is proportionately as important in the small incomes 
as in the large. Incidentally, should Americans be pleased or disappointed 
to find that British taxpayers and their lawyers are just as ingenious as 
Americans in finding ways to get over, under or around a tax fence when 
it is too high to suit them? 

Tucked away at the end of chapter 8 is an interesting note showing 
that the number of persons with incomes of £160 or over increased much 
more rapidly than the population from 1860 to 1914, but the average 
income fell, and the average purchasing power, allowing for changes in 
the cost of living, remained unchanged. In other words, any increase that 
may have taken place in the number or size of “colossal”? incomes has 
been balanced by an increase in the number of persons with incomes in 
the neighborhood of £200 and £250, with the result that the average 
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income remained fairly steady at an amount which represented about the 
same purchasing power as £720 in 1900. This is an important refutation of 
the Marxian thesis concerning the decreasing importance of the middle 
class. I hope that Sir Josiah may extend this study to cover the period since 
1914, 

_ Economists who construct or use estimates of national income will find 
much of value in the chapter called “Methods used in different countries 
for estimating national income.” I believe, however, that the author’s in- 
ability to see any merit in the American treatment of capital gains is the 
result of his early training rather than added proof of his superior powers 
of analysis. Nevertheless in this chapter as in all the others Dr. Stamp 
displays the same logical directness, good sense and thorough knowledge 
of his subject that for thirty years have caused his contributions to scientific 
literature to be gratefully received. 


RuFus S. TUCKER 
Detroit, Michigan 
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Collective bargaining under the Wagner act. Law and Contemp. Problems, Spring, 1938. 
Pp. 159. 
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SQUIRRELL, N. J. Building societies and coéperative banks. Bull, Harvard Bus. School 
Alumni Assoc., May, 1938. Pp. 4. 
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IRWIN, J. O. Bibliography of recent mathematical statistics. Jour. Royal Stat. Soc., Part ii, 
1938. Pp. 40. 

JouNson, N. O. New indexes of production and trade. Jour. Am. Stat. Assoc., June, 1938. 
Pp, 8. 

LINDAHL, E. and LUNDBERG, H. Konsumtionsprisernas utveckling i Sverige, 1931-1937. 
Ekon. Tids., Arg. xxxx, Haft 1. Pp. 44. 

MUENCH, H. Discrete frequency distributions. Jour. Am. Stat. Assoc., June, 1938. Pp. 9. 

NATHAN, R. R. National income in 1937 largest since 1929. Survey Current Bus., June, 
1938. Pp. 7. 

Souto, J. B. El modo y otras medias, casos particolares de una misma expresión matemática. 
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ECONOMY IN PROGRESS IN AMERICAN UNI- 
VERSITIES AND COLLEGES 


Students whose period of continuous non-residence exceeds three years are omitted 
from the list. The last date given is the probable date of completion. 
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Second list, 1905, in third series, vol. vi, p. 737. 
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universities, and, in cases where a publishing company was reported, this has been given. 
Titles not marked “completed” are assumed to be still in preparation. It will be noted 
that some thesis titles in the field of sociology are omitted, inasmuch as a list is published 
in the American Journal of Sociology. 

The list represents the status of the several theses on May 1, 1938. 
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ADOLPH GRAUDAN ABRAMSON, A.B., West Virginia, 1929; A.M., Brown, 1936. The theory 
and measurement of competition and their relation to government policy. 1938. Brown. 
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Cray J. ANDERSON, B.S., Missouri, 1926; A.M., 1927. Economic policy in the depression 
and economic theory. 1939. Michigan. 

Jor S. Barn, A.B., California, 1935. Economics of depreciation. Harvard. 

PAUL BARNETT, A.B., Howard College, 1926. The development of business-cycle theories 
in the United States, 1860-1900. 1938. Chicago, 

EARL F. BEACH, A.B., Queen’s, 1934. The measurement of real capital, Harvard. Accepted. 

RICHARD M. BIssELL, B.A., Yale, 1932. Theory of interest on capital in relation to theory 
of trade cycles. 1939. Yale. 

FRANCIS Murray Boppy, B.B.A., M:nnesota, 1930; M.A., 1936. The influence of costs on 
production and price policy in a joint-product industry. 1938. Minnesota. 

MARTIN BRONFENBRENNER, A.B., Washington, 1934. Monetary theory and general 
equilibrium. 1938. Chicago. 

ARTHUR E. BROWNE, A.B., Pomona, 1933. Changes in distribution of income and changes 
in consumer demand in relation to economic fluctuations. 1939. California. 

ALLEN BUCHANAN, Ph.D., California, 1937. Davenport’s attack upon the concept of the 
social organism: a study of method in economics. 

James J, A. Carey, A.B., St. Francis, 1918; A.M., Columbia, 1938. Theory of property 
rights in the Christian tradition. 1939. Columbia. 

WALTER ALEXANDER CHUDNOWSKY, A.B., Pennsylvania, 1934; A.B., Oxford, 1936. An 
empirical study of factors affecting corporate capital outlays. 1939. Columbia. 

Epwin Wooprow Eckard. A.B., Marshall, 1930; A.M., Duke, 1935. Economics of W. 
S. Jevons, 1937. Duke. Accepted. 

BENJAMIN Howarpb Hiceors, B.A, Western Ontario, 1933; M.Sc., London, 1935. Taxa- 
tion, public expenditure, and the price structure. 1939. Minnesota, 

WILLIAM HOFFMAN, B.S., Illinois, 1930. The economics of Henry Sedgwick. 1938. 
Northwestern. 

JosHua C. Hupsarp, A.B., Harvard, 1931. The theory of the process of economic develop- 
ment. Harvard, Accepted. 

VANT W. KEBKER, B.A., Minnesota, 1931; M.A., 1933. An analysis of consumer co- 
operation as a form of economic control. 1938. Minnesota. 

THEODORE LANG, A.B., Harvard, 1917; M.B.A., 1920. Competition and cost under the 
Robinson-Patman act. 1938. Columbia, 

JOHN KENNETH LANGUM, B.A., Colorado College, 1933; M.A., Minnesota, 1936. The 
equilibrium concept in business- cycle theory. 1939. Minnesota. 

HELEN J. MELLON, A.B., Brooklyn, 1935; A.M., Columbia, 1936. Development of qualita- 
tive credit theory. 1938. Columbia. 

BERNARD MEYER, B.A., College of the City of New York; M.A., Columbia. The rise and 
decline of laissez-faire in the United States. 1939. Fordham. 

RAYMOND F. MIKESELL, A.B., Ohio State, 1934; M.A., 1935. Marginal productivity 
theory and the problem of unemployment. 1939. Ohio State. 

HENRY MADISON OLIVER, JR, A.B., Southwestern, 1934; A.M., Duke, 1936. Concepts 
of economic justice. 1939. Duke. 

Lours OLsHEvsky, A.B., Cornell, 1931; A.M., 1932. Mathematical theory of value. 1939. 
Columbia. 

RoBert D. PATTON, Ph.D., Ohio State, 1938. Natural law and the theory of free enter- 
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RAYMOND JOSEPH SAULNIER, B.S., Middlebury, 1929; A.M., Tufts, 1931. Contemporary 
monetary theory. 1938. Columbia. Accepted. 

CHARLES J. SHOHAN, A.B., North Carolina, 1930; A.M., 1933. Nature and significance 
of economics in American economic thought, 1886-1895. 1938. Chicago. 

WILLIAM A. Spurr, A.B., Harvard, 1925; M.B.A., 1928. Seasonal variation in Japan. 
1938. Columbia. 

CLAUDE LAURENCE STINNEFORD, B.S., Colby, 1926; A.M., Brown, 1927. An analysis of 
current wage and hour doctrines, 1938. Chicago. 

Dmitry Y. VartEy, B.A, M.A., Columbia, 1930. Theories of business cycles. 1939. 
Columbia. 

E. K. ZINGLER, A.B., Wisconsin, 1935; A.M., Illinois, 1936. Theoretical aspects of pro- 
duction. 1938. Illinois. Accepted. 
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AzEROL ARNOLD, Ph.B., Chicago, 1931. Economic trends at the end of the sixteenth century. 
1938. Chicago. 

JosepH CANNON Barney, A.B., Illinois, 1924; A.M., Columbia, 1933. The Upper Mis- 
sissippi Valley: an economic and social history of its agricultural life. 1939. Columbia. 
WiLLiaM C. Basiey, Jr., A.B., Yale, 1930. An economic preface to the Civil War. 1939. 

Columbia. 

THOMAS S. Berry, B.S., Harvard, 1927. The Ohio River economy of 1816-1860: a study 
of Cincinnati prices, currency and trade. Harvard. Completed. 

RIcHARD T. BoHAN, B.B.A., Washington, 1924; M.B.A., 1925. The economic develop- 
ment of Mexico, 1920-1937. 1939. Michigan. 

LYMAN D. BOTHWELL, A.B., Arizona, 1933; A.M., Michigan, 1934. Puerto Rico's eco- 
nomic development, 1836-1936. 1940. Michigan. 

Jonn Duncan Brire, Ph.D., Chicago, 1937. The attitude of European states toward 
emigration to the American colonies and the United States, 1607-1820. 

JOHN ALTON BURDINE, A.B., Texas, 1926; A.M., Harvard, 1933. Regulation of industry 
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EVERETT JOHNSON Burtt, JR., A.B., Berea, 1935; A.M., Duke, 1937. The theoretical 
background of the Mexican revolutionary movement. 1939. Duke. 

James JOSEPH CARNEY, A.B., Harvard, 1931; A.M., 1933. Some aspects of Spanish 
colonial policy. 1938. Duke. Accepted. 

CLARENCE H. DANHor, A.B., Kalamazoo, 1932; A.M., Michigan, 1933. The structure of 
American economic society, 1850-1860. 1939. Michigan, 

WILLIAM HENRY DEAN, JR., A.B., Bowdoin, 1930. The theory of the geographic location 
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ROBERT A. East, Ph.D., Columbia, 1938. Economic development in the American revo- 
lutionary era: a study of Northern business society, 1775-1792. (Published in Columbia 

Studies in History, Economics, and Public Law.) 

F. J. Ericson, A.B., Broadview (Ilinois), 1924; A.M., Chicago, 1929. Mercantilism or 
imperialism as a cause of the American Revolution. 1938. Chicago. 

ISABEL FERGUSON, B.A., Agnes Scott, 1925; M.A., Chicago, 1927. The historical shift in 
economic control in Southern county government. 1940. American. 

J. A. Garuines, A.B., Furman, 1925. American policy with respect to the property of alien 
enemies. 1938. Chicago. 

ELEANOR S. GODFREY, A.B., Smith, 1935; A.M., Chicago, 1936. Government regulation 
of industry in the reign of James I as illustrated by the monopolies. 1938. Chicago. 
MILTON S. Hearu, Ph.D., Harvard, 1938. Public coöperation in railroad construction in 

the Southern United States to 1861. Accepted. 

Mure. E. Hipy, A.B., British Columbia, 1927; A.M., Clark, 1928. George Peabody, 
merchant and financier. Radcliffe. 

WARREN S. HUNSBERGER, B.A., Yale, 1933. The international financial position of Japan. 
1937, Yale. 

C. J. HYNNING, A.B., Chicago, 1934; J.D., Kent Law School, 1934. Trends in state re- 
sources planning. 1938. Chicago. 

WiriiaM Isaacs, B.S. in S.S., City College, 1935; J.D., New York, 1928; J.S.D., 1929; 
A.M., Columbia, 1932. Contemporary Marxian political movements in America. 1939. 
New York. 

LUTHER PORTER JACKSON, Ph.D., Chicago, 1937. Free negro labor and property holding 
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E. S. JOHNSON, A.B., Baker, 1918; A.M., Chicago, 1932. The natural history of the central 
business district. 1938. Chicago. 

M. D. KENNEDY, A.B., Clark, 1929; A.M., 1930. A history of French slavery, 1815-48. 
1938. Chicago, 

MENO LOVENSTEIN, A.B., Richmond, 1930; M.A., Columbia, 1931. Soviet Russia in Ameri- 
can economic opinion. 1938. Johns Hopkins. 

EDGAR WINFIELD MARTIN, A.B., Washburn, 1932; A.M., Chicago, 1934. The standard of 
living in the United States about 1860. 1939. Chicago. 
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MARGARET E. Martin, A.B., Barnard, 1933; A.M., Columbia, 1934. Merchants and ‘trade - 
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B. G. Marrson, JR, A.B., Oberlin, 1922. Radicalism in the United States, 1783- 1800. 
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JosgpH THEODORE MORGAN, A.B., Ohio State, 1930; A.M., 1931. The economic Andon 
ment of the Hawaiian Islands, 1778-1876. 1939. Chicago. 

ALEN W. Moyer, A.B., Randolph Macon, 1927; A.M., Columbia, 1935, Economic and 
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EpWIN OLson, A.B., Wheaton, 1927; A.M., New York, 1931. Negro slavery in New 
York, 1629-1827. 1938. New Yore. 

MILDRED BUZEK OTENASEK, A.B., Notre Dame of Maryland, 1936. Financial policies of 
Alexander Hamilton. 1939. Johns Hopkins. 

VERNON LOVELL PHELPS, Ph.D., Pennsylvania, 1937. The international economic position 
of Argentina. (Published by the University of Pennsylvania Press, 1938.) 

KENYON E. Poors, A.B., Harvard, 1929; A.M., Fletcher School of International Law and 
Diplomacy, 1934, German recovery policies, 1932-37. Harvard. 

HAZEL A. PULLING, Ph.B., Chicago, 1930; A.M., 1931. Social factors in the small-holdings 
movement in England, 1870-1907. 1938. Chicago. 

W. R. REESE, A.B., Illinois, 1932; A.M., 1933. The tithe controversy in the Tudor-Stuart 
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Marion L. Rice, A.B., Wyoming, 1931; A.M., 1932. John Holker: a study of French 
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ROBERT J. SCHNEIDER, B.B.A., Washington, 1928; M.B.A., 1929. Distribution of wealth 
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WARREN CANDLER SCOVILLE, A.B., Duke, 1934. The French glass industry, 1640-1740. 
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ANNE T. SHEEDY, A.B., Smith, 1922; A.M., Columbia, 1923. Economic and social condi- 
tions as reflected in the works of Bartolus. 1939. Columbia. 

OLIVER ELMEN SHEFVELAND, B.A., St. Olaf, 1916; M.B.A., Northwestern, 1927. Certain 
economic attitudes of Theodore Roosevelt. 1937. Iowa, Accepted. 

VERA SHLAKMAN, Ph.D., Columbia, 1938. Economic history of a factory town: a study of 
Chicopee, Massachusetts. (Published as volume xx of Smith College Studies in History.) 

ELEANOR E. SMITH, A.B., Smith, 1935; A.M., Chicago, 1936. Sir Giles Mompesson, mon- 
opolist. 1938. Chicago. 

James WILBERT SNYDER, JR., B.F.A., Pennsylvania, 1924; A.M., New York, 1930. The 
early American China trade: a maritime history of its establishment, 1783-1815. 1938. 
New York. 

C. C. STELLE, A.B., Chicago, 1936. American participation in early Chinese opium traffic. 
1938. Chicago. 

MAXINE YAPLE SWEEZY, A.B., Stanford, 1933; A.M., 1934. The economics of expansion: 
Germany, 1933 to 1936. Radcliffe. 

Leo Warsaw, B.A., Toronto, 1632; M.A., 1933. The economic history of Canada since 
confederation. 1939. Toronto. 

HucuH J. WILT, A.B., St. Vincent, 1928; B.A., Cambridge, 1934. Germany’s economic and 
cultural interests in China, 1896-1910. 1939. Columbia. 

C. B. WorTHEN, B.E., Washington, 1920; A.M., 1928. History of central Montana. 1938. 
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CHARLES THOMAS Barrin, Ph.D., Chicago, 1937. The economic organization and competi- 
tive status of the Chicago potatc market. Accepted. 

GEORGE MONROE BROWNING, B.S., Agr., Missouri, 1932; M.S., Agr., West Virginia, 1934, 
The effect of organic matter on the properties of soils which influence soil erosion. 1938. 
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. ROBERT G. Deuprez, Ph.D., Johns Hopkins, 1937. The Baltimore wholesale fresh fruit 
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of the rice rate structure upon the ‘production, marketing and ‘consumption of rice, 1939. 
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WILLIAM THOMAS JAMES EASTERBROOK, B.A., Manitoba, 1933; M.A., Toronto, 1934, The 
history of farm finance in Canada. 1938. Toronto. (To be published by the University 
of Toronto Press.) 

ROBERT J. EGGERT, B.S., Illinois, 1935; M.S., 1936. Study of cold storage lockers in 
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SELMER A. ENGENE, B.S., Minnesota, 1931. An economic analysis of the production and 
utilization of roughage on southern Minnesota farms, and its effect on farm organization 
and earnings. 1939, Minnesota. 

DENNIS A. FITZGERALD, B.S.A., Saskatchewan, 1924; M.S., Iowa State College, 1925. 
Livestock under the AAA. Harvard. Accepted. 

FRANK L. FLEMING, B.S., Kansas State College, 1914; M.S., Wyoming, 1928. An evaluation 
of the economic benefits to farmers of the adjustment program for corn and hogs. 1938. 
Minnesota, 

PorTER L. Gappis, B.S., Nebraska, 1916; M.A., 1920. Economic basis of land value as 
illustrated in various sections of the United States. 1940. American. 

LILLIAN F. Gates, A.B., British Columbia, 1924; A.M., Clark, 1926; A.M., Radcliffe, 1930, 
Canadian land policy, 1837-1867. Radcliffe. 

EuGcENE O. GoLus, A.B., Columbia, 1934; A.M., 1935. Agriculture and protectionism in 
France, 1881-1914. 1939. Columbia. 

Percy Love GuyTOon, B.S., Mississippi State College, 1927; M.B.A., Northwestern, 1932. 
Federal aid to American agriculture. 1940. Duke. 

ORVILLE J. HALL, B.S., Arkansas, 1925; M.S., Minnesota, 1928. An economic study of rice 
production in Arkansas. 1939. Minnesota. 

SIMON G, HANSON, Ph.D., Harvard, 1938. Some chapters in the history of the Argentine 
livestock and meat industry. Accepted. 

CHARLES W. Hauck, B.S., Ohio State, 1922; M.S., 1932. The relationship of the quality 
of fruit and vegetables to price. 1939. Ohio State. 

OMER WESLEY HERMANN, B.S., Nebraska, 1922. The development, operating policies, and 
practices of codperative cotton gin associations in the United States. 1938. Wisconsin. 
Accepted. 

JULIAN A. Hopces, B.S., Kentucky, 1917; M.S., 1923. The principle of comparative ad- 
vantage applied to farm organization as found in type-of-farming areas in Kansas. Harvard. 
Completed. 

Erumnc Hore, Ph.D., Harvard, 1938. The Boston wool market. Accepted. 

Haro_p F. HOLLANDS, B.S., Minnesota, 1923. An economic study of reclamation projects 
in central Washington, with particular reference to plans for repayment of construction 
costs. 1938. Minnesota. 

SIDNEY SAMUELS Hoos, A.B., Michigan, 1934; A.M., 1935, Price relations between Decem- 
ber and March wheat futures at Liverpool. 1939. Stanford. 

ROBERT R. Horner, A.B., Michigan, 1926; A.M., 1927. Determination of dairy product 
prices. 1939. Michigan. 

SHERMAN E. JOENSON, Ph.D., Harvard, 1938. Wheat under the Agricultural Adjustment 
act. Accepted. 

Harry JOHN JORDON, Ph.D., Northwestern, 1936. The extension of credit to the livestock 
industry. 

EDWARD FRED Ko Lier, B.A., Augustana, 1929; M.A., Minnesota, 1933. A study of the 
economic factors affecting the efficiency of Minnesota creameries, with suggestions for 
readjustment of the creamery industry. 1938. Minnesota. 

G. W. KuUHLMAN, B.S., South Dakota, 1925; M.A., Illinois, 1927. Some economic aspects 
of small scale farming in Oregon. 1938. Illinois. Accepted. 

ALAN C, Lanyon, B.S., Johns Hopkins, 1936. Anthracite: the decline of an industry. 1939. 
Johns Hopkins. 

HENRY EARLE LARZELERE, B.A., Oberlin, 1933; M.S., Ohio State, 1934. The Agricultural 
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Adjustment Administration and the marketing of Wisconsin tobacco, 1938. Wisconsin. 
Accepted. 

Guy ANDERSON LEE, A.B., Wabash, 1932; A.M., Harvard, 1934. The history of grain 
storage in Chicago. Harvard. 

SHAW LIVERMORE, A.B., Dartmouth, 1922; M.B.A., Harvard, 1924. Early speculative land 
companies and associations. Columbia. Accepted. 

FINLEY STEWART MCKINNON, B.S., Oregon State College, 1929; M.F., Harvard, 1932. An 
analysis of the demand for British Columbia douglas fir in the United Kingdom. 1939. 
California, 

JOHN Gorpon McNEELY, B.S., South Dakota, 1933; M.S., 1934. A study of rural county 
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WILLIAM F. Mussaca, B.S., William and Mary, 1935. A critical analysis of concepts and 
methods of land classification used in the United States. 1938. Wisconsin. 

M. WORTH OswaLp, B.A, Whitman, 1931. Columbia Basin project~-power irrigation. 
1939. California. 

GLEN L. PARKER, B.A., Texas, 1930; M.A., 1931. The coal nagsi a study in social con- 
trol, 1938. Texas. 

KENNETH H. Parsons, B.A., Butler, 1928. State aids and the Wisconsin farmer. 1938. 
Wisconsin. 

WILLARD P, Ranney, B.S., Illinois, 1917; M.S., 1928. An analysis of the effect of price 
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sota. 1939. Minnesota, 

STANLEY RAPPEPORT, A.B., Johns Hopkins, 1935. Cotton tenancy in the Mississippi Delta. 
1940. Johns Hopkins. 

ARTHUR HUBER REDFIELD, B.A., George Washington, 1913; M.S., 1925. Nationalism in 
the international petroleum trade. 1939. American. 

Hazexx Riecs, A.B., Kansas, 1930; A.M., 1933. Irrigation policy of the United States, with 
special reference to the Kansas-Colorado area. Kansas. 

GEORGE A. SALLEE, B.S., Illinois, 1925; M.S., Minnesota, 1928. An economic study of the 
utilization of labor on Minnesota farms. 1939. Minnesota. 

JOHN B. SCHNEIDER, Ph.B., Chicago, 1927; A.M., 192). The tomato industry of California, 
with special reference to marketing. 1938. California, 

ERNEST J. SHEPPARD, A.B., Colorado, 1922; M.A., Illinois, 1927. A history of wholesale 
food institutions in central Ohio. 1939. Odio State. 

Joun H. Sirrgeriey, B.S., Ohio State, 1932; M.S., 1934. The effect of volume of business 
on farm income. 1940. Obio State. 

MARLYN ARCHIE SMULL, B.S., Southern California, 1925; M.S., 1937. An economic analy- 
sis of the Los Angeles City fluid milk and cream market. 1941. Virginia. 

HENRY BAKE STEER, Ph.D., American, 1937. Stumpage prices in the United States. Ac- 
cepted. 

SaM H. THOMPSON, Ph.D., Minnesota, 1938. Economic trends in the marketing of Iowa 
livestock, Accepted. 

Harry C. TRELOGAN, B.S., West Virginia, 1931; MS., Minnesota, 1933. Imperfect com- 
petition in agriculture. 1938. Minnesota. 

PAUL P. WALLRABENSTEIN, B.S., Ohio State, 1931. The accuracy of county estimates of 
acreages and yields of principal crops in Ohio. 1940. Obio State. 

James WatsH, B.A., M.A., Fordham. International aspects of cotton control. 1939. Ford- 
ham. 

ROBERT LYLE WEBSTER, B.A., North Dakota, 1926: M.S., Columbia, 1929. Public rela- 
tions in the Agricultural Adjustment Administration, 1939. American. 

WALTER W. Witcox, Ph.D., Harvard, 1938. Heterogeneity within type-of-farming areas 
in Iowa and its significance, Accepted. 

JOHN W. WricutT, B.S., Utah State Agricultural, 1917; M.S., American, 1933. Producers’ 
markets for cotton: an economic appraisal. 1938. American. 

Forrest A, YOUNG, B.S., Monmouth, 1922; M.A., Chicago, 1926. The repercussions on 
the economic system of the Great Plains region of Kansas of the mechanization of agri- 
culture. 1938. Iowa. 
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Martin A. ABRAHAMSON, B.A., River Falls State Teachers, 1930; M.A., Wisconsin, 1933. 
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FREDERICK EZEKIEL BISSEL, JR., A.B., Harvard, 1931; A.M., 1935. History of the tractor in 

North America. Harvard. 

Jacos J. Bram, A.B., Cincinnati, 1924; A.M., Pennsylvania, 1929. Time study methods in 
Pittsburgh industrial district. 1939. Pennsylvania. 

CHARLES A. Buss, A.B., California, 1926; A.M., 1929. The structure of manufacturing 
production: a cross-section view. Columbia, Accepted. 

Prt D. Brapuzy, JR., A.B., Lawrence, 1935. Location of the paper industry. Harvard. 

EILEEN M. Contry, A.B., Brooklyn, 1934; A.M., Columbia, 1935, Changing character of 
the silk industry in Paterson, New Jersey, 1939. Columbia. 

Joun Dean GarFety, A.B., A.M., Ohio State, 1935. Effects of technological change in the 
automobile tire industry. 1939. Columbia. 

BELA GOLD, B.S, in M.E., New York, 1934. The structure of production. 1939. Columbia. 

CLausIn D. Hapiey, Ph.D., Wisconsin, 1937. Changes in Wisconsin’s manufacturing 
industries, 1921-1933, as measured by fluctations in the number of wage earners in 
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WILLIAM MARTIN HeNc, Ph.D., Pennsylvania, 1937. Trends in the size of industrial 
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1928. Industrial development of North Georgia, with special reference to certain textile 
industries. 1939. North Carolina. 

Cart W. McGuire, A.B., Colorado, 1935; A.M., 1936. Economic effects of the local subsidy 
on the boot and shoe industry of Missouri. 1938. Missouri. 

THURMOND L. Morrison, B.A., Texas, 1930; M.A., 1931. Economics of the sulphur 
industry. 1938. Texas. 

ROBERT JAMES Myers, Ph.D., Chicago, 1937. The economic aspects of the production of 
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Gorpon E. Ockey, B.S., Utah, 1932. Economic study of the California wine industry. 
1938. California. 

ALoysius Francis O'DONNELL, B.S., Massachusetts Institute of Technology, 1918; A.M., 
PEPER 1922. The fertilizer industry: a case history of the N.R.A. episode. 1938. 
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Turo H. SMĒMiITtH, B.A., Heidelberg, 1921; M.B.A., Northwestern, 1926. The marketing of 
used cars. 1939. Ohio State. 

HarorD E. STEWART, Ph.D., Ohio State, 1937. The development of the American white 
ware industry: a geographic interpretation. Accepted. 

MELvittgs H. WALKER, A.B., Pomona, 1931. Organization of small-scale industry in 
Japan. 1938. California. 

MERRILL A, WATSON, B.B.A., Boston University, 1926; M.B.A., Harvard, 1928. Economics 
of the leather industry. 1939. New York. 

Bayard O. WHEELER, A.B., California, 1928; M.S., Washington, 1930. Manufacturing 
industries of the Pacific Northwest. 1939. California. 

Harry Douc ras Woops, B.A, New Brunswick, 1930; M.A., McGill, 1931. Present 
problems of the Canadian pulp and paper industry. 1939. Toronto. 
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Epwarp A. BRAND, B.Ed., Whitewater State Teachers, 1928; M.A., Iowa, 1935. The de- 
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EDWARD G. CAMPBELL, Ph.D., Columbia, 1937. The reorganization of the American rail- 
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DonaLp E. CHURCH, A.B., Nevada, 1926; A.M., California, 1929. Integrations of rail and 
motor carriers under the motor carrier act. 1939. Michigan. 
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road: a cross-section of an age of railroad building. 1938. Chicago. 
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less-than-carload freight service of the Chicago switching district. 
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Íd. 

HEINZ AXEL STADTHAGEN, A.B., Bethany, 1934; A.M., Duke, 1936. Recent aspects of 
German commercial policy. 1938. Duke. 

HERBERT STEIN, A.B., Williams, 1935. Relation between wage and price rigidities in the 
business cycle. 1939. Chicago. 

MERTON PHILIP SToLtTz, B.B.A., Minnesota, 1934; M.A., Brown, 1936. The theory and 
practice of preferential trading areas. 1939. Minnesota. 
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1928. The interpretation of depreciation accounts. 1938. American. 
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FRANCIS ELLSWORTH MERRILL, Ph.D., Chicago, 1937. The Chicago Stock Exchange. Ac- 
cepted. 
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HELEN CorBIN Moncuow, Ph.D., Northwestern, 1937. Real estate subdividing in the 
region of Chicago, 1871-1930. 1937. Northwestern. Accepted. 
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PERHAM C, NAHL, B.S., California, 1931; M.S., 1932. Retail trading area analysis. 1938. 
California, 
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1931; M.A., Missouri, 1933. Suggested programs for commercial teacher training institu- 
tions. 1937. Iowa. Accepted. 

RICHARD SAMUEL SPANGLER, Ph.B., Chicago, 1932; A.M., 1933. Functions of a comptroller. 
1938. Chicago. 
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CLARENCE EUGENE KUHLMAN, A.B., A.M., Texas, 1933. Comparative operating results of 
municipally-owned power plants-in North Carolina. 1938. North Carolina. 
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Joseru R. Roseg, Ph.D., Pennsylvania, 1938. Public utility regulation in Pennsylvania. 

HERBERT SPERO, B.B.A., College of the City of New York, 1929; M.C.S., New York, 
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WALTER GALENSON, A.B., Columbia, 1934; M.S., 1935, Dual unionism: its implications 
in collective bargaining. 1939. Columbia. 
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Industrial relations in the motion picture industry. 1940. Columbia. 
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REGINALD Hoop Scorr, A.B., Toronto, 1922. The attitude of economists toward trade 
unions, with special reference to the -keory of collective bargaining. 1938. Chicago. 
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FRANK S. CARROLL, B.S., Washington, 1922; M.S., Columbia, 1932. Financial analysis of 
bank credit. 1939. Columbia, 
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Northampton, Massachu-etts. 1939. Columbia. 
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ing supervision. 1938. Columbia. 

PHILIP P, SCHAFFNER, A.B., Princeton, 1933; M.A., Ohio State. 1936. The clearing princi- 
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«Industries and Commerce 


The Bureau of Foreign and Domestic Commerce of the federal Department 
of Commerce has issued Trade Information Bulletin No. 839, Summary of 
United States Trade with World, 1937 (pp. 41); No. 840, Advertising in 
Sweden (10c.); also Schedule B—Statistical Classification of Domestic Com- 
modities Exported from the United States—Effective January 1, 1938 (30c.); 
D.C.S. No. 55, 1938 Edition Market Research Sources (30c.). 


In the Trade Promotion Series of the Bureau of Foreign and Domestic Com- 
merce have been issued No. 172, Foreign Graphic Arts Industries (35c.) ; No. 
175, Export and Import Practice (40c.); No. 177, World Chemical Develop- 
ments in 1937, by C. C. Concannon and A. H. Swift (pp. 221, 25c.) ; No. 178, 
American Hardwoods and Their Uses (15c.) ; No. 181, Rubber Statistics, 1900- 
1937: Production, Absorption, Stocks and Prices, by P. W. Barker (pp. 55, 10c.). 


In the Economic Series of the Bureau of Foreign and Domestic Commerce has 
appeared No. 1, American Direct Investments in Foreign Countries—1936, by 
Paul D. Dickens (pp. 49, 10c.). 


The Bureau of Foreign and Domestic Commerce has also issued a bibliog- 
taphy on Installment Sales (Basic Information Sources), compiled by Ruth C. 
Leslie (mimeographed, pp. 9). 


The State Department has issued Executive Agreement Series No. 119, Com- 
mercial Relations, Provisional Commercial Agreement between the United States 
of America and Chile (1938, pp. 8, 5c.). 


The Hearings before the Senate Committee on Commerce, 75th Congress, 3rd 
Session, S. 3038, on Development and Maintenance of Intercoastal Shipping, 
Part 1, Jan. 17-18, 1938, have been printed (pp. 143). 


Also have been printed the Hearings before a Senate Subcommittee of the 
Committee on Interstate Commerce, 74th Congress, 2nd Session, S. Res. 71, 
Investigation of Railroads, Holding Companies, Affiliated Companies, Part 1, 
Dec. 7-10, 1936, dealing with General Description of Alleghany System, Al- 
leghany Corporation, Midamerica Corporation, Guaranty Trust Company of New 
York (1937, pp. 446, 45c.) ; Part 2, Dec. 14-16, 1936, dealing with Missouri 
Pacific—Terminal Shares Contracts (1938, pp. 447-1081) ; Part 3, Dec. 17-18, 
1936, dealing with Missouri Pacife—Terminal Shares Contracts and Missouri 
Pacific R.F.C. Loans (1938, pp. 1083-1243) ; Part 4, Jan. 13-15 and May 10, 
1937, dealing with Van Sweringen Corporation (1938, pp. 1245-1717) ; Part 5, 
Jan. 15, 26-28 and Mar. 2, 1937, dealing with New York Stock Exchange Listing 
of Railroad Holding Company Securities (1938, pp. 1719-1990) ; Part 6, Mar. 
3-5, 1937, dealing with J. P. Morgan & Company, Morgan, Stanley & Co., Inc. 
(1938, pp. 1991-2268). 


The Farm Credit Administration has published a study of milk entitled Eco- 
nomic Study of Transportation of Milk in Philadelphia Milkshed in Relation to 
Operations of Inter-State Milk Producers’ Association, Inc., by John J. Scanlan 
(April, 1937, pp. iv, 151). 
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The federal Tariff Commission has published Report No. 116, 2nd series, 
Report to the United States Senate on Subsidies and Bounties to Fisheries Enter- 
prises by Foreign Governments (1936, PP. 110, 15c.); Report No. 124, 2nd 
series, Sodium Sulphate, Survey of United States Production, Consumption, and 
Foreign Trade with Particular Reference to Factors Essential to Tariff Considera- 
tion (1937, pp. vi, 57). 


The Senate Hearings before a Subcommittee of the Committee on Finance, 
75th Congress, 3rd Session, held Jan. 25-28 and Feb. 9, 1938, have been printed 
in revised form under the title Customs Administrative Act (1938, pp. 255). 


Labor 


The Bureau of Labor Statistics of the federal Department of Labor has pub- 
lished Bulletin No. 652, Occupational Disease Legislation in the United States, 
1936, with Appendix for 1937 (pp. 88, 15c.) ; No. 654, State Labor Legislation, 
1937, including Workmen's Compensation Legislation (pp. 31, 10c.) ; No. 655, 
Union Scales of Wages and Hours in the Printing Trades, May 15, 1937 (pp. 
57, 10c.). 


The Report of the Senate Committee on Education and Labor dealing with 
Industrial Espionage (75th Congress, 2nd Sessicn, Rep. No. 46, Part 3) has 
been published (1938, pp. 122). 


The Women’s Bureau of the federal Department of Labor has published Bul- 
letin No. 152, Differences in the Earnings of Women and Men, by Mary E. 
Pidgeon (1938, pp. 57, 10c.) ; Bulletin No. 156, State Labor Laws for Women, 
December 31, 1937, by Florence P. Smith, Part I, Summary (pp. 16, 5c.), Part 
I, Analysis of Hour Laws for Women Workers (pp. 45, 10c.) ; No. 158, Un- 
attached Women on Relief in Chicago, 1937, by Harriet A. Byrne and Cecile 
Hillyer (pp. 83, 15c.). 


Banking 
The United States Treasury Department published in 1937 a compilation en- 
titled Statistics of Capital Movements between the United States and Foreign 
Countries and of Purchases and Sales of Foreign Exchange in the United States, 
October through December, 1936, and Summary, January, 1935 through Decem- 
ber, 1936, Report No. 2 (pp. 99, 25c.). 


Public Finance 


The Hearings before the House Committee on Ways and Means, 75th Con- 
gress, 3rd Session, on Revenue Revision, 1938, held in January, 1938, have been 
printed (pp. 1217). 


The Hearings before a House Subcommittee of the Committee on Interstate 
and Foreign Commerce, 75th Congress, 3rd Session, relating to Sales Tax and 
Fair Trade Practices, held November, December, 1937, and January, 1938, have 
been printed (pp. 257). 


NOTES 


The next annual meeting of the AMERICAN ECONOMIC ASSOCIATION will be 
held in Detroit, December 28-30. 


The following names have been added to the list of honorary members of the 
AMERICAN ECONOMIC ASSOCIATION: 


Aftalion, A., 60 Rue Michel Ange, Paris (16), France. 

Davidson, D., Ekonomisk Tidskrift, Upsala, Sweden. 

Heckscher, E., Baldersgatan 10 A, Stockholm, Sweden. 

Hobson, J. A., 3 Gayton Crescent, Hampstead, London, N.W., England. 
Robertson, D. H., Trinity College, Cambridge, England. 


_ The following names have been added to the membership of the AMERICAN 
ECONOMIC ASSOCIATION since May 1: 


Anderson, D, S., 2214 Chadbourne Ave., Madison, Wis. 

Anderson, P, E., United Mine Workers of America, 15 and I Sts., N.W., Washington, D.C. 

Armstrong, A. B., Dept. of Econ., North Texas Agricultural College, Arlington, Tex. 

Baer, W., 407 Central Park W., New York City. 

Bellemore, D. H., University of Toledo, Toledo, Ohio. 

Baltran, P. G., 42, Upper Brook St., London, W. 1, England. 

Bloch, H. S., Dept. of Econ., University of Chicago, Chicago, Ul. 

Brown, B., Federal Reserve System, Div. of Sec. Loans, Washington, D.C. 

Bryant, L., 5473 Kimbark Ave., Chicago, Ill. 

Dernburg, H. J., Ohio University, Athens, Ohio. 

Diamond, H. M., Lehigh University, Bethlehem, Pa. 

Dowling, E. J., Diamond Alkali Co., 436 Seventh Ave., Pittsburgh, Pa. 

Dublin, M., Dept. of Econ., Sarah Lawrence College, Bronxville, N.Y. 

Efroymson, C. W., Butler University, Indianapolis, Ind. 

Flynn, J. T., 15 E. 40th St., New York City. 

Hasse, A. R., Institute of Economics, 26 Jackson PI., Washingten, D.C. 

Healy, J. J., 21 Trowbridge St., Cambridge, Mass. 

Heyman, G. H., Jr., 645 West End Ave., New York City. 

Hill, W. E., 606 Forster St., Harrisburg, Pa. 

Hupp, B., 1407 Monroe St., LaPorte, Ind. 

Inman, M. K., University of Western Ontario, London, Canada. 

Jones, H. F., 102 Law Bldg., University of Nebraska, Lincoln, Neb. 

Lewis, A. B., 2 Gray Gardens East, Cambridge, Mass. 

Lorens, L. C., 3900 Greystone Ave., Riverdale, N.Y. 

Malisoff, H., 1365 Teller Ave., New York City. 

McMurray, H. D., 400 Stratmore Ave., Pittsburgh, Pa. 

Nakagawa, S., c/o Furukawa Electric Co., Ltd., 8, Muromachi Nichome, Nihonbashi-ku, 
Tokyo, Japan. 

Norris, R. T., Wassar College, Poughkeepsie, N.Y. 

Stricker, A. K., Jr., General Motors Corp., 1775 Broadway, New York City. 

Tinley, J. M., Giannini Foundation, Berkeley, Calif. 

Way, W., Jr, Wharton School, University of Pennsylvania, Philadelphia, Pa. 


The American Institute of Accountants has named three representatives to the 
Joint Committee on Income Tax Statistics of the American Economic Association 
and American Statistical Association: Henry B. Fernald, Loomis, Suffern and 
Fernald, New York City; Norman L. McLaren, McLaren, Goode and Company, 
San Francisco; and Robert H. Montgomery, Lybrand, Ross Brothers and Mont- 
gomery, New York City. 


Information in regard to the Society for the Psychological Study of Social 
Issues may be obtained from the secretary of the Society, Dr. I. Krechevsky, 
Swarthmore College, Swarthmore, Pennsylvania. The annual dues are $2.00, 
which include a subscription to the Bulletin. 
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The Bureau of Agricultural Economics of the federal Department of Agri- 
culture, has begun the publication of Land Policy Review. The first issue appeared 
for May-June, 1938 (25c., per year). 


The Bureau of Agricultural Economics of the federal Department of Agri- 
culture has also begun the publication of Agricultural Finance Review, a semi- 
annual review of current developments and research in the field of farm credit, 
farm insurance, and farm taxation. The first issue appeared in May, 1938. 


The Bureau of Foreign and Domestic Commerce of the federal Department 
of Commerce is publishing Comparative Law Series, a monthly world review, at 
a price of $1.00 a year, single copies 10c. Remittances should be made to the 
Superintendent of Documents, Washington. 


The University of Georgia Press has issued as Monograph No. 1 of the In- 
stitute for the Study of Georgia Problems a study entitled Financial Statistics of 
Local Governments in Georgia. This study resulted from a Works Progress 
Administration project supervised by Dr. Lloyd B. Raisty. 


The Investment Counsel Association of America has begun the publication of 
a journal entitled Investment Counsel Annual (90 Broad Street, New York City, 
$1.25). The first issue appeared in July, 1938. 


The Departamento Autónomo de Prensa y Publicidad of Mexico has begun 
the publication of a monthly bulletin entitled Revista de Estadistica ($6.00 per 


year). 


Professor Edward Berman, one of the editors of the American Economic Re- 
view, formerly of the University of Illinois and more recently of the Works 
Progress Administration in Washington, D.C., died June 1, 1938. 


Professor George E. Barnett cf Johns Hopkins University died June 17, 1938. 
Professor Edgard Allix of the University of Paris died June 22, 1938. 


Appointments and Resignations 


Roscoe Arant of Iowa State Teachers College has been appointed associate 
professor of economics at the University of Mississippi. 


Jules Backman was an instructor in economics at the School of Commerce, 
Accounts, and Finance, New York University, for the spring semester, 1938. 


Elizabeth F. Baker has been promoted from assistant professor to associate 
professor at Barnard College. 


Nathan M. Becker, formerly of the University of Cincinnati, is instructor in 
economics at the University of Toledo. 


Irene M. Biss has resigned from the department of political economy of the 
University of Toronto. ` 


- Ernest L. Bogart retires this year as professor of economics and head of the 
department at the University of Illinois with the rank of emeritus professor. 


Arthur Borak has been promoted to the rank of associate professor in economics 
at the University of Minnesota. 


1938 | Notes 647 


Elmer C. Bratt has been promoted from assistant professor to associate pro- 
fessor of economics at Lehigh University. 


Martin Bronfenbrenner has been appointed instructor in economics at the 
Central Y.M.C.A. College, Chicago. 


Lyle C. Bryant has been appointed assistant professor at Bradley Polytechnic 
Institute, Peoria, Illinois. 


Neil Carothers, dean of Lehigh University, delivered two public lectures in 
August before the University of Arkansas state conference of bankers. 


C. Lawrence Christenson has returned to Indiana University after a year of 
studying economic conditions in Norway. 


Denzel C. Cline of Princeton University has accepted an associate professor- 
ship of economics at Michigan State College. 


F, V. Coe has been appointed assistant professor in the department of political 
economy at the University of Toronto. 


Emil Dade has been promoted from associate professor to professor of statis- 
tics at the University of Kansas. 


Charles A. Drake, business consultant, New York City, will become professor 
of economics and business administration part time and director of the Bureau 
of Instructional Research part time at the West Virginia University. 


Nelson H. Eddy has been appointed instructor in economics at Lehigh Uni- 
versity. 


P, T. Ellsworth of the University of Cincinnati taught at the University of 
California, Berkeley, during the summer session. 


J. Harold Ennis, assistant professor of economics at the University of Nebraska, 
has resigned to become chairman of the department of sociology at Cornell Col- 
lege in Iowa, 


Lloyd Faust has been promoted from assistant instructor to instructor in eco- 
nomics at the University of Kansas. 


C. K. Ganong has been appointed instructor in economics at Purdue University. 


Walter A. Gaw, instructor in economics at the College of the City of New 
York, was an instructor in economics at the School of Commerce, Accounts, and 
Finance, New York University, for the spring semester, 1938. 


Harry D. Gideonse has resigned his position at the University of Chicago to 
accept a professorship of economics at Columbia University and chairmanship 
of the department of economics and sociology at Barnard College. 


W. H. Glasson has resigned the deanship of the Graduate School at Duke Uni- 
versity but will continue as chairman of the department of economics and business 
administration. 


Richard Goode, research assistant at the University of Kentucky Bureau of 
Business Research, has accepted a part-time instructorship in public finance. 
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Albert O. Greef, formerly of Harvard University, was an instructor in eco- 
nomics at the School of Commerce, Accounts, and Finance, New York University, 
for the spring semester, 1938. 


Ewald T. Grether has accepted a visiting appointment at the Wharton School, 
University of Pennsylvania, for the year 1938-39. 


Charles A. Gulick, Jr., has been promoted to the rank of professor of economics 
at the University of California. 


B. F. Haley of the department of economics at Stanford University, served as 
acting professor of economics at the University of British Columbia during the 
summer session. 


_T. F. Haygood, associate professor of economics at the University of Louis- 
ville, will become associate professor of economics and business administration 
at the West Virginia University. 


John Morrison Handsaker, who has been teaching at the University of Wash- 
ington, has been appointed to an instructorship in economics at Occidental Col- 
lege. 


Walter B. Harvey, who has been teaching at the University of Cincinnati, has 
accepted an assistant professorship of economics at the University of Western 
Ontario, London, Canada. 


Samuel P. Hayes, who has been studying at the University of Chicago on a 
Social Science Research Council grant, will teach next year at Sarah Lawrence 
College. 


C. L. Heyerdahl has been promoted to the rank of assistant professor of eco- 
nomics and government at Purdue University. 


Clifford M. Hicks, assistant professor of business organization and manage- 
ment at the University of Nebraska, has been promoted to the rank of associate 
professor. 


Michael L. Hoffman has been appointed instzuctor at Trinity College, Hast- 
ford, Connecticut. 


Jacob H. Hollander, Abram G. Hutzler Professor of Political Economy at the 
Johns Hopkins University, was awarded the honorary LL.D. degree by the Uni- 
versity of Glasgow on June 22, 1938. 


Calvin B. Hoover has been appointed to succeed Dr. W. H. Glasson as dean 
of the Graduate School of Duke University. 


William S. Hopkins, assistant professor of economics at Stanford University, 
was a member of the faculty of the Pacitic School of Workers at Berkeley during 
the summer. 


Mack H. Hornbeak has been promoted from assistant professor to associate 
professor in the College of Commerce at Louis:ana State University. 


Richard S. Howey has been promoted from assistant professor of economics to 
associate professor at the University of Kansas. 
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Merlin H. Hunter, professor of economics at the University of Illinois, has 
been made head of the department. 


Neil H. Jacoby has been appointed assistant professor of finance in the School 
of Business at the University of Chicago. 


Montfort Jones, chairman of the department of finance at the University of 
Pittsburgh, taught in the Graduate School of Banking of the American Institute 
of Banking at Rutgers University. 


Karl W. Kapp of Germany and Geneva was an instructor in economics at the 
School of Commerce, Accounts, and Finance, New York University, for the 
spring semester, 1938. 


Vant W. Kebker of the University of Minnesota has been appointed instructor 
in marketing at the University of Kansas. 


Jerome Kesselman has been promoted from assistant instructor to instructor in 
accounting at the University of Kansas. 


Marshall D. Ketchum resigned his position at Utah State College to become 
assistant professor of economics at the University of Kentucky. 


E. A. Kincaid, professor of finance at the University of Virginia, who has been 
consulting economist with the Federal Reserve Bank of Richmond, has obtained 
a leave of absence for the academic year 1938-39 in order to give full time to 
this work. 


Oskar Lange has been appointed assistant professor of economics at the Uni- 
versity of Chicago. 


Russell C. Larcom has resigned his position with the Massachusetts State Col- 
lege to become professor and head of the department of business administration 
at John B. Stetson University, De Land, Florida. 


William W. Lockwood, fr., of the research staff of the American Council of 
the Institute of Pacific Relations, gave a course in far eastern economic problems 
in the Institute of Far Eastern Studies in the University of Michigan summer 
session. 


W. A. Logan, head of the department of political economy at Western Uni- 
versity, London, Ontario, has been appointed to the staff of the department of 
political economy in the University of Toronto. 


William F. Lougheed has accepted an instructorship in economics at Wayne 
University. 


Meno Lovenstein has joined the staff of the department of economics at Rock- 
ford College. 


Samuel J. Lukens, assistant professor of commerce at the University of Pitts- 
burgh, taught during the summer session at the University of Chicago. 


George F. Luthringer resigned as assistant professor of economics at Princeton 
University at the conclusion of the last academic year in order to accept a posi- 
tion in the Office of the Economic Adviser of the federal Department of State. 
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R. D. McIntyre, who has been on leave from the University of Kentucky in 
1937-38, resumed his duties in September. 


Archibald M. MclIsaac of Princeton University has been connected with the 
Federal Trade Commission as a research assistant curing the summer. 


Thomas F. McManus, professor and head of the department of economics and 
of commerce and secretarial science of the College of New Rochelle, taught at 
the School of Commerce, Accounts, and Finance, New York University, for the 
spring semester, 1938. 


Robert F. Martin, director of research at the National Industrial Conference 
Board, taught at the School of Commerce, Accounts, and Finance, New York 
University, for the spring semester, 1938. 


Perry Mason has resigned his position at Antioch College to become associate 
professor of economics at the University af California. 


R. W. Mayer has been promoted from instructor in economics to assistant pro- 
fessor at Lehigh University. 


H. A. Millis becomes professor emeritus at the University of Chicago on Octo- 
ber 1, 1938. He will continue to teach on a par--time basis, although retiring 
from administrative work in the department of economics. 


George M. Modlin, assistant professor of economics at Princeton University, 
has been appointed professor of economics at the University of Richmond, where 
he will also be the director of the School of Business Administration. 


Sanford A. Mosk has been promoted to the rank of assistant professor in the 
field of economic history at the University of California. 


Charles A. Myers has been appointed to an -nstructorship in economics at 
Beloit College. 


E. G. Nelson, assistant professor of economics at Stanford University, taught 
accounting during the summer session at the University of California, Berkeley. 


Bervard Nichols, assistant professor of economic research in the Bureau of 
Business Research at the University of Pittsburgh, has been promoted to the rank 
of associate professor. 


Howard M. Norton has been promoted from assistant professor to associate 
professor in the College of Commerce at Louisiana State University. 


Richards Osborn has resigned as instructor of economics at Beloit College to 
accept a position at the Iowa State Teachers College. 


Edgar Z. Palmer of the University of Kentucky has been serving as research 
director of the Kentucky Unemployment Compensation Commission. 


Peter Palmer of the University of Illinois has been appointed instructor in 
economics at the University of Kansas. 


William A. Paton has returned to the University of Michigan after a year on 
the faculty of the University of California at Berkeley. 
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Clyde William Phelps, head of the department of economics at the University 
of Chattanooga, has been commissioned by the Board of Directors of the National 
Retail Credit Association.to prepare the official textbook on retail credit for the 
Association’s educational program. 7 


Lester V. Plum has been promoted to the rank of assistant professor of eco- 
nomics at Princeton University. 


J. Bland Pope of the University of Texas has been appointed instructor in 
accounting at the University of Kansas, 


Stanley W. Preston has been promoted from assistant professor to associate 
professor in the College of Commerce at Louisiana State University. 


B. U. Ratchford has secured a leave of absence from Duke University for the 
academic year 1938-39 and will serve as acting professor of finance at the Uni- 
versity in place of Dr. E. A. Kincaid. 


Charles F. Remer is on leave of absence from the University of Michigan for 
one year to serve as director of the Geneva Research Center, Geneva, Switzerland. 


Roderick H. Riley, state codrdinator of statistical projects in the Wisconsin 
Works Progress Administration, has been appointed assistant professor of eco- 
nomics at the University of Cincinnati. 


Leo Rogin has been appointed associate professor of economics at the Uni- 
versity of California, Berkeley. 


Henry Schultz of the University of Chicago will spend the first semester of 
1938-39 at the University of California at Los Angeles. 


Leroy A. Shattuck has been appointed instructor in economics at Dartmouth 
College. 


L. L. Shaulis becomes chairman of the department of economics at Tufts College. 


Arthur Smithies, who has been with the Commonwealth Bureau of Census 
and Statistics, Canberra, Australia, has been appointed assistant professor of 
economics at the University of Michigan. 


G. T. Starnes, associate professor of labor economics at the University of Vir- 
ginia, is acting as economic advisor to the Governor’s Commission on Labor 
Relations in Virginia. 


George J. Stigler taught in the summer session of the University of Michigan. 


Paul Strayer has resigned as instructor in economics at Lehigh University to 
accept an instructorship in Princeton University. 


Arthur E. Suffern of the research staff of the Federal Council of the Churches 
of Christ in America was an instructor in economics at the School of Commerce, 
Accounts, and Finance, New York University, for the spring semester, 1938. 


Rodman Sullivan of the University of Kentucky has been granted leave of 
absence for the coming academic year. 


Joseph H. Taggart has been promoted from associate professor to professor 
of finance at the University of Kansas. 
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R. H. Tawney. of thé London School of. 


University: of Chicago, duting the spring quarter,of' 1939 and will give a course 
on-English economic history as-well as a Series, of oublic Jectures. 


Ecofiomics will be in residence at the 
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_ R. G. Thomas has been promoted to the rank of professor of economics at 
Purdue University: < 2.) or | 


B. E. Lane Timmons, ¿instructor in economics at the Schoo! of Commerce of 
the University of Georgia, has been elected 4 Rhodes. Scholar. 


John P. Troxell, economist for the Shoe Manufacturers Board of Trade, was an 
instructor in economics at the School of Commerce, Accounts, and Finance, New 
York University, for the spring semester, 1938. 


Roland S. Vaile from the University of Minnesota taught during the summer 
session at the University of California, Berkeley. 


Rutledge Vining has been appointed instructor in economics in the College 
of Business Administration, University of Arkansas. 


R. Hadly Waters has been promoted to the rank of assistant professor of 
economics at the Pennsylvania State College. 


Ralph J. Watkins, director of the Bureau of Business Research of the Uni- 
versity of Pittsburgh, attended the Technical Tripartite Meeting on the Coal- 
Mining Industry held at the International Labor Office, Geneva, Switzerland, 
May 2-May 10, as the representative of the United States government. 


F. J. Westcott, lecturer in the Eyam of political economy at the Uni- 
versity of Toronto, has been appointed Maurice Cody Fellow for the year 1938-39. 


V. D. Wickizer of Stanford University is to serve as lecturer in economics at 
the University of California, Berkeley, for the coming year. 


J. W. Wiley has been appointed instructor in economics at Purdue University. 


Edward F. Willett of Princeton University has accepted an assistant professor- 
ship of economics at Smith College. 


Brayton F. Wilson of Tufts College goes to Simmons College next year as 
director of business administration. 


Harvey A. Wooster of Oberlin College will be on leave of absence during the 
year 1938-39 for the study of economic conditions in Central Europe. 


William H. Wynne, who has been on the faculty of Williams College and ot 
the University of California, is to serve as associate professor of economics at 
the University of Michigan for one year. 
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PURPOSE OF THE 
AMERICAN ECONCMIC ASSOCIATION 


The American Economic Association is an organization composed of persons inter- 
ested in the study of political economy or the economic phases of political and social 
questions. As may be seen by examining the list of members printed in this supple- 
ment, not only are all the universities and the most prominent colleges in the country 
represented in the Association by their teachers of economics and related subjects, but 
a large number of members come from among business men, journalists, lawyers, men 
in public life, and others interested in economic principles, or, more often, in their 
applications to social life. The Association has, besides, a growing representation in 
foreign countries. 

The annual meetings, held during the Christmas holidays, are arranged as forums 
for the discussion of scientific questions and problems of social and economic policy. 
They give opportunity for contact and general understanding among teachers, students, 
and business men interested in such questions, The meetings aim to counteract any 
tendency to particularism which geographical separation and diverse interests might 
otherwise foster. 

The publications of the Association were begun in March, 1886. The first series of 
eleven volumes was completed by a general index in 1897. The second series, com- 
prising two volumes, was published in 1897-99, and in addition thereto the Association 
issued during 1896-99 four volumes of Economic Studies. In 1900 a third series of 
quarterly publications was begun with the Papers and Proceedings of the Twelfth 
Annual Meeting, and was continued through 1610. The Economic Bulletin, issued 
quarterly and devoted to bibliography ard current notes, was also published by the 
Association during the three years, 1908, 1909, and 1910. 

In 1911 the Association began publishing the Arerican Economic Review, a quarterly 
journal devoted to articles on economic subjects, reviews, abstracts of articles in current 
journals, and a classified bibliography of economic publications. During the twenty- 
seven years of its existence, the Review has made a place for itself among the scientific 
journals of the country. 

The American Economic Association is the organ of no party, sect, or institution. It 
has no creed. Persons of all shades of economic opinion are found among its members, 
and widely different views are given a hearing in its annual meetings and through its 
publications. 

With the exception of the editor of the American Economic Review and the Secre- 
tary-Treasurer, the officers of the Association receive no remuneration for their serv- 
ices, Its entire receipts are expended for the editing, printing, and circulation of the 
publications and for the annual meetings. 


CHARTER AND BY-LAWS OF THE AMERICAN ECONOMIC ASSOCIATION - 


The charter of incorporation of the American Economic Association, incorporated in the District 
of Columbia, February 3, 1923, provides as follows: 
I. The name of title by which the society shall be known is the American Economic Association. 
II. The time for which it is organized is perpetual. 
Ill. The particular business and object of the society are as follows: 

1. The encouragement of economic research, especially the historical study of the actual 
conditions of industrial life; 

2. The issue of publications on economic subjects; 

3. The encouragement of perfect freedom of economic discussion. The Association as such 
will take no partisan attitude, nor will it commit its members to any position on practical economic 
questions. 

IV. The number of its trustees for the first year of its existence shall be fourteen. 
The following by-laws have been adopted for the government of the Association: 


I. MEMBERSHIP 


_ 1, Any person interested in economic inquiry may, on the nomination of a member, be enrolled 
in this Association, 

2. There shall be four classes of members other than honozary: members paying an annual 
fee of $5.00; subscribing members paying an annual fee of $10.00; contributing members paying 
an annual fee of $25.00 or more; and life members comprising those members who contribute 
$200.00 or more in a single payment. Life members shall be exempt from annual fees. Members 
shall have each year the privilege of designating the class of membership they choose for that year. 

3. Foreign economists of distinction, not exceeding twenty-five in number, may be elected hon- 
orary members of the Association. 

4, Every member is entitled to receive, as they appear, all reports and publications of the 
Association. 

II. TRUSTEES 


The trustees of this Association shall not be less than fourteen or more than fifteen in number, 
and the Board of Trustees shall be known as the Executive Committee. The Board of Trustees 
shall be composed of the persons elected as the Executive Committee at the time and place and 
in the manner set forth in the following by-law providing for the election of officers. 


UI. OFFICERS? 


1. The Association shall have the following officers who shall be elective officers: A President, 
two Vice-Presidents, six elected members of the Executive Committee, three representatives on the 
Social Science Research Council and two representatives on the American Council of Learned 
Societies. The terms of office of the President and Vice-Presidents shall each be one year. The terms 
of office of the six elected members of the Executive Committee and of the three representatives on 
the Social Science Research Council shall each be three years, two of the six terms of the six elected 
members of the Executive Committee and one of the three terms of the three representatives on 
the Social Science Research Council to expire each year. The terms of office of the two representa- 
tives on the American Council of Learned Societies shall each be four years, and one of these 
terms shall expire each second year. Each regular term of office shall coincide with a calendar year 
of a multiple thereof. 

2. As early in each year as practicable, the President of the Association shall appoint a Nominat- 
ing Committee, consisting of a former president, as chairman, and not less than five other members 
of the Association, The names of the Committee shall be published in the March or June issue 
of the American Economic Review with an invitation to the general membership that suggestions 


1 Amendment as adopted at the annual meeting, December 29, 1933. 


of nominees for the various offices be sent to the chairman of the Committee. The Nominating 
Committee shall be instructed to present to the Secretary of the Association on or before October 1 
of each year two or more nominations for each elective office to be filled, the nominees being 
members of the Association. 

3. Elective officers shall be chosen through elections tc be held during the last two months 
of the term of office of his predecessor. Each member shall be given the opportunity to vote by 
mail, The results of the election shall be certified and announced by the Secretary at the annual 
business meeting. 

4. The Association shall have the following cfficers who shall be appointed by the Executive 
Committee: A Secretary, a Treasurer, a Managing Editor, and a Counsel. The terms of office 
of each of these officers shall be three calendar years. The Managing Editor shall, with the advice 
and consent of the Executive Committee, appoint membezs to an Editorial Board to assist him. 
The President may, at his discretion and with the advice and consent of the Executive Committee, 
appoint a Program Committee. 

5. The Executive Committee shall consist of the President, the Vice-Presidents, the Secretary, 
the Treasurer, the Managing Editor, the three ex-Presidents who have last held office, and six 
elected members, provided that the Secretary, the Treasurer, and the Managing Editor shall not 
be entitled to vote in the Committee’s meetings. 


IV. DUTIES OF OFFICERS 


1. The President of the Association shall preside at all meetings of the Association and of the 
Executive Committee, and in consultation with the Program Committee, shall prepare the programs 
for the annual meetings, In case of his disability, his duties shall devolve upon the Vice-Presidents 
in the order of their election, upon the Secretary, and upon the Treasurer. 

2. The Secretary shall keep the records of the Association and perform such other duties as the 
Executive Committee may assign to him, 

3. The Treasurer shall receive and have the custody of the funds of the Association, subject 
to the rules of the Executive Committee. 

4, The Executive Committee shall have the control and management of the funds of the 
corporation. It may fill vacancies in the list of officers, and may adopt any rules or regulations 
for the conduct of its business not inconsistent with this constitution or with rules adopted at 
the annual meeting. It shall act as a committee on time and place of meetings and perform such 
other duties as the Association shall delegate to it. A quorum shall consist of five members. 

5. The Editorial Board shall have charge of the publications of the Association. The Managing 
Editor shall be ex officio member and chairman of the Editorial Board. 

6. The office of the corporation for legal purposes shall be at the office of the Counsel in the 
District of Columbia, and legal process against the corporation may be served on said Counsel. 


V. ANNUAL MEETING 


The annual meeting of this corporation shall be held at such time and place as may be deter- 
mined by the Executive Committee. Notice of such time and place shall be given by publication 
in the regular journal of the corporation, now known as the American Economic Review, at least 
ten days prior to such meeting. The first annual meeting shall be held at Providence, Rhode Island, 
on the 27th of December, 1923, at nine o'clock A.M., unless otherwise ordered by the Executive 
Commiitee, 

VI. AMENDMENTS l 

Amendments, after having been approved by a majozity of the Executive Committee present 


at a meeting regularly called, may be adopted by a majority vote of the members present at any 
regular meeting of the Association. 


LIST OF MEMBERS : 
EDITORIAL NOTE ON DESCRIPTION OF MEMBERSHIP PERSON NNEL_# 
ER 


In order to meet the increasing demands for information concerning the pètsonnek 
of our membership, the present edition of the handbook of the Association has been 
enlarged. In addition to name and address, the following information is included: 
affiliation and rank or position, academic degrees, title of doctoral dissertation (with 
date of publication), fields of specialization, research projects under way, and finally a 
sample of publications most representative of the contributions made by the author. 

A gratifying number of members responded to our request for this information— 
some 2,400 answering out of our total membership of 2,800. For the most part, fuller 
answers were given than could possibly be published within the limits of this volume. 
Without attempting to overdo abbreviations, an effort was made to keep the descrip- 
tions uniform with respect to content and space. While the most literal and logical 
interpretation was given to data presented on the cards, mistakes have inevitably oc- 
curred, mistakes which can only be remedied in the future by corrections submitted by 
the members themselves. Listing of publications proved the most difficult editing job. 
We confined citations to items published. In many instances articles in scientific journals 
seemed more representative of scholarly contribution than published volumes. 

The present volume is frankly experimental, and its continuation in this form will 
depend upon its usefulness and acceptability to the members of the Association. It was 
thought that with small additional expense the bi-annual handbook or directory could 
be elaborated into a specialized “who’s who in economics” and that those interested 
could learn from it not only the names and addresses of our members, but also their 
interests and activities. For this reason only the names of members are included, omit- 
ting names of subscribers, There is no present-day source of information enabling us to 
classify economists, particularly the younger representatives, according to fields of their 
interests and specialties. The author-subject index of the American Economic Re- 
view is too limited to serve the needs of the officers and program committees of the 
Association. The new handbook should serve both members and those outside of the 
Association as a guide to the whereabouts of specialists and to the projects which they 
are carrying on under private, academic, and business or government auspices. Uni- 
versity and college administrators may turn to this source for suggestive information 
concerning faculty personnel qualifications. In the Secretary’s Office a good deal of 
time and effort is consumed answering inquiries which should now prove unnecessary. 

In preparing statistical material on membership, a precedent for the present under- 
taking was discovered in Volume VI, Third Series, No. 2, pp. 433-96 (1905). One 
may find there a list of members “enlarged with a view to its wider usefulness,” which 
contains brief biographical notes “to give a better idea of the membership and of the 
range of interests included within the Association.” And the secretary (Frank A. 
Fetter) adds: “Much of this material may be embodied in future editions of the Hand- 
book, if it seems desirable.” Thirty-three years have passed and no subsequent editions 
have appeared in this form. It is hoped that the present “who's who” will have more 
than an historical interest. 





JAMES WASHINGTON BELL, Secretary 


LIST OF MEMBERS 
Key 


* Life members f Contributing members 


a Institution or firm and rank or position 

b Degrees 

c Doctoral dissertation (publication data in 
parentheses) 


The figures in parentheses after the name of a 


his continuous membership. 


ABBOTT, Charles Cortez, 204 Morgan Hall, 
Soldiers Field, Boston, Mass. (1928) a Harvard 
Bus. School, ass. prof. b A.B., 1928, A.M., 1930, 
Ph.D., 1933, Harvard. c New York bond market 
1920-30, d Corporations; economic history. e His- 
tory of business corporations in U.S.; present 
structure of federal corporations and corporate 
agencies, f New_York bond market, 1920-30 (Cam- 
bridge, 1937); Rise of business corporation (Ann 
Arbor, 1936); “Government bond, market, 1920- 
0.” “Government bond market in depression,” 
R.E.S., XVII. 

ABBOTT, Edith, Soc. Sci. Res. Bidg., Univ. of 
Chicago, Chicago, Il. (1905) a Univ. of Chicago 
School of Soc. Serv. Admin., dean, b A.B., 1901, 
Nebraska; Ph.D., 1805, Chicago. c Wages of un- 
skilled labor in U.S. d Public assistance and public 
welfare. e History of social welfare. f Tenements 
of Chicago (Univ. of Tos Press, 1936) ; Wom- 
en in industry (New York, 1910); Immigration 
(1924, 1926). 

ABRAHAMSON, Albert, 76 Federal St., Bruns- 
wick, Me. (1927) a Bowdoin Col., assoc. prof. b 
A.B., 1926, Bowdoin Col.; A.M., 1927, Columbia. 

ABRAMOVITZ, Moses, 31 Concord Ave., Cam- 
bridge, Mass. (1936) a Harvard Univ., instr. b 
A.B., 1932, Harvard. d Economic theory; labor 
problems, f “‘Monopolistic selling in a changing 


economy,” QO.J.E., 1938. 

ACHINSTEIN, Asher, 46 W. 83rd St., New 
York, N.Y. (1922) b B.S., 1922, Col. of City of 
New York; M.A., 1923, Ph.D., 1927, Columbia. 
c Buying power of labor and ost-War cycles 
(Columbia Univ. Press, 1927). d Business cycles; 
economic theory; labor; statistics. e Book on busi- 
ness cycles. £ Standard of living of 400 families 
in model housing project (New York, 1931); 
“Can budget and cost of living studies be used 
in determining a differential wage,” Jour. of 
A.S.A., 1929; “Federal Bouing, in Economic 
essays in honor of W. C. Mitchell (Columbia Univ. 
Press, 1934): “Operating cost variables in low 
cost housing,” Proc. of A., 1934; “Economic 
characteristics of blighted areas,” Jour. of L. and 
P. U. Econ., 1935. , 

ADAMS, Arthur Barto, Univ, of Oklahoma, 
Norman, Okla. (1923) a Univ. of Oklahoma, Col. 
of Bus. Admin. dear. b A.B., 1910, South Caro- 
lina; M.A., 1912, PhD., 1916, Columbia. ¢ Mar- 
keting perishable farm products. d Business cycles 
and economic theory. f Economics of business 
cycles (1925); National economic security (1936); 
Our economic revolution (1933); Trend of busi- 
ness (1932), i 

ADAMS, George Plimpton, Jr., 730 Spruce St., 
Berkeley, Calif, (1958). a Univ. of California, 
rad, student and teaching fellow. b A.B., 1929, 

arvard, d Theory; economic history; business 
cycles, 

ADAMS, James Pickwell, Brown Univ., Provi- 
dence, R.I. (1921) a Brown Univ., vice-pres. 
A.B., 1919, A.M., 1920, Michigan; LL.D., 1937, 
Brown, d Railroads and public utilities; public 
control of industry. 

DAMS, Leonard Palmer, 75 Willett St., Al- 
bany, N.Y. (1930) a New York State Dept. of 
abor, assoc, economist, b A.B., 1928, Alfred; 
M.A., 1930, Ph.D., 1935, Cornell Univ. ¢ Analysis 
of recent legislative proposals for unemployment in- 
surance in U.S. d Social insurance; industrial de- 


$ Subscribing members 


t Honorary members 


d Fields of major interest 
e Research projects under way 
f Most significant scientific publications 


member indicate the year from which dates 


velopment of U.S., particularly classification of in- 
dustries. e Study of employer merit rating under 
unemployment insurance laws. f Agr. depression 
and farm relief in England, 1813-52 (London, Eng- 
land, 1932), 

ADAMS, Leonard W., Syracuse Univ., Syra- 
cuse, N.Y. (1927) a Syracuse Univ., asst. prof. 
b B.S., 1924, Northwestern; M.A., 1927, Michi- 
gan. d Marketing. 

ADAMS, Thomas Caldwell, 242 S., 12th East 
St., Salt Lake City, Utah. (1949) a Univ. of Utah, 
assoc. prof. b B.S.C.E., 1922, Utah; Ph.D., 1927, 
Cornell. d Civil engineering; industrial manage- 
ment; engineering economy, | 

ADAMS, Walter Scott, Chillicothe High School, 
Chillicothe, IN, (1926) a Chillicothe High School, 
prin. b M.S., 1926, Illinois. d School finance. 

tTAFTALION, Albert, 60 rue Michel Ange, 
Paris, France. (1938) 

AGGER, Eugene Ewald, Rutgers Univ., New 
Brunswick, N.J. (1902) a Rutgers Univ., prof., 
Bur. of Econ. and Bus. Res., dir. b A.B.. A.M. 
1902, Cincinnati; Ph.D., 1907, Columbia. c Budget 
in American commonwealths. d Money and bank- 
ing. e Theory of organized banking. £ Organized 
banking (New York, 1918); “History of banking 
in New Jersey,” in New Jersey, a history (1930). 

AIKEN, Newton Jesse, 2001 Monroe St., Pull- 
man, Wash. (1927) a State College of Washington, 
assoc. prof. of econ. b B.A., 1908, M.A., 1922, 
State Col. of Washington. d Labor economics, in- 
dustrial relations, 

SAKERMAN, Clement, Reed Col., Portland, 
Ore. (1914) a Reed Col., prof. b A.B., 1898, 
Georgia; M.A., 1914, Harvard. d Economic theory; 
international trade; economic history. e Economic 
history of Pacific Northwest, geographical spe- 
cialization in industry. f “Tariff and agriculture,” 
1931, “Economist and econ. nationalism,” 1933, 
“Agricultural subsidies old and new,” 1934, Proc. 
of Pac. Coast Econ. Asso, 

AKERSTROM, Clarence Edwin, 36 Church St., 
Poultney, Vt. (1936) a Green Mt. Junior Col., 
dean. b B.CS., 1915, Northeastern; B.B.A., 1916, 
Boston, d Education: accountancy and law, e In- 
dustry in Sweden under Gustavus Adolphus, 

ALDERFER, Evan Benner, Wharton School, 
326 Logan Hall, Philadelphia, Pa. (1934) a Univ. 
of Pennsylvania, asst. prof. of industry. b Ph.D., 
1935, Pennsylvania, c Earnings of skilled work- 
ers in a manufacturing enterprise, 1878-1930 
(pub.). d Manufacturing industries. 

ALIVIA, Gavino, via Cogliari, 2, Sassari, Italy. 
(1934) a Unione Industriali, dir. b Doctor juris., 
1908, Univ. of Rome (Italy). c Resistenza dei con- 
traenti e scambio tra monopolisti (Rome, 1908). 
d Economic geography; population, e Population 
problem in Sardinia. £ “Di un indice che misura 
Vimpiego monetario dell’oro relativamente a quello 
dell’argento,” Giornale Degli Economisti, 1911; 
Economia e popolazione della Sardegna (Sassari, 
1931): “Fattori naturali e storici nella economia 
oe Sardegna,” Congresso Geografico, Cogliari, 


ALLEN, Edward Jones, 378 College Rd., Orono, 
Me. (1922) a Univ. of Maine, Col. of Arts and 
Sci., dean, b A.B., 1921, Colorado Col: M.A., 
1923, Ph.D., 1936, Columbia. c Second united 
order among Mormons. d Principles of economics. 
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ALLEN, Frederick L., 55 Cedar Ct, New 
York, N.Y. (1909) ; ae 

ALLEN, Harland Hill, 10 8. La Salle St, Chi- 
cago, Ill, (1928) a Harland Allen Associates, pres. 
b A.B., 1916, A.M., 1917, Colorado Teachers Col. 
d Corporate and public finance. e Categozies of 
purchasing power and respective significance in 
motivation of industry. or 

AL , Harry Kenneth, 1501 W. University 
Ave., Champaign, Il. (1936) a Univ. of Illinois, 
asst. prof. b B.S., 1920, M.S., 1932, Ph.D., 1936, 
Illinois. c Efficiency and economy in local govern- 
meni, with particular reference to Mlinois. d Public 

nance and taxation, e Administration of general 
property tax, tax titles, and administration of 
tax-reverted lands. f Costs and services cf local 
government in selected Illinois counties (Univ. of 
DL, 1936); “Administration of minor justice in 
selected Illinois counties,” Ill, Law Rev., 1937. 

ALLEN, Ruth Alice, Box 1695, Univ. Sta, Aus- 
tin, Tex. (1928) a Univ. of Texas, assoc, prof. of 
econ, b B.A. 1921, M.A., 1923, Texas; Ph.D., 
1933, Chicago. c Labor of women in production 
of cotton. d Labor; standards of living; economic 
position of women. e Historical and interpretative 
studies of labor in southwest. f Wage earners meet 
depression (Univ. of Tex. Press, 1933}; Labor of 
women in production of cotton (Univ. of Tex. 
Press, 1929). 

tALLIX, Edgard, Faculté de Droit de Paris, 
Paris, France, (Decease i} ; 

, I. W., Indiana Univ., Bloomington, Ind. 
(1937) a Indiana Univ., asst, prof. b B.S., 1926, 
Ph.D., 1936, Minnesota. ¢ Sources’ and uses of 
funds for industrial corporations, 1927-33. d Ac- 
counting. 

ALSBERG, Carl Lucas, Univ. of California, 
Giannini Found., Berkeley, Calif. (1934) a Univ. 
of California, Giannini Found., dir. b A.B., 1896 

.M., M.D., 1900, Columbia.’ d Commodity and 
consumption economics. e Colonial agricultural 
policies; commodity economic studies cn rice, 
cassava, durra, wheat, , 

AN, Oscar Louis, Ohio State Univ., 
Dept. of Econ., Columbus, Ohio. (1930) 

ALTSCHUL, Eugen, Univ. of Minnesota, School 
of Bus. Admin., Minneapolis, Minn. (1934) a 
Univ. of Minnesota, vis. prof. of econ.; Nat. Bur. 
of Econ. Res., assoc. b Rer. Pol. Dr., 1912, Univ. 
of Freiburg (Germany). c Die logische Struktur 
des historischen Materialismus. d Business cycle 
theory; statistics; mathematical economics. e 
Monograph on technical progress and agricultural 
depression. f “Konjunkturtheorie und Konjunk- 
turstatistik,” 1926, “Die Mathematik in der Wirt- 
schaftsdynamik,”? 1930, Archiv für Sozialwissen- 
schaft; ‘‘Konjunkturtheorie,” in Handwoezterbuch 
des Bankwesens (Berlin, 1933). 

ALYEA, Paul E., Box 2004, University, Ala. 
(1928) a Univ. of Alabama, asst, prof. b B.S., 
1923, M.S. 1927, Ph.D., 1934, Illinois. c Theory 
of gold standard. d Public finance; money. è 
Legal asvects of tax administration. 

AMOS, James Ellwood, Univ. of Pittsburgh, 
Pittsburgh, Pa. (1928) a Univ. of Pittsburgh, asst. 
prof, in fin. b B.A., 1923, Colorado Col.; A.M., 
1928, Ph.D., 1936, Illinois. c Economics oF corpor- 
ate saving (Studies in Soc. Sci., Univ. of Til). d 
Capital and capitalistic organization; accounting, 
business methods, investments, and the exchanges. 

ANDERSEN, Arthur, 135 S. La Salle St., Chi- 
cago, Ill. (1913) a Arthur Andersen and Co.. part- 
ner. b C.P.A., 1908, Illinois; B.B.A., 1917, North- 
western. 

ANDERSON, Benjamin McAlester, Jr., 18 
Pine St, New York, N.Y, (1911) a Chase Nat. 
Bank, economist. b A.B., 1906, Missouri; A.M., 
1910, Tlinois; Ph.D., 1911, Columbia. ce Social 
value. d Economic theory; money, prices, credit, 
banking; public finance, taxation, tariff; trade, 
commerce, commercial crises. f Social value (Bos- 
ton, 1911); Value of money (New York, 1917, 
1936); Effects of War _on money, credit, and 
banking in France and U.S. (New York, 1919); 
Chase Economic Bul. (1920 to date). 

ANDERSON. Clay Jefferson, 618 Grover St., 
Warrensburg, Mo. (1928) a Central Misscuri State 
Teachers Col., head, econ, and com, dept. b B.S., 


1925, A.M, 1927, Missouri, d Theory; govern- 
mental policy; finance and money and banking. 
a Governmental economic policy and economic 
theory. 

ANDERSON, David Fleetwood, 247 Canterbury 
Rd., Westfield, N.J. (1934) a First Boston Corp. 
b B.S., 1934, M.A., 1935, Northwestern, d Bank- 
ing and īnance; economic theory. 

ANDERSON, Don S., 2214 Chadbourne Ave., 
Madison, Wis, (1938) a Univ. of Wisconsin, assoc. 
prof. b B.S., 1919, Minnesota. d Agricultural 
economics, e Adjustments needed in Wisconsin 
agriculture, with reference to federal agricultural 
programs 

ANDERSON, Paul Ernest, U.M.W.A., 15th 
and I, N.W., Washington, D.C. (1938) a 
U.M.W.A,, econ, adviser. b S.B., 1926, Harvard. 
d Labor economics; labor piaanizanons money, 
prices, credit, and banking. e Comparison of wage 
structure in Indiana and Illinois coal mines; in- 
dexes of full time, part time, and displacement 
(bituminous coal). f “Mechanization in bituminous 
coal mining,” Dyn. Am., 1938. 

ANDERSON, Sven Axel, 2226 Burdett Ave., 
Troy, N.Y. (1931) a Rensselaer Poly. Inst., asst. 
prof. -B., 1927, Upsala Col; A.M., 1928, 
Clark; Ph.D., 1936, Columbia. c Viking enter- 
prise (Columbia Studies}. d Economic history and 
geography; resources; industry. e Contributions 
of organ zed labor to social and economic progress 
in Sweden. 

ANDERSON, Thomas Joel, Jr., eee Lane, 


Munsey Pk., Manhasset, N.Y a New 
York Uniyv., asst. prof. b B.S. in Bus. Admin., ` 
1922, A.M., 1923, Missouri; Ph.D., 1934, New 


New Jersey. , 

ANDREW, Seymour Lansing, 195 Broadway, 
New Ycrk, N.Y. (1918) a American Tel, and Tel, 
Co., chief statistician. b A.B., 1909, Harvard. d 
Econom.c statistics. 

ANDREWS, Benjamin Richard, Columbia Univ., 
Teachers Col, New York, N.Y. (1917) a Colum- 
bia Univ., prof. b A.B., 1901, A.M., 1903, Cor- 
nell Uriv.; Ph.D., 1909. Columbia. c Museums 
of education. d Standards of living; labor eco- 
nomics. f Economics of household (New York, 
1923, rev., 1935); editor, Lippincott’s home eco- 
nomics text. 

ANDREWS, John Bertram, 131 E. 23rd St., 
New York, N.Y. (1910) a Amer. Assoc. for Labor 
Legis., gen. secy. and editor. b A.B.. 1904. Wis- 
consin; A.M., 1905, Dartmouth Col.; 
1908, ‘Wisconsin, ¢ History of labor in U.S. 
d Labor economics; labor legislation. e Studies 
in administration of labor laws. 


Burma. (1937) a Judson Col.. prof. b B.A., 1925, 
926. Ph.D. California. 


1936; in Burma (Oxford 
Univ, Press, 1936); Pol. econ. of Burma (Burma 
Book Club. rev. 1938). 

ANCELL, James Waterhouse, Columbia Univ., 
New York, N.Y. (1924) a Columbia Univ., nrof, 
of ecom. b A.B., 1918, A.M., 1921, Ph.D., 1924, 
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Harvard. c Theory of international prices. d 
Money and banking; international trade; general 
theory. f Theory of international prices (Cam- 
bridge, 1926) ; Recovery of Germany (New Haven, 
1929); Behavior, of money (New York, 1936); 
“General objectives of monetary policy,” in 
Lessons of monetary experience (New York, 1937). 

ANGUS, William Newton, P.O. Box 345, Bed- 
ford Hills, N.Y. (1921) a William a Inc., 
secy. and treas, b A.B., 1922, M.E., 1925, Columbia. 

ANSON, Charles Phillips; Roanoke Col., Salem, 
Va. (1930) a Roanoke Col., assoc. prof. b A.B., 
1924, Wisconsin; M.A., 1930, Ohio State. d La- 
bor; public finance; marketing. e History of labor 
movement in West Virginia. 

ANTHONY, A. B., Univ. of Southern Cali- 
fornia, Los Angeles, Calif, (1923) : 

ANTHONY, Donald Elliot, Kent State Univ., 
Kent, Ohio. (1923) a Kent State Univ., prof. b 
B.A., 1922, Stanford; M.A., 1923, Cornell Univ.: 
Ph.D., 1928, Stanford. c Problems of women and 
children in canning industry of central California. 
d Labor; social problems. e Labor relations in 
rubber industry. f “Filipino labor in central Cali- 
fornia,” Soc. and Social Rev., 1931; “Swope Plan,” 
1932, “Inflation from bottom up,” 1933, Soc. Sci.; 
“Individualism and unemployment,’’ Inst. Amer. 
Soc. Legis. Rev., 1931. | ; 

ARANT, Roscoe, University, Miss. (1936) a 
Univ. of Mississippi, assoc. prof. of econ. b B.A., 
1930, M.A., 1931, Vanderbilt; Ph.D., 1936, North- 
western. c State taxation of business. d Public 
finance and taxation. e History of taxation in 
southern states. 

_ ARBUTHNOT, Charles Criswell, 2263 Dem- 
ington Dr., Cleveland, Ohio. (1904) a Western 
Reserve Univ., prof. of bus. and econ. b B.S., 
1899, Geneva Col.; Ph.D., 1903, Chicago; LL.D., 
1916, Geneva Col. c Development of industrial 
corporation, and function of entrepreneur. d Busi- 
ness organizations and public control. £ “Factor 
system as related to industrial combinations,” 

.P.E., XV; “A ‘stabilized dollar’ would produce 

eas changes in periods of falling prices,” 


ARMBRUSTER, Adolph Henry, 101 Morris 
Ave., Athens, Ohio. (1932) a Ohio Univ.. Col. of 
dean. b B.A., 1918, Western Reserve; 
M.B.A., 1921, Harvard. d Economics; finance, 

ARMSTRONG, A. B., North Texas Agric. Col., 
Dept. of Econ., Arlington, Tex. (1938) a North 
Texas Agric. Col, prof. of econ, b B.A., 1918, 
M.A., 1924, Arkansas. d Economic history; trans- 
portation; theory; money and banking. e History 
of Texas and Pacific Railway. f “Inflation,” South- 
western Banker. 1937; "Palliative or remedy,” 
Texas Weeklv. Dec. 18, 1937. 

ARMSTRONG, Florence A., 2405 Russell Rd., 
Alexandria, Va. (1923 

ARMSTRONG, Floyd E., Massachusetts Inst. 
of Tech., Cambridge, Mass. (1917) a Massachu- 
setts Inst. of Tech., prof. b A.B., 1914, A.M., 1916, 
Michigan. d Finance and investments. f£ Chapters 
in economics. 

*ARMSTRONG, Henry Clay, 1012 Palafax St., 
Pensacola, Fla. (1887) a Retired. b B.S., 1887, 
Alabama Poly. Inst. d Taxation. 

ARMSTRONG, Ian Alastair, 1191 Euclid Ave., 
Berkeley, Calif. (1935) a Balfour, Guthrie and 
Co., Ltd., dept. mgr. d International trade, finance, 
and relations, 

ARMSTRONG, Robert Helms, 485 Madison 
Ave., New York, N.Y. (1934) a Armstrong and 
Armstrong, partner. b A.B., 1922, Columbia. d 
Business methods; investments; taxation: social 
problems. e Relation of value theory to building 
construction and real estate trends. 

ARNDT, Ernest H. D., Univ. of Pretoria, Pre- 
toria, South Africa. (1923) a Univ. of Pretoria, 
prof. b B.A., 1920, Univ. of South Africa: A.M., 
1922, Ph.D., 1924, Columbia. c Currency develop- 
ment in South Africa. d Banking. e South African 
banks of the past. f Banking and currency de- 
velopment in South Africa (Capetown, 1928): In- 
vestment policies of insurance companies in South 
Africa (Pretoria. 1937). 

ARNDT. Karl Matthews, Univ, of Nebraska, 
Lincoln, Neb. (1925} a Univ. of Nebraska, assoc. 


rof. of econ, b Litt.B., 1922, Notre Dame. d 
Moner; prices, credit, and banking. 

ARNER, George B. Louis, 822 Aspen St., N.W., 
Washington, D.C. (1910) a U. S. Dept. of Agric., 
principal agric. ‘economist; editor, volumes on un- 
employment census and abstract of 15th census. 
b B.L, 1904, Baldwin-Wallace Col.; A.M., 1906, 
Ph.D., 1908. Columbia. c, Consanguineous mar- 
riages in American population. d Agricultural eco- 
nomics; foreign trade; social problems; popula- 
tion. f Elements of socialism (with J. Spargo) 
(New York, 1912); “Land values in New York 
City,” ONE. 1922; Indian population of U.S. and 
Alaska (U.S. Census, 1937). 

ARNOLD, Arthur Z., 133 W. 7ist St., New 
York, N.Y. (1931) a New York Univ.; Cal 
City of New York. b LL.B., 1921, A.B., 
George Washington; M.S., 1928, Ph.D., 1937, 
Columbia, c Banks, credit, and money in Soviet 
Russia (Columbia Univ., 1937) d Economic theory 
and its histcry; money, prices, credit, and bank- 
ing; capital and capitalistic organization. e His- 
tory of econamic thought. 

ASHBURN, Karl Everett, Texas Tech. Col., 
Lubbock, Tex. (1937) a Texas Tech. Col., prof. of 
econ. b. A.B.. 1926, A.M., 1928, Texas Christian; 
Ph.D., 1934, Duke. c Development of cotton pro- 
duction in Texas. d Economics of agriculture; eco- 
nomic history; economic theory; money and bank- 
ing. e Some observations on business forecasting ; 
conservation of natural resources in U.S. £ “Fair 
trade practices,” New Mexico Bus. Rev., 1938. 

ASHLEY, Roscoe Lewis, 685 Prospect Crescent, 
Pasadena, Calif. (1934) a Pasadena Junior Col., 
chairman, dept. of soc. sci. b A.B., 1894, A.M. 
1898, Rochester. c Correlation of government and 
industry. f American federal state (New York, 
1902); The new civics (New York, 1917, 1926); 
Our contemporary civilization (New York. 1935). 

ASHTON, Herbert, 502 Cedar Lane, Swarth- 
more, Pa. (1928) a Transport. consultant. b A.B., 

11, C.E., £913, Cornell Univ,; Ph.D., 1936, 
Harvard. c An economic analysis of element of 
speed in transportation. d Transportation; public 
utilities; public finance; corporation finance, e 
Analysis of time element in distribution; produc- 
tivity of railway workers, f£ “Ec, speed for tonnage 
freight,” Dec. 24, 1921, “Railway opr. methods in 
Argentina,” Feb. 10, 1923, Railway Age; ‘“Price- 
ganie and purchasing agent,” Elec. World, Aug. 


4, 1928. 

ASOFSKY. Abraham Allen, 8301 21st Ave., 
Brooklyn, N.Y. (1936) a Soc. Sec. Bd., auditor. 
b B.A., 1933, Brooklyn Col.; M.B.A., 1936, New 
York. d Accounting; relief; statistics. f Reorgan- 
ization of railroads (New York Univ., 1936). 

ATKINS, Paul Moody, 199 Inwood Ave., Upper 
Montclair, N.J. (1915) b B.A., 1914, M.A., 1915, 
Yale; D.U.P., 1925, Univ. of Paris (Printe 
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York, N.Y. (1936) a Russell Sage Found., asst. 
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England; family expenditures studies of B.L.S., 
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troit; A.M., 1930, Michigan. d Accounting, busi- 
ness methods, investments, and exchanges; pub- 
lic fnance, taxation, and tarif, 

HERBERT, Charles Henry, Sun Life Assur. 
Co. of Canada, Montreal, Can. (1937) a Sun Life 
Assur. Co. of Canada, investment economist. b 
B,Com., 1927, McGill (Canada). 

HERBST, Alma, 1865 Franklin Ave., Columbus, 
Ohio. (1924) a Ohio State Univ., assoc. prof. b 
A.B., 1914, Ohio State; Ph.D., 1930, Chicago. c 
Negro in slaughtering and meat packing industry 
in Chicago (Boston, 1930). d Labor. e Decisions 
of N.L.R.B. 

HERRMANN, Helen, 21 E. 92nd St, New 
York, N.Y. (1928) b A,B., 1926, Bryn Mawr Col; 


. M.A., 1929, Columbia. d Labor and industry; 
- consumer problems. Philadelphia machinists 
N. R. P.. Philadelphia, in press) 


HERROLD, Lloyd Dallas, 2210 Hartzell St., 
Evanston, Ill. (1938) a Northwestern Univ., prof. 
b A.B., 1919, Wisconsin; M.B.A., 1925, North- 
western. d Marenn advertising, 

HESS, Herbert .. Univ. of Pennsylvania, 
Wharton School, Philadelphia, Pa. (1935) a Univ. 
of Pennsylvania, prof. b A.B., 1904, Northwest- 


“land, Ohio. (1931) a Ohio Pub. Serv. C 


ern; Ph.D., 1914, Pennsylvania. c Fundamental 
principles of advertising. d Marketing, advertising, 
and salesmanship. 

HESS, Ralph Henry, 555 Ardsley Rd., Scars- 
dale, N.Y. (1935) a Col. of City of New York, 
prof. b B.S., 1900, M.S., 1903, Colorado State Col.; 
Ph.D., 1908, Wisconsin, c Evolution of irrigation 
water rights in U.S. d Finance; public utilities; 
statistics (foreign and international aspects). e 
Indebtedness as a paralyzing influence on in- 
dustry and trade. f Foundations of national pros- 
perity (with Ely, Leith, and Carver) (New York, 
1918); Outl:ne of economics (with Ely) (New 
York, 1937). 

HETTINGER, Herman Strecker, 4537 Spruce 
St., Philadelshia, Pa. (1936) a Univ. of Pennsyl- 
vania, asst. prot. of marketing. b B.S. in Ec., 
1923, M.A., 1929, Ph.D., 1933, Pennsylvania. c 
Use of radio broadeasting by advertisers. d Mar- 
keting; advertising; broadcasting economics. e 
Several mincr projects in marketing practices in 
radio advertising. f Decade of radio advertising 
(Univ. of Chicago Press, 1933); editor and con- 
tributor, Radio: the fifth estate (Annals, 1935; 
Practical radio advertising (with W. Neff) (New 
York, 1938); “Economic ghee of broadcasting,” 
Sup, Rep. on Soc. Econ, Data, Eng. Dept. F.C.C., 


HEWETSON, Henry Weldon, Univ. of Alberta, 
Edmonton, Can. (1929) i 

HEWETT, William Wallace, Univ. of Cincin- 
nati, Dept. of Econ., Cincinnati, Ohio, (1921) a 
Univ. of Cincinnati, prof., head, dept, of econ. 
b A.B., 1920, Swarthmore Col.; A.M., 1922, Ph.D., 
1924, Pennsylvania. ¢ Definition of income and its 
application in federal taxation (Philadelphia, 1925). 

Economic theory; government and business; 
public finance. e Concept of income in theory and 
taxation. f “Concept of income,” 1925, “Irving 
Fisher on income,” 1929, A.E.R.; “Income in 
federal taxation,” J.P.E., 1925; Rudiments of eco- 
nomics (New York, 1927); Applied economics 
(with R. T. Bye) (New York, 1927, rev. 1934). 

HEYMAN, George H., Jr., 645 West End Ave., 
New York, N.Y. (1938) a Abraham and Co., asst. 
statistician. b B.B.A., 1936, Col. of City of New 
York; M.B.A., 1938, New York. d Money; bank- 
ing and finance; public utilities. 

HIBBARD, Benjamin Horace, Agric. Hall, 
Madison, Wis. (1908) a Univ. of Wisconsin, prof. 
b B.S.A., 1898, Iowa State Col.; Ph.D., 1902, 
Wisconsin. c Agricultural history of Dane County, 
Wisconsin. d Land, tenancy, taxation. e Relative 
tax burden of farm and urban taxpayers, f History 
of our public land policies (1924); Marketing 
agricultural products (1921). 

HICKOK, Charles Thomas, Coe Col., Cedar 
Rapids, Iowa. (1924) a Coe Col., prof. b A.B., 
1890, Ph.D., 1895, Western Reserve. e Negro in 
Ohio. d Political science. 

HICKS, C::fford M., Univ. of Nebraska, Lin- 
coln, Neb. (1934) 

HICKS, William Trotter, Box 252, Asheville, 
N.C. (1935) a U. S. Forest Serv., economist. b 

S., 1927, M.S., 1928, Florida; Ph.D., 1935, 
Northwestern. c Economic effects of nationalization 
of foreign property in Mexico. d Agriculture, min- 
ing, forestry, and fisheries; geography; trade, 
commerce, and commercial crises. e Forests in 
economy of specific southern states. 

HIDY, (Mrs.) Muriel Emmie, Box 203, Norton, 
Mass. (1932) a Wheaton Col., instr. b B.A., 1927, 
British Columbia (Canada); M.A., 1928, Clark. 
d Economic history. e George Peabody, merchant 
and financier. 

*HIJAKATA, S., 47 Ichibancho, Kojimachi-ku, 
Tokyo, Japan. (1921) 

HILL, Daniel A., 12503 Lancelot Ave., Cleve- 


mercial engineer; Alliance Pub. Serv. 
pres.; Fenn Col., instr. b A.B., 1929, M.B.A., 
1936, Western Reserve. d Statistics; public utili- 
ties, e Business forecasting. f Valuation of electric 
utility property (Cleveland, 1936). 

H , George Bradbury, 485 Pelham Rd., New 
Rochelle, N.Y., (1923) b B.S.A., 1908, Wisconsin; 
M.A., 1920, Columbia. d Economic theory; labor. 
e Theory of “general glut.” 
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HILL, William E., 606 Forster St., Harrisburg, 
Pa. (1938). 

HILLHOUSE, James, Sachem’s Wood, New 
Haven, Conn, (1909). ; 

HIMADEH, Sa'id Behmed, American Univ., 
Beirut, Lebanon. (1928) a American Univ. of 
Beirut, assoc. prof. of applied econ. B.C., 
1914, American Univ. of Beirut; M.A., 1928, Co- 
lumbia, d Money, prices, credit, and banxing; 
public finance and taxation, e Economic organiza- 
tion of Palestine (in English); economic or- 
ganization of trans-Jordan (in Arabic). f Monetary 
and banking system of Syria (English and Arabic 
eds.) (Beirut, 1935); Economic organization of 
Syria (in English) (Beirut, 1936); Economic 
organization of Iraq (in Arabic) (Beirut, 1938). 

HIMMELBLAU, David, 337 E. Chicago Ave., 
Chicago, Ill. (1914) rs 

HINMAN, Albert Greene, The Principia, Elsah, 
Ti). (1934) a The Principia, prof. of econ. b B.J., 
1917, Missouri; M.A., 1924, Wisconsin; Ph.D., 
1931, Northwestern, c Population growth and its 
demands upon land for housing in Evanston, Il 
d Economic theory; land economics, f£ Urban land 
economics (with Dorau) (New York, 1928). 

HINRICHS, Albert Ford, 3214 Newark St., 
N.W., Washington, D.C. (1935) a Bur. of Labor 
Statis., chief economist. b A.B., 1921, M.A., 1922, 
Ph.D., 1923, Columbia, ¢ United Mine Workers of 
America and nonunion coal fields, d Theory 
(wages); economic history (productivity); labor; 
social programs and reforms (planning and_eco- 
nomic controls). £ Printing industry in New York 
City (1923); Social economics (trans. of von 
Wieser); National economic planning (with Lor- 
win) (Washington, 1935). 

HIRSCH, Harold, 1045 Hurt Bldg., Atlanta, 
Ga. (1933) a Hirsch_and Smith, lawyer. b_A.B., 
1901, Georgia; LL.B., 1904, Columbia; LL.D. 
1927, Georgia. d Social economics, 

HJELMSTAD, J. H., 416 S. Seventh St., Moor- 
head, Minn. (1934) a Concordia Col., prof. of 
econ. b B.A., 1912, South Dakota; M.A., 1915, 
Minnesota. . 

. HO, Tinn Gwang, 5005 13th St, N.W., Wash- 
ington, D.C. (1337) b B.A., 1927, West China 
Union (China); M.A., 1932 Wesleyan Univ., M.S., 
1933, Syracuse; Ph.D., 1935, American. c Eco- 
nomic thought of Kwantze. d Public finance and 
taxation; money and banking; pure economics; 
transportation, ¢ Problems of income taxation of 


China; financial reconstruction of China after 
Sino Japanese ar. 
HOAGLAND, Henry E., Ohio State Univ., Col, 


of Com., Columbus, Ohio. (1910) a Ohio State 
Univ., prof. of bus. fin. b A.B., A.M., 1910, Ili- 
nois; Ph.D., 1917, Columbia. ¢ Collective bargain- 
ing in lithographic industry. d Business finance; 
real estate. e Real estate finance. f Corporation 
finance (1933, rev., 1938). 

HOBSON, Asher, Univ. of Wisconsin, Col. of 
Agric., Madison, Wis. (1920) a Univ..of Wiscon- 
sin, prof., chairman, dept. of agric. econ. b 
B.A., 1913, Kansas; M.A., 1915, Wisconsin; Dr. 
Pol, Sci., 1931, Univ. of Geneva (Switzerland). 
c International Institute of Agriculture (pub.). d 
National agricultural policies and international re- 
lations as they affect agriculture. e Agricnlture’s 
stake in international trade. 

tHOBSON, John A., 3 Gayton Crescent, Hamp- 
stead, London, N.W., England. (1938) 

HODDE, Ferdinand Henry, 3634 Woodford Rd., 
Cincinnati, Ohio. (1933) 

HODGES, Julian Adair, Kansas State Col., 
Manhattan, Kan. (1928) a Kansas State Col. b 
B.S. in Agric., 1917 S. in Agric. Econ., 1923, 
Kentucky; A.M. in Econ., 1938, Harvard. d Agri- 
cultural economics, e Factors affecting farm in- 
come in Kansas. f Agricultural resources in Kansas 
(with R. I. Throckmorton, W. H. Pine. W. E. 
Grimes) (Kan. State Col. Bul., 1937); Types of 
farming in Kansas (with F. F. Elliott, W. E. 
Grimes) (1930), Dairy farm organization in south- 
eastern Kansas (with R. S. Kifer, R. D. Nichols) 
(1931) (Kan. Agric. Exp. Sta. Buls.); “Effect of 
rainfall and temperature on corn yields in Kansas,” 
J.F.E.. 1931. 

HODGES, Jobn R., Arkansas A. and M. Col, 


Monticello, Ark, (1938) a Arkansas A. and M. 
Col., prof. b B.A., 1929, M.A., 1933, Ph.D., 1937, 
Texas. c Historical and critical study of develop- 
ment of capital concept. d Economic theory; eco- 
nomic history. 

ODGKINS, Alton Ross, Randolph-Macon 
Woman’s Col., Lynchburg, Va. (1926) a Randolph- 
Macon Woman's Col, prof. of econ. and soc. b 
A.B., 1911, Bates Col.; A.M., 1926, American, 
Ph.D., 1929, Johns Hopkins. c Campomanes, a 
representative Spanish economist of time of Adam 
Smith. d Economic history; economic geography ; 
consumption; taxation. e Book on standards of 


living. 

HODGSON, James Goodwin, 625 Remington 
St, Ft. Collins, Colo. (1935) a Colorado State 
Col., prof., librarian. b_B.A., 1915, Iowa; B.L.S., 
1917, New York State Lib. School. d Bibliography 
of economics; international trade in agricultural 
products. £ Compiler, official publications of Ameri- 
can counties (Ft. Collins, 1937). 

HOFFMAN, George Wright, Univ. of Pernsyl- 
vania, Logan Hall, Philadelphia, Pa. (1920) a 
Univ. of Pennsylvania, prof. of ins. and market- 
ing. b A.B., 1919, Park Col.; Ph.D., 1925, Penn- 
sylvania. c Hedging by dealing in grain futures. 

Organized commodity and aie? markets; 
agricultural insurance. e Critique of organized 
speculation; introduction to economic research, f 
Future trading upon organized commodity mar- 
kets (Univ. of Pa, Press, 1932); Security markets 
(staff contributor) (Twentieth Cent. Fund, 1935); 
co-author, Major transactions in 1926 December 
wheat future (U, S. Dept. of Agric., 1928). 

HOHMAN, Elmo Paul, Northwestern Univ., 
318 Harris Hall, Evanston, Ill. (1936) a North- 
western Univ., assoc, prof. b A.B., 1916, A.M. 
1917, Illinois; A.M., 1920, Ph.D., 1925, Harvard. 
c American whaleman: a study of labor conditions 
in whaling industry. d Labor problems and labor 
organizations; insurance and pensions. e Shipping 
industry; maritime labor. f American whaleman 
(New York, 1928); “Seamen,” “Longshoremen,” 
and “Fisheries” in Ency. of Soc. Sci. 

HOISINGTON, Frederick R., Jr., 67 Broad St., 
New York, N.Y. (1935) a Int. Tel. and Tel. 
Corp., economist. b B.S., 1919, Trinity. d Foreign 
exchange; foreign economic statistics; coal: con- 
sumer movement; consumer credit. e Cost of con- 
sumer credit; suppression of competition in retail 


coal, 

HOLDSWORTH, John Thom, Univ. of Miami, 
Coral Gables, Fla, (1903) a Univ. of Miami, 
School of Bus. Admin., dean. b A.B., 1904. New 
York; Ph.D., 1907, Pennsylvania, ¢ First bank of 
U.S. d Money and banking; finance. f Money and 
banking (New York, 6th ed., 1938). 

HOLLADAY, James, Box 1995, University, 
Ala. (1928) a Univ. of Alabama, prof. S 
1915, Georgetown Col. (Ky.); M.S., 1923, Illinois; 
Ph.D., 1927, Iowa, c History of banking in Canada. 
d Money, prices, credit, and banking; capital and 


capitalistic organizations; economic histcry. e 
Unit banks in Alabama. f Canadian banking 
system (Boston, 1938). 

HOLLANDER, Jacob H., 1802 Eutaw Pl, 


Baltimore, Md. (1890) a Johns Hopkins Univ. 
Abram G, Hutzler prof. of polit. econ. A.B., 
1891, Ph.D., 1894, Johns Hopkins; LL.D., 1938, 
Univ. of Glasgow (Scotland). c Cincinnati South- 
ern Railway: study in municipal activity. d His- 
tory of economic thought; public finance. e Life 
and work of David Ricardo. £ David Ricardo: a 
centenary estimate (Baltimore, 1910); editor, Ri- 
cardo’s Notes on Malthus (Baltimore, 1928) ; 
Ricardo’s minor papers on currency question (Bal- 
timore, 1932); War borrowing (New York, 1919); 
Economic liberalism (New York, 1925}; Want and 
plenty (New York, 1932). , 

HOLMES, Clarence Leroy, 8 Virginia Ave., 
Alexandria, Va. (1918) b B.A., 1907, Michigan; 
Ph.D., 1920, Wisconsin. c Horses and mules in 
American farming, d Farm management; agricul- 
tural economics. e Readjustments in principal 
American farming regions. £ Economics of farm 
organization and management (New York, 1927}; 
Types of farming in Lowa (Iowa Exp. Sta. Bul. 
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HOLMES, Frederick Bausman, 1424 N St, 
Sacramento, Calif. (1937) a California State Dept. 
of Emp., Statis. Sec., intermediate acct. clerk. 
b A.B., 1936, California. d Social legislation; 
business cycles. e Seasonal study of unemploy- 
ment in California. , 

HOLMES, Floyd C., 1359 Hudson Ave., Chi- 
cago, Ill. (1934) a Lewis Inst., assoc. prof, 
„A.B. 1925, Northwest Missouri State Teachers 
Col. d Economic theory; social problems and re- 
forms, Í “Constitutional limitations upon municipal 
debt in Missouri,” Kansas City Law Rev., 1938. 

O N, Paul Thomas, Cornell Univ., Dept. 
of Econ., Ithaca, N.Y. (1925) a Cornell Univ., 
prof. of econ. b B.A., 1914, Willamette, 1919, 
Oxford Univ. (England) ; Ph.D., 1926, Brookings. 
c Contemporary economic thought. d General eco- 
nomic theory; public control of business, e Govern- 
ment in relation to industry (with others at Brook- 
ings Inst.); general treatise on economic, political, 
and administrative aspects of public regulation. f 
Contemporary economic thought (1928) ; co-author, 
National recovery administration (1935), Sugar 
economy of Puerto Rico (1938). : 

_ HON, Ralph C., Southwestern Col, Memphis, 
Tenn. (1928) a Southwestern Col, prof. b A.B., 
1924, Illinois; A.M, 1927, Harvard; Ph.D., 1930, 
North Carolina. c Railway efficiency since 1920. d 
Money and banking; marketing; finance; transpor- 
tation. 

- HONNOLD, Junia H., Hotel Webster Hall, 
Cass and Putnam Sts., Detroit, Mich. (1930) 

. HOGD, Robin, Brookings inst., Washington, 
D.C. (1937 . 

HOOVER, Calvin Bryce, Duke Univ., Durham, 
N.C. (1925) a Duze Univ., prof. b A.B., 1922, 
Monmouth Col.; Ph.D., 1925, Wisconsin; Lit.D., 
(Hon.), 1934, Columbia. c Capital and contract in 
Genoa in 12th and 13th centuries. d Economic 
theory; economic systems; government and in- 
dustry; Russian and German economic institutions. 
e Theory of capital formation in relation to pur- 
chasing power. f£ Economic life of Soviet Russia 
(New York, 1931); Germany enters third reich 
(New York, Tee Dictators and democracies 
(New York, 1937); “Brokers’ loans and bank 
deposits,” J.P.E., 1929; “Agricultural Adjust- 
ment Act,” Econ. four., 1934. 

HOOVER, David Henry, 804 Springfield Ave., 
Urbana, Ill. (1937) a Univ. of Illinois, assoc. in 
econ. b M.A, 1914, Bridgewater Col.;,. M.S., 
1916, Vanderbilt; B.D., 1918, Chicago; Th.D., 
1920, So. Baptist Theolog. Sem, c Effectiveness 
of juvenile probation. d Sociology; social pa- 
thology; criminology; delinquency. 

HOOVER, Edgar Malone, Jr., Univ. of Michi- 
gan, Dept. of Econ., Ann Arbor, Mich. (1933) 
a Univ. of Michigan, asst. prof. b A.B., 1928, 
A.M., 1930, Ph.D., 1932, Harvard. ¢ Location of 
shoe industry in U.S. d Location theory; mo- 
nopolistic competition; theory in general; statis- 
tics. e Locational planning and control, f Location 
theory and shoe and leather industries (Harv. 
Econ. Studies, 1937). : 

HOOVER, Glenn Edwin, Mills Col., Oakland, 
Calif. (1925) a Mills Col., assoc, prof. of econ. 
b LL.B., 1912, M.A., 1922, Univ. of W ashimgton: 
Docteur. en Droit, 1924, Univ. of Strasbourg 
(France). c La stabilization du franc. d Monetary 
theory; public finance; labor. f£ “Economie effects 
of inheritance taxes,” A.E.R., 1927; “Our Mexi- 
can immigrants,” For, Affairs, 1929; ‘Justice and 
wages,” Soc. Forces, 1927, 

HOPKINS, Francis Washburn, 221 Harrison 
Ave., Highland Parx, N.J. (1927) a New Jersey 
Col. for Women, asst. prof. b A.B., 1918, Ph.D., 
1930, Yale; LL.B., 1925, Fordham. ¢ Historica 
sketch of local finarce in Connecticut until 1930, 
with special referenze to forest resources, forest 
industries, and the taxation of forests. d Capital 
. and capitalistic organization; public finance; taxa- 
tion and tariff. e Comparative study of Port of 
New York Authority and Port of London Au- 
thority. £ Historical sketch of local finance in 
Connecticut until 1930 - (Ann Arbor, 1936); ‘‘In- 
vestment operations >f universities,” Jour. of Bus., 


1932. 
HOPKINS, John Abel, Jr., Iowa State Col., 


Agric. Econ. Dept., Ames, Iowa. (1922) a Iowa 
State Col., assoc. prof. b B.S., 1917, Delaware; 
A.M., 1921, Ph.D., 1924, Harvard. c Economic 
history of production of beef cattle in Iowa. d 
agricultural sconomics; price analysis; farm man- 
agement; agricultural economic history. e Techno- 
logical changes as affecting employment in agri- 
culture (with Nat. Res. Project of U.P.A.); farm 
organization and management studies, Iowa Agric. 
Exp, Sta, Economic history of beef cattle 
roducts in Iowa (Iowa City, 1928); Elements of 
arm management (New York, 1936); Farm 
records (Amas, 1936), 

HOPKINS, Louis Jay, 1385 Hillcrest Ave., 
Pasadena, Calif. (1911) a Retired. 

HOPKINS, William Stephen, Dept. of Econ., 
Stanford University, Calif. (1934) a Stanford Univ., 
asst. prof. b B.S., 25, M.A., 1928, Oregon; 
Ph.D., 1932, Stanford. c Development of concept 
of profit in American economic theory. d Labor 
economics; collective bargaining; socialisms and 
social reform. e Causes of impasses in settlement 
of labor disputes. f Seasonal unemployment in 
state of Wasnington (Univ. of Wash. Press, 1936). 

HOPSON, Howard C., 61 Broadway, New York, 
N.Y. (1911) 

HORAK, Jacob, 58 Ohio Ave., Tiffin, Ohio. 
(1929) a Heidelberg Col, prof. b Ph.B., 1916, 
Ph.D., 1920, Chicago. c Assimilation of Czechs in 
Chicago, d Capital; money; public finance; theory; 
international trade and tariffs; population and 
migration; social problems; statistics. e Compari- 
son of recent Canadian and American immigration 
and naturalization policies; minorities and Ger- 
man penetration to the East; fundamentals of re- 
covery; economic problems of Sudeten Germans. f 
Foreign benefit societies in Chicago (IL State 
Health Ins. Com. Report, 1919); “Effects of War 
upon emigration from Czechoslovakia,” Soc. Serv. 
Rev., 1928; Admission of aliens and their naturali- 
zation in U.S. (in Czech language) (Chicago, 
1929; Czechoslovakia, 1931). 

HORNE, Gilbert Richard, 639 Sunset Ave., 
Windsor, Ont., Canada, ( 1933) a Assumption Col., 
asst. prof. b B.A., 1931, Western Ontario (Can- 
ada); M.A., 1936, Michigan. d Money and Bank- 
ing; labor and social reform. 

HORNE, McDonald Kelso, wk 827 N. State 
St., Jackson, Miss. (1936) a Mississippi Unemp. 
Comp. Com., dir. of res. and inf. b B.A. 


: Labor 


ington, D.C. AS Ade a Bd. of Gov. of Fed 


Robert Ray, R.R. 6, Ann Arbor, 
Mich. (1929) a Univ. of Michigan, instr. b A.B. 


Acad., 1931. 
HORNER, Seward L., General Motors Corp., 
1775 Broadway, New York, N.Y. (1923) 
HORTON, Donald Clare, Dept. of Agric., 
Washington, D.C. (1926) a Bur. of Agric. Econ., 
economist. b B.S., 1926, M.A., 1927, Ohio State; 
Ph.D., 1933, Michigan. c Theory of public control 
of banking. d Finance, public and private; farm 
mortgage credit. e Amount, sources, terms, and 
conditions of arm mortgage credit by states, 1900- 
36. £ Long-term debts in U.S. (Dept. of Com., 
Bur. of For. and Dom. Com., 1936); Regional 
variations in sources of farm mortgage credit, 
Jan. 1, 1935-33 (Dept. of Agric.). 
HORWITZ, James William, 910 Memorial Dr., 
Cambridge, Mass. (1927) a B., F. Sturtevant Co., 
statistician, b A.B., 1910, M.B.A,, 1926, Harvard. 
MER, Windsor Arnold, Harvard Bus. 
School, 211 Morgan Hall. Soldiers Field, Boston, 
Mass. (1929) a Harvard Bus. School, prof. b A.B., 
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1919, M.B.A., 1921, Harvard. d Accounting. e 
Cases and comments on accounting. f Problems in 
accounting; Effect of direct charges to surplus on 
measurement of income, 

HOTCHKISS, Willard Eugene, 800 16th, St., 
N.W., Washington, D.C. (1902) a U. S. Govt., 
consultant. b Ph.B., 1897, M.A., 1903, Ph.D., 1905, 
Cornell Univ.; LL.D., 1927, Northwestecr. c 
Judicial work of comptroller of Treasury, d In- 
dustrial and social relations. e Mechanization 
in coal industry. £ Higher education and business 
standards (New York, 1918); History shipbuild- 
ing labor adj. bd. (with H. R. Seager) (Wasking- 
ton, 1920); Labor rel. in coal mining (with L. 5. 
Dennison and J. H. Willits) (Washington, 1924) ; 
Business in new era (New York, 1929); Setting 
of business education (Stanford Univ., 1927). 

HOTTENSTEIN, Marcus Stephen, 60 E, 42nd 
St., New York, N.Y. (192a a Lawyer. b A.M., 
1899, Muhlenberg Col.; LL.B., 1899, Pennsyl- 
vania. d Economic history and geography; trans- 
portation and communication; trade, commerce, 
and commercial crises; capital and capitalistic or- 
ganization. 

HOUCHINS, Joseph Roosevelt, 618 R St. 
N.W., Washington, D.C. (1937) a U. S. Dept. of 
Com., asst. specialist, Negro statistics. b A.B., 
1926, LL.B., 1927, M.A., 1930, J.S.D., 1934, Cor- 
nell Univ. ¢ Legal protection of racial minorities 
in American labor market. d Labor and labor or- 
ganizations; money and banking; American gov- 
ernment; constitutional law, e Negro retail enter- 
prises in 15 leading cities. f Negro trade associ- 
ations (1936), Causes of Negro insurance com- 
panies failures (€1937}, Negro chambers of com- 
merce ant (Bur, of For, and Dom. Com,.). 

HOUSTON, G. Sidney, First Service Corp., St. 
Paul, Minn, (1936) 

HOVDE, Howard T., 24 E. Princetor. Rd., 
Cynwyd, Pa. (1934) a Univ. of Pennsylvania, 
Wharton School, asst. prof. of marketing. b B.S. 
in Econ., 1922, Ph.D., 1930, Pennsylvania. c 
Relative effects of size of type, leading, and con- 
text. d Marketing and advertising. e Reports on 
advertising copy testing, advertising agency man- 
agement, reader interest studies, {£ Pay roll poli- 
cies (C. of C., Philadelphia, 1937); “Trends in de- 
velopment of marketing research,” Amer, Marketing 
Jour., 1936; Legibility of type (Mech. Bul., 
Amer, News Pub. Asso., 1934). 

HOWARD, Charles H., Room 717, 65 Broad 
St., Rochester, N.Y. (1923 

HOWARD, Earl Dean, 1868 Sheridan Rd., Ev- 
anston, Ill, (1905) a Northwestern Univ.. oroi. b 

.B., 1902, Ph.M., 1903, Ph.D., 1905, Chicago. c 
Recent industrial progress of Germany (Hart, 
Schaffner and Marx prize, 1905). d Sociology. 

OWARD, Edwin Henry, Box 796, Lex:ngton, 
Va. (1925) a Washington and Lee Univ., asst. 
prof. b B.S., 1924, Washington and Lee; M.S., 
1932, Columbia. d Accounting. 

HOWARD, Stanley Edwin, 7 College Rd., 
Princeton, N.J. (1912) a Princeton Univ., assoc. 
prof., chairman of dept. b A.B., 1910, Bates Col.; 
A.M., 1913, Ph.D., 1916, Princeton, c Movement 
of wages in New England cotton manufacturing 
industry since 1860. d Accounting, business meth- 
ods, investments, and exchanges; capital and capi- 
talistic organization (public aspects of corporation 
finance). e Treatise on corporation finance. f A B C 
of accounting (Princeton Univ. Press, 19293; “In- 
terest, rent, and normal return on capital invest- 
ment,” 1920, “Public utility rate and depreciation 
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THE GERMAN CORPORATION LAW OF 1937 


The new legislation creates a separate law for the corporation and limited partnership 
with transferable shares which were previously regulated under the Civil Law Code.’ It 
applies some of the leading economic ideas of the National Socialists to the field of business 
organization. The main objects of the law include the following: (1) restriction of the 
privilege of incorporation to medium and large-size firms in order to force business into the 
more personal partnership form; (2) an attempt to make the corporation itself less im- 
personal in nature by means of publicity; (3) introduction of the “leader principle” 
(Fiihrerprinzip) ; (4) protection of the interests of the public, employees and company by 
granting to the state broad powers of intervention. 

A study of the law and its background reveals the National Socialist desire to force 
all forms of economic activity to observe its rule of “public welfare before individual gain” 
(Gemeinnutz vor Eigennutz). It also illustrates the fact that there has by no means been 
complete unanimity of opinion over economic matters in the Third Reich. Although there 
was some opposition to the corporation as a vestige of liberalism, the law can. hardly be 


termed radical. 

The new German corporation law of January 30, 1937, is-important for 
two reasons: first, it is the first thorough-going change in the law of cor- 
porations since 1884. It creates a new special law for the corporation ( Ak- 
tiengesellschaft)} and for the limited partnership with transferable shares 
(Kommanditgesellschaft auf Aktien). Both types of companies were pre- 
viously regulated under the Civil Law Code (Bürgerliches Gesetzbuch) . The 
second reason is that the National Socialist government is now able to extend 
its philosophy of government into another field of economic activity which 
was previously more or less dominated by the principles of liberalism. The 
two important Nazi concepts of “the general welfare above individual in- 
terests” and the “leader principle” (Fiihrerprinzip) have now penetrated 
into corporation law. 

The law of the private company (Gesellschaft mit beschrinkter Haftung) 
still remains unchanged; but it, too, is scheduled for alteration, and a com- 
mittee of the Academy of German Law, a Nazi institution, is now working 
on suggested changes. The question of the law of private companies is per- 
haps even more important than that of corporation law because such com- 
panies have been undergoing more hostile criticism (largely due to the fact 
that their finances are not subject to as much publicity) and because they are 
more numerous.* 


* According to the latest figures, at the end of 1937 there were 30,454 private com- 
panies with a capitalization of 4,632,000,000 reichsmarks and 6,094 corporations with a 
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Although the National Socialists came into power in January, 1933, it 
took them four years to effect any change of great importance in corporation 
law. In the meantime the corporation was attacked by orthodox Nazis as 
the leading instrument of “finance capitalism”; and the part played within 
it by Jews was, of course, much emphasized. To some extent the delay has 
probably been due to the fact that there was plenty to do in other fields where 
the introduction of Nazi principles was needed. Another good reason, how- 
ever, lay in the fact that there was by no means a high degree of unanimity 
among party and economic leaders about the fate of the corporation. Just as 
in other controversial questions in Germany at the present time, it is possible 
for the observer to distinguish between a radical and a conservative group 
of thinkers. Some of the former probably would have gone so far as to do 
away with the corporation altogether and place all business upon a partner- 
ship or single enterprise basis, giving as their grounds for such action the 
lack of personal relations within the “anonymous” corporation and the vari- 
ous abuses which came to light during the depression. Nevertheless, even 
most of those with radical proposals were willing to accept the corporation 
as the best means of financing and managing modern large-scale industry. 

Nazi economic writers favored the establishment of some form of dic- 
tatorship within the corporation similar to the form of government in 
political circles. One suggestion involved the administration by a “Führer,” 
subject only to occasional votes of confidence by the stockholders whose 
representatives—the Board of Directors—were to choose him.? The only 
other power permitted to the stockholders would be the approval or disap- 
proval of changes in the company’s charter. Naturally, the state was to be 
granted more power over the corporation. It could approve the selection of 
the Board of Directors by the stockholders and reserve veto power over any 
actions of it, the Board of Managers and the stockholders in order to pro- 
tect the public interest. 

Another suggested change was the division of the stockholders into two 
groups: one, the “Administration Group,” to be composed of holders of 
“name shares” with voting power and unlimited dividends but with limited 
transferability; the other, the “Common” or more numerous “bearer” shares, 
without voting rights but with easy transferability and limited dividends.’ 
This proposal recognized the fact that the mass of stockholders possesses 
only small holdings individually and is uninterested in voting rights but 
would welcome a certain amount of security and preference in the distribu- 


capitalization of 18,705,000,000 reichsmarks. (Vierteljabrsheft zur Statistik des Deutschen 
Reichs, vol. 47, 1938, erstes Heft, pp. 80, 97.) 

* Cf. W. Bachmann, “Das neue Aktienrecht,” in Die Deutsche Volkswirtschaft, 1934, 
no. 9, p. 277. (In this paper “Aufsichtsrat” is translated as “Board of Directors” and ““Vor- 
stand” as “Board of Managers.” This does not necessarily imply that their functions are 
exactly the same as under Anglo-American law.) 

* Cf. Bachmann, op. cit. 
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tion of profits. However, this idea was unacceptable to the committee in 
charge of drawing up the proposed changes (appointed in December, 1933) 
because of its complexity and the danger of its resulting in an even greater 
concentration of power within the corporation than now exists. 

More conservative and realistically-minded thinkers hesitated to introduce 
such radical changes in the internal administration of the corporation. For 
example, Dr. Schacht, in a much discussed speech in November, 1935,‘ 
reiterated his faith in the value of the corporation for the modern economic 
structure and questioned, among other things, the propriety of introducing 
a “Führer” into every corporation, regardless of the human material available 
and the rights of the stockholders in their investment. This speech as well as 
the preliminary report of the Academy committee aroused much controversy; 
and both were praised by the conservatives and condemned by the radicals. 
Finally, in the early part of 1937, the Reich Ministry of Justice made public 
the new law after having studied the report of the committee and the en- 
suing discussion. That ended the matter. 

For purposes of study, one may divide the provisions of the new law into 
four main groups: first, those which have little to do with Nazi economic 
principles and which serve to encourage the use of the corporation, at least 
for large-scale business; second, those provisions by which the new govern- 
ment has endeavored to reduce the so-called anonymity” or impersonal 
aspect of the corporation; third, those changes in internal administration 
which concentrate power in the Board of Managers (Vorstand) and intro- 
duce to some degree the ‘‘Fithrerprinzip”; fourth, those provisions by which 
the state is empowered to regulate the corporation in order to promote the 
general welfare. The degree in which the new law parts company with the 
old can also be measured in this way, ż.e., the first group can be considered 
the least radical, the fourth the most radical. 


Group I: The place of the corporation in the economic order, including 
also provisions which facilitate the raising of capital. 

In the future, no firm may be incorporated and thus acquire the advantages 
of legal personality and transferable shares unless its capital amounts to 
500,000 reichsmarks or more (par. 7). This eliminates the small company 
which seeks refuge from unlimited liability through incorporation. It also 
serves to reduce the total number of corporations and makes easier regulation 
by the state. Companies now existing with a capitalization of not more 
than 500,000 or less than 100,000 marks are permitted; but smaller com- 
panies must dissolve or become single enterprises, partnerships or even 
private companies, although the latter are frowned upon. 

This provision automatically eliminates 1,445 or 20 per cent of the com- 
panies in existence at the end of 1936; but these were so small that they 


* Published by the Reichsbank, November 30, 1935. 
"cf. F. Klausing, Das Aktiengesetz, Berlin, 1937, p. 22 (introduction). 
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constituted altogether only about .3 of 1 per cent of the total incorporated 
capital in Germany.® On the other hand, it should be noted that in the class 
between 100,000 and 500,000 reichsmarks capital, there were 2,418 com- 
panies or 33 per cent of the total number (3 per cent of total capitalization). 
For the future, therefore, a large part of the demand for incorporation will 
be eliminated. The result is a compromise between radical and conservative 
thought: the corporation is to be retained but only for that part of German 
business which, because of its capital requirements, is really in need of in- 
corporation. 

The old provision that no shares shall be issued with a par value of less 
than 1,000 reichsmarks has been revived (pars. 6 and 8) in order to dis- 
courage speculation in stocks by the small saver. 

The financial sections of the law (pars. 149-194) reveal on the whole a 
friendly attitude toward the corporation and serve to put the German com- 
pany on a more equal standing with its foreign competitors. Corporations are 
now permitted under special circumstances to raise capital by utilizing the 
preémptive right of the stockholders (pars. 159-168). Furthermore, the 
management can avoid the requirement that all increases in capital must be 
made with the specific permission of the stockholders by having a clause in 
. the charter permitting blanket increases to be valid for a term of five years 
(pars. 169-173). 

A more severe attitude has been adopted toward the issuance of convertible 
and participating bonds. The former may be issued only with the permission 
of the stockholders and the Reich Ministry of Economics; the latter require 
a vote of the stockholders alone (par. 174). This restriction was introduced 
to prevent abuses in the issuance of such securities which have occurred in 
the past. 

The other financial provisions of this section of the law concern reduc- 
tions in capitalization where an effort is made better to protect the interests 
of the creditors of corporations (pars. 175-181). 

Group II: The attempts to “personalize” the corporation. 

One of the chief Nazi complaints against the corporation was that little 
was known of the persons who administer or actually control the company, 
either through an official position or through large stock holdings. Further- 
more, the numerous and scattered stockholders have little or no personal 
relations among themselves or to their company and they are usually inter- 
ested only in their dividend checks rather than the company as their own 
enterprise.” Hence, as far as possible, it was desired to introduce at least 
some of the personal touch and loyalties of the partnership and one-man 
organizations. However, the members of the committee do not seem to have 
been naive enough to believe that the typical corporation with its necessarily 


* Statistisches Jabrbuch für das Deutsche Reich, 1937, p. 414. 
1 Cf. Klausing, op. cit., pp. 52-53 (introduction). 


1938] German Corporation Law of 1937 ' i 657 


large list of stockholders could be made the exact counterpart of the other 
forms of business organization.’ 

In order partially to bring this about, the corporation is now compelled 
to print the names of all the members of the board of managers and the 
name of the chairman of the board of directors on all of its business letters 
and financial reports (pars. 100 and 128). Furthermore, it is declared to 
be the fundamental right of the stockholders to demand and receive any 
information about the company, unless its competitive standing or the wel- 
fare of the people and Reich are endangered thereby (par. 112). The con- 
nections of a company with a combine (Konzern) and its membership in 
cartels and similar organizations must be revealed to the stockholders in the 
annual report (par. 128, secs. 8 and 9). The last-mentioned paragraph will 
certainly aid the state in its regulation of business combinations as well as 
inform the stockholders. 

The mere publication of the names of leading officials hardly seems suffi- 
cient to cast much light on the personalities “behind the scenes” in a cor- 
poration. It would constitute a much more effective weapon if combined 
with the revelation of the names of those who hold the largest blocks of vot- 
ing stock. A start has been made in this direction in Paragraph 114. Banks _ 
which desire to vote shares deposited in their care by customers must first 
secure their permission to do so. This is intended to limit the power of the ; 
banks at stockholders’ meetings. In the past it was possible for banks to 
utilize the voting power of such shares even without the knowledge of the 
owner. In order to cast even more light upon the control, it is specified in 
Paragraph 110 that in all cases of proxy voting (including voting by banks 
as described above) the voter must specify which shares belong to him (if 
any) and which belong to others. Besides, no subsidiary company may vote 
shares of the parent company which it may own (par. 114, sec. 6). These 
rules all serve to broaden a provision of the old law which called for a list 
of all those voting at meetings of the stockholders, with the amount of their 
holdings. 

Group HI: The internal administration of the corporation. 

Even more important changes have been made in the internal organization 
of the corporation. As mentioned above, far-reaching proposals were made 
at first to place the “economic republic” of Blackstone in the same category 
as the former political republic in Germany by introducing the “Fihrer- 
prinzip” whereby all control and responsibility could be centered in one 
person who would have almost unlimited power. Although these radical 
proposals failed to appear in the final draft of the law, some recognition was 
made of them, as will be shown. 

In the first place, the board of managers is declared to be in sole charge of 


* CH. W. Kisskalt. “Reform des Aktienrechts” in Zeitschrift der Akademie fiir Deutsches 
Recht, vol. i, no. 1, 1934, p. 20. 
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the business, subject only in certain limited matters to the control of the 
stockholders (par. 70). It was felt that through such concentration of con- 
trol the administration of the business could be made more efficient and 
kept out of the hands of an inexperienced and changing mass of stockholders. 

A further important concession to Nazi principles is contained in the 
rule that the board of managers shall manage the company “for the good 
of the firm, its employees and for the welfare of the people and the Reich” 
(par. 70). The management is thus subject to the criticism not only of the 
owners of the business but also of the employees (7.e., the German Labor 
Front) and the Nazi State. 

As in the old law, the board of managers is selected by the board of 
directors. The term of office is five years and it is renewable (par. 75). 
Under the previous law the term was indefinite. Members of the board of 
managers can be replaced for an “important reason” (wichtige Grund). 
Such a reason includes gross neglect of duty and inability to attend to the 
ordinary transaction of business. 

In the discussions about the important matter of responsibility for acts 
committed by the managers, the proposals ranged from partial or complete 
liability to compulsory stock holdings.® Paragraph 84 of the actual law de- 
mands conduct involving “the care of an ordinary and conscientious head 
_ of a business.” The managers must bear the burden of proof that such has 

been the case. Damage done to the company through acts in violation of 
this rule must be repaid, but this excludes losses occurring entirely beyond 
the control of the management or when it was operating under a specific 
order of the stockholders. Hence the businessman cannot be held responsi- 
ble for changes due to the business cycle unless, of course, they could have 
been readily foreseen. 

The efficient operation of the business can also be improved through Para- 
graph 71 which makes it possible for the board of managers to consist of 
one person; or a board may agree to place all responsibility in the hands of 
its chairman (par. 71). By means of these provisions a company can have 
a “Führer” if it so desires. Thus the Nazi demand has become an option; 
and Schacht’s fear that capable dictators are not numerous enough to provide 
one for every corporation (cf. above) has been recognized. 

The board of directors still has the function of protecting the interests of 
the stockholders and is selected by them, but in the interests of efficiency 
the maximum size has been reduced for the largest companies (not less than 
20,000,000 reichsmarks capitalization) from 30 to 20 and proportionately 
less for the medium-sized and smaller companies (par. 86). Furthermore, 
no single director may hold such a post in more than 10 companies (pre- 
viously 20). The earlier prohibition against being a member of both the 


° Cf, for example the issues of the Nazi Die Deutsche Volkswirtschaft in the years 1934 
and 1935. 
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board of managers and the board of directors has been retained (par. 90). 

Although the functions of the board of managers have been clarified and 
provision has been made for a leader or “Führer,” it would be far from 
the truth to state that a dictatorship has been established within the German 
corporation. The stockholders still hold a limiting influence in certain mat- 
ters and the state is more powerful still. The place of the latter in the new 
law will be taken up under a separate heading; the powers of the stock- 
holders will be treated below. 

Appointment: As already noted, the stockholders exert an indirect con- 
trol over the board of managers through their selection of the board of 
directors which, in turn, selects the managers. 

Responsibility of the managers to the company for damages: This has 
already been explained and it constitutes an important check on the 
actions of the board. 

Special representation on the board of directors: Specific stockholders may 
have the right under the terms of the charter to send their own special repre- 
sentatives to the board of directors (par. 88). The total number of such 
representatives may not exceed one-third of all the directors. This provision 
was created especially for the so-called “mixed companies” where cities or 
other governmental bodies own blocks of stock.” , 

Calling of a special meeting: The right of stockholders under the old law ` 
who hold at least one-twentieth of the capital stock to call a meeting for 
good cause has been retained (par. 106). 

Righi to information: Cf. above. 

Voting right of preferred stock: Although provision has been made for 
non-voting preferred stock, this stock may acquire voting rights if the 
dividends are not paid in full for two consecutive years (par. 116). This is 
similar to the position of preferred stock in many American companies; and 
its value depends, of course, upon the amount of preferred stock issued rela- 
tive to common. 

Control over the distribution of net profits: Despite the opposition,of less 
conservative persons, final distribution of net profits (after all costs, includ- 
ing depreciation and reserves) is placed in the hands of the stockholders 
(par. 126). Since the power of management over the setting aside of funds 
for special reserves has not been impaired, it is doubtful whether this power 


` is really as important as it seems at first glance. It should be added that the 


annual financial report of the managers must be approved by the directors 
before being submitted to the stockholders. If approval is not forthcoming, 
the stockholders have the final decision over the entire report (par. 125). 

Auditing of the company’s books: As in the Civil Code law, the annual 
audit must be performed by independent auditors licensed by the state and 
chosen by the stockholders (pars. 136 and 137). 


2 Cf. Klausing, of. cit., p. 76. 
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Preémptive right: This has been retained. It can be omitted only by at 
least a three-fourths vote of the affected stockholders (par. 153). 

Changes in the charter: Various important changes in the charter and 
by-laws affecting the interests of the stockholders cannot be made without 
the consent of three-fourths of them. Such changes include, for example, an 
increase or reduction of the capitalization, dissolution, change over to another 
form of company (pars. 145 and 146). A similar provision was contained 
in the old law. 

Loans to officers: As in the earlier law, such loans or credits are permitted 
only with the specific consent of the board of directors. The circle of officials 
to whom this limitation extends has been widened to include leading offi- 
cials having the right to hire and fire other employees, as well as including 
the board of managers (par. 80). 

It can thus be concluded that a considerable amount of control over their 
company still remains in the hands of the stockholders. 


Group IV: State regulation and control. 

It is under this heading where one encounters the greatest break with the 
past. The Nazi rule that “Politics leads economics and not vice versa” has 
been followed, although not quite so far as some demanded when the law 
was drawn up (cf. above). The result is that the state can exert the power of 
life and death over a corporation both before and after its charter has 
been granted. 

At the time that a company is being organized, the courts have the right 
to decline its registration (incorporation) if the promoters have not fol- 
lowed the law to the letter or if the preliminary audit is unsatisfactory or if 
goods and services taken in exchange for capital stock have been overvalued 
(par. 31). 

The above is intended for the protection of existing and potential stock- 
holders and creditors rather than for the general welfare. For the latter 
the Nazi state has introduced more far-going principles. As stated above 
(p. 658), the board of managers must direct the company for the good of the 
employees and for the welfare of the people and the Reich (par. 70). Fur- 
thermore, any participation by the managers in the company’s profits must 
stand in a “reasonable relationship to expenditures for the good of the 
employees or to provisions for the general welfare” (par. 77). Similarly, all 
expenses (including salaries, participations in profits, commissions, etc.) of 
the managers and directors must stand in a reasonable relationship to their 
functions and to the condition of the company (pars. 78 and 98). 

These are interesting provisions. A limit is placed upon the “tantieme” 
or shares in the profits by the officers; and the interests of other groups in 
society are recognized. As far as the state officials are concerned, the law 
is pleasingly broad. A company may be forced to grant its employees vaca- 
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tions with pay or Christmas bonuses or even participation in profits (al- 
though no mention is actually made in the law of so “Marxistic” a measure). 
The “general welfare” might include anything from factory beautification 
to public comfort stations. All of this is considered in Germany an aspect of 
“German Socialism,” viz: the improvement of the condition of the working 
masses and the glorification of manual labor without giving up private 
ownership of industry. Paragraph 77 especially carries a note of warning 
for German “big business” leaders. One might well ask why such social 
measures should be limited to business organized in the corporation form. 
Possibly one answer might be that this really includes large-scale business 
which, with its large number of workers and mass production methods, is 
more in need of factory welfare work than small-scale business. 

Even mote interesting is the material contained in Paragraphs 288 to 293 
by which direct state intervention is made possible. Paragraph 288 applies to 
companies (including limited partnerships with transferable shares) which 
endanger the general welfare through conduct which is against the corpora- 
tion law or which is “contrary to the principles of responsible business man- 
agement.” A firm guilty of such conduct can be dissolved by the Reich 
Economic Court upon application of the Reich Minister of Economics. 

This part of the new law thus places considerable power in the hands of 
the state, a state which, it must now generally be realized, is not at all 
friendly disposed toward capitalism and liberalism. The language used is 
in such broad terms that much will depend upon the interpretation of the 
courts and the Ministry of Economics. The aim, of course, is to preserve 
the corporation but force its conduct into channels compatible with Nazi 
ideas. These include concentration of responsibility, interest in the welfare 
of the employees or “followers” and, above all, service to the state. 


Immediate Results of the Law 


The most important result so far has been the decline in the number of’ 
corporations. This follows, of course, from Paragraph 7 which limits the 
corporation to large-scale business. However, the movement into other 
forms of business organization really began before the promulgation of the 
new corporation law. As a result of the hostility toward “anonymous” busi- 
ness, a law encouraging transference from companies with share capital to 
the single enterprise and partnership was brought out in July, 1934. From 
that date to the end of 1937, 1,373 corporations changed their form of or- 
ganization, many of them (617) becoming limited partnerships, many 
others (438) single enterprises.’* As a result of this and the corporation 


n Cf. for example, A. Noll, Grundsätze Nationalsozialistischer Wirtschaftspolitik, Berlin, 
1938. 

2 CH. Vierteljabrshefte zur Statistik des Deutschen Reichs, vol. 47, 1938, erstes Heft, 
p. 98. 
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law, the number of corporations was 16 per cent less at the end of 1937 
than at the end of 1936. In terms of capitalization, the reduction was only 3 
per cent because most of the change-overs took place among the smaller 
corporations. 

A more significant result is the increased power given to the state over 
large-scale business. This must be considered in connection with the philoso- 
phy of the National Socialist movement which justifies all state intervention: 
abolition of any dependence upon the “‘liberalistic’” laissez faire and assump- 
tion by the state of the guiding power over the economic activities of the 
nation so that they may remain in soctally correct channels. 

The remainder of the law does not seem too radical; in fact, the spirit of 
compromise is revealed in some of its provisions. In some respects it can be 
considered a continuation of trends which began before 1933 and which 
include, among others, discouragement of stock ownership by the “masses,” 
increased power of the board of managers, more protection for stockholders 
and creditors. Even the increased regulation by the state is not too much of a 
novelty in a country which, with the possible exception of the years of the 
Republic, has always been traditionally antagonistic toward liberalism. 

Time alone provides the best method of studying this law. Its most im- 
portant provisions are so broad that one would do well to await their in- 
terpretation by the regulating authorities. 

WILLIAM CONRAD KESSLER 

Colgate University 


DR. TUCKER’S “REASONS” FOR PRICE RIGIDITY 


I. If, as Rufus Tucker contends, rigid prices are not a new development, at least their 
significance has changed, for (1) the relative importance of rigidly priced products has 
increased, and (2) expansion of the market has magnified the significance of all price and 
production relationships. IJ. Tucker's explanation in terms of certain “conditions of supply 
and demand” is inadequate to account for the differing flexibilities of prices; fewness of 
sellers is an essential element in the explanation of many rigid prices. Furthermore it is 
obviously erroneous to imply that flexible prices are confined to agricultural commodities. 
High flexibility of agricultural prices is explicable chiefly in terms of the individual seller’s 
lack of a significant degree of control over total supply. In industry, control over supply, 
though limited in varying degree, is usually greater than in agriculture. III. Piecemeal 
recognition by the “classical” economists that there are disparities in the price responses of 
various articles is no indication that rigid prices are not in conflict with the mechanism of 
equilibrium envisaged in traditional theory; and Tucker’s description of this mechanism is 
incomplete. IV. The most important “problem” of price rigidity is its significance for the 
tidal movements of business activity to and from depression. 


That price rigidity is not a phenomenon of recent origin now seems to 
have been clearly established, particularly by the recent contributions of Don 
D. Humphrey,* Rufus S. Tucker,? and Edward S. Mason.* Dr. Tucker’s two 
articles provide evidence of the presence of rigid elements in the price 
structure for more than a century. Unfortunately, Dr. Tucker makes certain 
contentions which go well beyond any conclusions which may legitimately 
be drawn from his statistical studies. In brief, he attempts to show, implicitly 
or explicitly, that: (1) the significance of price rigidity is no different now 
from what it was a century ago; (2) size of firms (and presumably fewness 
of sellers) has nothing to do with rigid prices; (3) the “classical” economists 
were aware of price rigidity and took account of it in their system. The third 
contention is offered in the belief that it proves that no additional interfer- 
ences with laissez-faire are necessitated by inflexible prices. 

Subsequent pages deal briefly with each of these contentions in turn. The 
concluding section examines a few points which bear on the relation of price 
rigidity to cyclical fluctuations. 


I 


Mason has adopted “a skeptical attitude toward the possibility of return- 
ing a sensible answer to the question whether the price system is now more 
or less flexible than it once was.’’* Surface data on prices do not tell the whole 
story. Neither Gardiner Means nor Dr. Tucker—chief disputants in the 
discussion to date—has mentioned that the relative importance of many 
flexibly priced products, notably agricultural products, has greatly declined. 
The decline is apparent in all the series which may be deemed most relevant: 


*“The Nature and Meaning of Rigid Prices,” Jour. of Pol. Econ., Oct., 1937. 

*“The Reasons for Price Rigidity,” Am. Econ. Rev., March, 1938; “The Essential His- 
torical Facts about ‘Sensitive’ and ‘Administered’ Prices,” The New York Times Annalisz, 
Feb. 4, 1938. ; 

“Price Inflexibility,” Rev. of Econ. Statistics, May, 1938. 

* Ibid., p. 58. 
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physical volume of output, value of output, and number of employees. Con- 
versely, the relative importance of many inflexibly priced products has greatly 
increased. This factor, which may be called the problem of weighting, is 
mentioned by Mason. Another crucial factor is the changing scope of the 
money economy. To neglect the intensive and extensive expansion of the 
market in the past hundred or more years is to neglect an essential fact of 
economic history. Walton Hamilton speaks® of the nearly isolated farm 
family, still dominant at the end of the Civil War, as comprising an “all- 
but-priceless” economy. Whatever significance price inflexibility may possess 
is obviously enhanced by the greater degree in which it now impinges upon 
all human activities. 

The fact that there are offsetting considerations, such as changing quality 
of product, may make questionable the exact sense in which it is reasonable 
to say that prices are now more rigid than formerly; but common observation 
powerfully suggests that the expanding area and changing components of 
the industrial scene have magnified the significance of inflexible prices and 
_ hence have increased the rigidity of the price system in some very funda- 
mental way. 

II 


According to Tucker the “reasons” for price rigidity are certain conditions 
of supply and demand. Under supply the following considerations are 
mentioned: (1) the influence of weather conditions and the perishability 
of that part of the supply which is already in the market; (2) the length of 
the period of production, with emphasis on agricultural products and the 
impossibility of changing the short-run supply within the crop period, said 
to be anywhere from one to three years; (3) the extent to which it is possible 
to reduce costs or defer their recovery when demand falls. With regard to 
demand, the following suggestion is made: manufactured goods are usually 
more durable and less urgently needed than farm products and their deriva- 
tives. Their period of use can be stretched, or they can be entirely dispensed 
with, in depressions. Furthermore, it is argued, retrenchment along such 
lines will probably occur whether price is reduced or not; hence in depres- 
sions the demand for manufactured goods becomes quite inelastic, and sub- 
stantial reductions in price would bring very little increase in sales. Tech- 
nically speaking, the demand curve not only moves to the left but also ac- 
quires a steeper slope. 

These conditions of supply and demand are offered as the major explana- 
tions of the co-existence of flexible and inflexible prices; the scale of enter- 
prise and the degree of concentration are viewed as irrelevant. 

Conditions of Supply. The first and second of the “conditions of supply” 
involve a confusion of two aspects of price flexibility, and have little or no 
bearing on what seems to be the more important of these aspects. Even if 

6 In the introductory chapter of Price and Price Policies (1938), p. 7. 
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no attempt is made to formulate a rounded definition of price flexibility, 
two concepts are readily distinguishable: clearly, importance attaches not 
merely to the frequency but also to the magnitude of price changes. The 
U-shaped charts showing frequencies of change have attracted most atten- 
tion, and Dr. Tucker has concentrated on this one aspect. What has been 
overlooked is the fact that Dr. Means apparently used this device largely to 
show the variation which exists in the degree of price competition present in 
different industries. He considers the amplitude of the price changes to 
which different industries are subjected by competition, in periods such as 
1926-33, as the really significant problem. The magnitude of the decline in 
this period in the general level of prices for agricultural staples certainly 
finds no explanation in the “‘perishability” of farm products; the fact is, of 
course, that the great staples are scarcely perishable in the ordinary sense of 
the word. The duration of the lengthy downward movement of farm prices 
far exceeded all crop periods, so the length of time required to change the 
supply cannot be offered in explanation of the trend in prices. Nor do 
weather conditions provide any explanation. 

The only remaining factor offered by Tucker on the supply side is that 
of cost conditions, the substance of the argument being that agricultural 
costs are much more capable of being reduced, or their recovery deferred, 
than manufacturing costs. In manufacturing, hired labor is a very large ele- 
ment in costs, whereas in farming the enterpriser and his family do a large 
part of the work. In hard times the farmer and his family will work for 
little or no pay; and it is even easier then to persuade the hired labor, than 
it is to persuade industrial labor, to accept wage cuts. One reason for this 
is that farm wages are partially paid in food and lodging; so long as the 
farmer can supply these, the worker is tempted to remain. Another element 
in the situation is depreciation, a deferrable charge: the farmer is said to 
be more inclined to ignore such costs than the manufacturer, either because 
his bookkeeping is less careful or because he feels he has no choice since 
his farm is his home. 

What Tucker has said about the attitude of the farmer toward costs is to 
some extent true, although probably to a lesser degree than is alleged, for 
the farmer has had to adjust himself to the money economy. The fatal defect 
in the reasoning which has been presented is the implication of a rigid 
dichotomy of cost conditions in agriculture and in manufacturing. It is 
possible that agriculture does have relatively higher overhead costs and, 
within the limits of existing capacity, relatively lower differential costs than 
most other industries; it may be, as Tucker asserts, that there are fewer out- 
of-pocket costs in agriculture than anywhere else. But the difference is one 
of degree. Clearly, overhead costs in certain manufacturing industries are 
proportionately as great as, or greater than, they are in agriculture; in other 
manufacturing industries the proportion is only slightly smaller. As J. M. 


666 Ralph C.Wood .. . [December 


Clark has shown in his Studies in the Economics.of Overhead Costs, in all 
industries there are some costs which are, in the short run, constant,® some 
which vary directly with output, and some which vary with output but not 
in the same degree. The proportions of the three kinds of costs vary from 
industry to industry. If agricultural and manufacturing industries were 
ranked according to their percentages of overhead costs they would form a 
hierarchy, not a dichotomy. The same thing would be true if all industries 
were ranked according to the extent to which they have succeeded in reduc- 
ing costs, or postponing their recovery, in depressions. In manufacturing 
industries wages have been reduced, material costs have been reduced, and 
as for depreciation charges, industrialists on occasion treat them quite as 
cavalierly as farmers are said to do. Such cost slashing is just as necessary, 
and no less possible, when price is maintained and output falls off substan- 
tially as it is when the fall in demand is cushioned by reductions in price. In 
the light of these facts it is clear that the striking flexibility of agricultural 
prices, in contrast with prices for many manufactured goods, is not to be 
explained in terms of the characteristics of agricultural costs, because there is 
no sharp distinction between cost conditions in agriculture, on the one hand, 
and in manufacturing industries, on the other. 

It has been known for some time, but recognized imperfectly of late, that 
ovethead costs (even when they are out-of-pocket costs) do not in them- 
selves constitute any explanation of rigid prices, but are rather, in the first 
instance, an incentive to “cutthroat” competition.” Overhead costs make 
large internal economies possible, however; and where these economies are 
so great as to result in a scale of enterprise at which a few firms are sufficient 
to supply the whole market, both the desirability and the possibility of price 
maintenance are enhanced. In agriculture several forces have worked against 
the attainment of such a scale of activity. 

It is true that variable unit costs are not the sole factor which can lead 
to concentration, nor are rigid prices found only in oligopolistic markets. 
None the less, these three conditions are associated with conspicuous fre- 
quency. But it is concentration, rather than the mere fact of overhead costs, 
which accounts for the tendency toward price inflexibility. Evidence on this 
point is provided by the two branches of the coal-mining industry, bitumi- 
nous and anthracite. Differences in cost structure do not provide a sufficient 
explanation of the contrasting price histories of these two industries; it 
seems impossible to find adequate explanation on any ground other than the 
degree of concentration of control. 

“Constant” costs here refer to that portion of total costs which is fixed, not to unit 
costs. Frequently the two usages of this term are not clearly distinguished. 

* This fact was pointed out as early as May, 1918, in Spurgeon Bell’s “Fixed Costs and 
Market Price” in the Quarterly Journal of Economics, Bell further shows that only where 
concentration emerges, or general agreements which in effect restrict price cutting, do prices 
become stable, 
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One complicating circumstance should be mentioned. Tucker asserts? that 
there are industries where concentration of control of output is present but 
where prices fell more than the average from 1926 to 1933; also that there 
are industries where, producers being small and relatively numerous, prices 
none the less fell comparatively little in this period. Space does not permit a 
careful examination here of the circumstances in each of the industries cited. 
Further, this paper makes no attempt to prove that fewness of sellers is the 
sole condition under which price rigidities appear: among others, such fac- 
tors as product differentiation, custom, and inertia undoubtedly play a part. 
But it can be shown that many of the industries cited by Tucker are not 
happily chosen. In rubber tires, rayon, and petroleum, for instance, special 
developments supervened: among these, technical progress, large reductions 
in raw-material costs, and sporadic but intensive competition from numer- 
ous small producers, are conspicuous (although not all of them apply to 
each industry mentioned). The response of sellers to such influences may 
be quite different from their response to diminished demand. Repeated price- 
cutting in the rubber-tire industry has contributed to the regret that “unlike 
the more experienced, older, and wiser industries, it had no opportunity to 
work out a solidarity and group consciousness.”® Here is the very definite 
implication that greater and greater stability of price may be expected in the 
future in an industry which at present is relatively new, in comparison with 
an “older and wiser” industry such as steel. 

The general conclusion to be drawn from this discussion of costs in 
relation to price rigidity is that the power to maintain price, as well as the 
inducement to do so, is necessary. Overhead costs do not constitute such 
power; all that they provide is the inducement. Their indirect consequences 
may create a situation (oligopoly) in which the power as well as the induce- 
ment will be present. In this paper enough doubt has been thrown on the 
validity of any rigid distinction between cost conditions in agriculture and in 
manufacturing to suggest that farmers may have quite as strong an induce- 
ment to control output, hence price, as have many industrialists. The differ- 
ence between their positions is a difference in the degree of their power as 
individual sellers to influence price. The lengthy declines in agricultural 
prices in the period 1926-33 were not the result of any suicidal indifference 
to costs on the part of farmers;*° they result from the fact that the individual 
farmer cannot influence price by curtailing output, and his only recourse 
when demand and prices fall is, in the absence of mutual action, to intensify 
his efforts to expand output. 

®In the Anmnalist, loc. cit. 

° New York Herald Tribune, March 22, 1931. (Cited by A. R. Burns, The Decline of 
Competition, p. 140.) 

*® Some of the reasons for the declines in agricultural prices after 1925 are outlined in 


Ezekiel and Bean, Economic Bases for the Agricultural Adjustment Act (U. S. Dept. of 
Agtic., 1933), pp. 13-20. 
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In summary, none of the stated “conditions. of supply” is adequate to 
explain rigid versus flexible prices as a general problem, nor even to explain 
the flexibility of agricultural prices so far as the amplitude of their fluctua- 
tion is concerned. A complete explanation requires other elements, chief 
among which seem to be the number of sellers and the resulting degree and 
character of competition. 

That fewness of sellers is a leading cause of price rigidity may be con- 
fusing to those who, while recognizing that inflexibility has long dominated 
the price structure, think that oligopoly is of recent origin. The answer is that 
oligopoly is nothing new. If plants and enterprises were comparatively small 
in times long past, so also were the markets in which they dealt. Oligopoly 
in its modern form may differ from that of the past in important respects, 
but in its essentials it is certainly as old as the Industrial Revolution. 

Before turning to the “conditions of demand” it will be convenient to 
mention two incidental influences cited by Tucker: (1) the allegedly 
rigidifying effect of the practice among manufacturers of publishing price 
lists in advance of sales, even in advance of production; (2) a somewhat 
related consideration: the fact that the prices used by statisticians are the 
publicly announced prices, which frequently are not the prices finally paid 
by all customers. 

The practice among manufacturers of distributing price lists, involving 
as it does considerable expense, may have a perceptible influence in prevent- 
ing more frequent changes of certain industrial prices. It is submitted how- 
ever that the practice is more probably a result of tendencies toward price 
stability than their cause. Furthermore the magnitude of price changes result- 
ing from diminished demand is even more important than the frequency of 
such changes. The relative infrequency of change among some groups of 
manufacturing prices does not explain why the changes that do occur, besides 
being the most infrequent, are relatively the smallest. The supposedly rigidi- 
fying influence of printed price lists has little significance in any attempt to 
locate the underlying causes of price rigidity. With regard to the fact that 
manufactured goods occasionally are sold net to some customers at prices 
well below those announced, it is clear that this does occur. Means has recog- 
nized the practice, and it seems reasonable to believe he is correct in saying 
that “error from this source is probably not great in comparison to the very 
great difference in the magnitude of price changes for the rigid and flexible 
items.” Moreover, according to Means, prices in the B.L.S. index are 
based as far as possible on net—not quoted—prices. 

Conditions of Demand, The reasoning here simmers down to two aspects 
of the product: its durability and the degree to which it is or is not a neces- 
sity. The argument is this: in a depression, a man who owns an automobile 
which he would normally keep five years can easily make it last him seven or 


4 Jour. of the Am. Stat. Assoc., June, 1935, p. 403, note. 
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eight years or even more. Or, if he does not already own a car but has pre- 
viously contemplated buying one, he may postpone his purchase because he 
can live with less suffering and inconvenience without an automobile than 
without certain other things. In either case he will forego his purchase, it is 
argued, whether the price is reduced or not; thus demand will decline re- 
gardless of what happens to price. Therefore the large slump in manufac- 
turing industries cannot be attributed to inflexibility of price. 

Two very different points are involved in this argument. To assert—with 
much justice—that durable goods frequently attain high inelasticities of de- 
mand in times of depression is not to explain why the individual producer 
has to concern himself with what the market as a whole, or any appreciable 
portion of it, will take. Dr. Tucker’s primary argument, it is well to recall, 
is that size of enterprise (and, impliedly, fewness of sellers) has nothing 
to do with rigid prices. Essentially he is arguing that competition as it exists 
in the industries with rigid prices is as pure as competition in the agricultural 
staples. But if this were true, of what direct concern would it be to the 
individual seller of automobiles whether demand in the market as a whole 
were elastic or inelastic? The demand for farm products is at all times com- 
paratively inelastic; but the individual farmer does not have to consider the 
effect of his own output on price under such conditions. Under pure competi- 
tion the individual seller is not directly concerned with the elasticity of de- 
mand of the whole market; at the market price, which he views as given and 
as something over which he has no control, the demand for his product is 
perfectly elastic. | 

Dr. Tucker’s “conditions of demand” provide a very useful suggestion 
as to why price policies in certain industries are what they are; but they do 
not show how it comes about that an individual seller is able to have a 
price “policy.” The explanation lies in the fact that in many industries he 
is confronted by a sloping demand curve instead of the horizontal demand 
curve of pure competition. Whether the slope of the curve results from 
fewness of sellers or product differentiation or both, the individual seller is 
in possession of a partial monopoly. His freedom to choose a price “policy” 
is explicable on no other basis. 


HI 


If Adam Smith knew that manufactured textile goods did not vary so 
greatly in price, either in frequency or in magnitude, as did farm products, 
that is interesting, as is J. S. Mill’s knowledge of the fact “that the pure theory 
of political economy was based on the assumption of competition and that 
in the actual world competition even in wholesale markets did not always 
exist, and in retail markets was comparatively rare.” Of themselves, how- 
ever, these facts say nothing as to the way in which the main structure of 
traditional theory handles the problem of inflexible prices. 
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According to Tucker’s analysis, “classical” theory provides for rigid 
prices by saying, in effect, that they make no difference. The “classical” 
economists 


maintained . . . that the normal price was determined by cost of production except 
in cases where the supply was fixed . . . they insisted that this tendency to con- 
formity with cost of production was at all times in operation, working itself out 
through the attraction of profits when the market price was above normal and the 
desire to avoid losses when the market price was below normal. The whole justi- 
fication of the free-price system consists in the fact that if consumers are unable 
or unwilling to pay prices high enough to cover the cost of production of a given 
supply the output of that commodity will be reduced; and similarly if consumers 
are able and willing to pay a price that results in a large profit the output of that 
commodity will be increased. .. . To assert that the decline in output of certain 
industries caused by the inability of producers to obtain prices sufficient to cover 
their cost of production is evidence that the classical economic theory of value 
no longer fits actual conditions, is absurd . . . one is not justified in maintaining 
that [the classical economists} expected prices to fall far enough when demand 
declines to avoid the necessity of reducing output. 


Such an approach obviously begs the question of what “cost of produc- 
tion” is. Does Dr. Tucker imply that maintenance of price in the face of 
very large declines in demand insures that all “costs of production” will be 
covered? ` | 

Other comments are more relevant to the central issue, however. To say 
that traditional theory did not expect prices to fall so far in response to 
diminished demand as to make a reduction of output unnecessary, is to 
understate the position of the ‘‘classical’’ economists on this point: any 
leftward movement of the demand curve must intersect the ordinary supply 
curve at a point at which a smaller amount will be offered for sale. In other 
words, it is not possible to suppose a fall in price, other things remaining un- 
changed, that would not be accompanied by a diminished output. Means’s 
argument does tend to oversimplify the issue here, and perhaps it is well that 
Tucker has raised this point. On the other hand, it is quite true that “classical 
economic theory rests upon the assumption that price and production, if 
disturbed from their equilibrium, tend to gravitate back toward that normal. 
... The equilibrium concept lies at the heart of classic theory.”!? And the 
part supposedly played by price fluctuations in the maintenance of this 
equilibrium is well known. If demand falls, price must also fall; otherwise 
the brunt of the decline is borne entirely by output. This type of adjustment 
is now a frequent occurrence. In many industries sellers are few, price does 
not vary (substantially), falling demand is met by an extraordinarily prompt 
curtailment of output, and the whole pattern is accentuated by the business 
cycle which, it is well to recall, traditional theory cannot account for—even 
if individual “classical” economists were “aware” of cyclical movements. 


132 Mordecai Ezekiel, “The Cobweb Theorem,” Quart. Jour. Econ., Feb., 1938, pp. 278-79. 
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They were similarly “aware” of rigid elements in the price structure; they 
were likewise ‘aware’ of monopoly, which they proceeded to pigeonhole 
in a special compartment of economic theory. 


IV 


In the light of some of the considerations advanced in these pages, the 
implication that traditional theory has provided all the answers to the ques- 
tions raised by rigid prices seems conspicuously unrealistic. Recent discus- 
sion of these questions has acquired ethical overtones. Laissez-faire is alleged 
to be “justified” by over a hundred years of experience; and any attempt to 
show that rigid prices may now pose a serious problem in the economy and 
one for which no automatic adjustment is as yet visible is regarded either as 
a maligning of business morality or as an unwarranted assault on a theoretical 
structure which perfectly fits actual economic conditions. 

Although Mason has suggested** that there are numerous “problems” of 
price rigidity, depending on the purpose of the inquiry and the meaning 
which is assigned to the term, it would seem beyond question that in the 
current scene the predominant problem of price rigidity is its relation to the 
vast fluctuations in the national income known as business cycles. 

It would be idle to contend that rigid prices do not affect the,amplitude 
of cyclical swings. Unless it is a complete fiction that decisions to undertake 
entrepreneurial activities are based upon an appraisal of probable costs in 
relation to probable receipts, rigid prices for capital goods must constitute 
one of the intensifying forces of the downswing and one of the deterrents to 
business expansion from the trough of a depression. That such prices in 
some instances remain relatively rigid during booms, as steel prices are said 
to do, can only mean that certain of the forces responsible for undue expan- 
sion are largely unrestrained. The extent to which rigid prices act as a check 
upon consumer demand in depressions may be somewhat less certain, but 
that they are a partial check seems unreasonable to doubt. 

In discussing price rigidity as a phase of cyclical fluctuations, Dr. Means 
has addressed himself, it must be admitted, to the central question. Among 
Dr. Means’s critics there seems to be agreement, however, on one point: 
that the correlating of degree of price inflexibility with degree of curtail- 
ment of production—the correlation to which Dr. Means has attached so 
great a significance—is probably a too-simplified procedure. Such a cor- 
relation does not take into account the character of, and the consequent 
character of demand for, the goods which happen to be inflexibly priced. 
Dr. Means has shown a striking correlation in the case of ten selected 
commodities; but until the correlation is shown to be significant for a much 
larger and more representative number of commodities, judgment must 
be suspended on the question which this correlation was designed to answer: 


* “Price Inflexibility,” Joc. cit. 
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whether the declines in output of the inflexibly priced products would have 
been substantially less in the great depression had the prices of these 
products been relatively flexible. Although the answer would not be com- 
pletely convincing even if the correlation were found to extend to a much 
larger number of items, at least it would then deserve greater attention than 
has hitherto been accorded it. 

To concede, however, that the elasticity of demand for a given rigidly 
priced commodity is such that sales would not be significantly larger if 
prices were substantially lower is not to negate the argument—outlined in 
the second paragraph preceding—that rigid prices are a causal element in 
cyclical fluctuations. The consequences of a simultaneous and drastic reduc- 
tion of a number of strategic prices would probably add up to something 
more than the mere summation of differences between the demand at the 
original price and at the reduced price, the difference being computed for 
each product on the basis of its own individual demand curve. In other 
words, this is a situation in which the whole is greater than the sum of its 
parts, the total effect of rigid prices upon expectation and investment being 
much greater than the sum of the effects of individual rigid prices. The rea- 
sons for such a situation are that the sources of demand for various products 
overlap, and that ultimately there is no demand for a given capital good apart 
from the demand for a number of capital goods; the underlying demand of 
the entrepreneur is for profits, not steel girders. In a simple case, the sep- 
arate effects of lower base prices for steel, lower base prices for cement, 
and lower freight rates might be insufficient, whereas the combined effect 
might be more than sufficient, to induce a manufacturer to undertake a 
building program he has been contemplating. As Henry Schultz and others 
have shown, the demand for any good, producers or consumer's, is a 
function not merely of the price of that good but of all other prices as well. 

Whatever decisions are made as to policy must be based upon one of two 
views. According to the first, state controls must be established which will 
provide the conditions under which price competition can function effec- 
tively. Unfortunately for this program its chief adherent, Mr. Henry C. 
Simons, has shown™ that it logically demands the disintegration of all enter- 
prises which control a significant proportion of the markets in which they 
operate (except the railroads and utilities, which, Simons urges, should be 
socialized). It is doubtful in the first place whether Mr. Simons is justified 
in believing that the breaking-up of large firms could be accomplished with- 
out the sacrifice of operating efficiency. It is even more doubtful that such 
a program could ever be enforced, assuming that it could be carried out in 
the first instance. The assumption that it could be enforced endows the 
state with exactly those qualities of omniscience and objectivity the absence 
of which, in the existing world, is alleged to necessitate keeping the affairs 


“In A Positive Program for Laissez Faire, Univ. of Chicago Press, 1934. 
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of industry free from political controls. More important, however, is the fact 
that a program involving forced reductions in the size of firms would be self- 
defeating. Essentially it would constitute an attempt to enforce what it in 
the same breath forbade. “Wherever a business attained the maximum size 
permitted under the law, the stimuli present under free competition would 
operate only in a very modified form. The inducement to improve methods 
of production in order to reduce prices and thereby capture an increasing 
share of the total business in the industry is eliminated. There is no further 
inducement to price competition by such a firm.” 

The alternative view is that the state shall regulate what Simons calls 
“the heart of the contract’”—namely, price. Tendencies in this direction 
have long been in evidence, and have manifested themselves in a variety of 
ways. Practical questions for present purposes center not on whether to 
regulate, but on the range of industries in which regulation is feasible, and 
the extent and character of participation by the state. In whatever decisions 
are made, the connection between relative prices and cyclical fluctuations 
will undoubtedly receive increasing emphasis. 

RALPH C, Woop 

New York City 


E A, R. Burns, The Decline of Competition, p. 526. 


PUBLIC EXPENDITURES AND THE INCIDENCE OF TAXES: 
SOME THEORETICAL CONSIDERATIONS 

The suggestion has been offered by Kendrick and others that the incidence of a par- 
ticular tax is properly related to the government expenditure of the proceeds of that tax 
when the effects of the expenditure upon the supply of or the demand for the taxed com- 
modity are definitely traceable. 

This reasoning is valid, so far as it goes; but it limits unduly the effects of public ex- 
penditures upon the incidence of taxes. The incidence and effects of a tax may be modi- 
fied by public expenditures, however they may be supported by taxation, borrowing, or other 
revenues, and whether or not the public expenditures are clearly maintained by revenues 
from the particular tax under consideration. 

The incidence and effects of a tax may also be changed by the effects of other taxes 
and revenues. The shifting, incidence, capitalization, and effects of taxes are related directly 
and indirectly to the raising of public revenues and the spending of public funds. 


Public expenditures may influence the incidence and effects of taxes in 
various ways by modifying the conditions that determine prices and other 
economic phenomena and by changing the processes of production, dis- 
tribution, exchange, and consumption. Writers who have analyzed the in- 
cidence of taxes have traditionally precluded from their discussion the 
effects of the expenditure by governments of the proceeds of the taxes under 
examination, as well as the effects of expenditures supported by other reve- 
nues, although it has long been recognized that the effects of taxes are de- 
pendent upon the effects of public expenditures. It has apparently been as- 
sumed that the effects of expenditures are a subject for separate inquiry, 
that they are related to the effects of taxes rather than to their incidence, or 
that they are not of enough practical significance, in an inquiry into the 
incidence of taxes, to be studied. A few writers, however, have maintained 
that the incidence of a particular tax is related to the public expenditure of 
the proceeds of that tax when this expenditure alters the circumstances that 
determine the price of the taxed commodity. 

Edgeworth was among the first, apparently, to visualize the possibility 
that the incidence of a tax might be affected by the expenditure of the col- 
lections from that tax. He felt, however, that it was unnecessary to examine 
the relationships between the incidence of a tax and the expenditure of its 
receipts at length because they were regarded as being generally unimpor- 
tant. He declared, “Rates on houses when expended in improving the 
neighborhood tend to increase the demand for houses. Yet in measuring 
the burden of the tax to the owner it is allowable in pure theory to abstract 
its influence on demand.” 

Stamp subsequently stated, in a discussion of the relations between a tax 
on wages and the effects of the expenditure of the collections from the tax, 
“The efficiency given by the direct expenditure of the community may equal 
or exceed the efficiency taken away by the tax. .. . In so far as collective 


1F, Y. Edgeworth, “The Pure Theory of Taxation,” Economic Journal, vol. vii, 1897, 
p. 52. 
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spending is wiser than individual spending, a tax may increase efficiency, 
and therefore not be thrown off.”? Like Edgeworth, however, Stamp did 
not attempt to indicate the various effects that the expenditure of the re- 
ceipts from a tax might have upon its incidence. 

Kendrick appears to have been the first writer to discuss the subject in 
some detail. His conclusions, as set forth in two articles in the American 
Economic Review,’ may be summarized briefly for the purpose of this 
article. The proceeds of taxes are usually devoted to general governmental 
purposes, he declares, and are not related to particular taxes. Hence the 
effects of these expenditures may not be assigned to particular taxes. But 
under certain conditions, he argues, the expenditures of the collections of a 
tax are definitely ascertainable; and their effects upon the supply and demand 
schedules of the taxed commodity should be studied in determining the 
incidence of that tax. 

To illustrate his point, Kendrick discusses a tax upon gasoline which is 
levied to raise funds for highway improvements. It is assumed that gasoline 
is produced under conditions of increasing unit costs. The expenditure of 
the tax receipts increases the demand for gasoline as better highway facilities 
become available. The immediate effect of the tax is to raise the price of 
gasoline by less than the amount of the tax because unit costs decrease as 
sales fall off. But as the tax collections are expended the demand for gaso- 
line increases and the price rises, perhaps by more than the tax. 

Under decreasing unit cost conditions, an increase in the demand for a 
taxed object, resulting from the government expenditure of the tax col- 
lections, might occasion an advance in price amounting to less than the tax. 
If the taxed article were produced at constant unit costs, an increase 
in the demand for the article as a result of the expenditure of its collections 
would presumably not occasion a change in price by more than the tax. 

It follows from this analysis that a tax could be shifted over a period of 
time, under certain conditions, without an advance in price, and even with 
a price reduction, in rare cases, where demand was greatly increased but 
unit costs were substantially decreased. As Kendrick states, the tax collec- 
tions might be expended in a manner that would increase either the demand 
for or the supply of the taxed article. If the demand were increased, the tax 
might be shifted without a decrease in output, considering the final effect. 
Tax collections might also be expended so as to lower the costs of production, 
apparently by serving as the occasion for improvements in business methods 
or a greater output under decreasing unit cost conditions. 

It should be noted that Kendrick’s gasoline tax illustration is particularly 

? Sir Josiah Stamp, The Fundamental Principles of Taxation in the Light of Modern 
Developments, p. 75. Macmillan, 1921. 

3M. Slade Kendrick, “Public Expenditures in Tax Theory,” Am. Econ. Rev., vol. xx, 


1930, pp. 226-230, and “Incidence and Effects of Taxation,” jbid., vol. xxvii, 1937, pp. 
725-734. 
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relevant to a condition where highway improvements increase motor vehicle 
travel because the use of motor vehicles is subject to expansion. The time 
may theoretically come, however, when motor vehicle travel will reach a 
maximum because of a saturated market, a stationary or decreasing popula- 
tion, a stationary or declining national income, or changes in the habits of 
travel. As gasoline engines become more efficient, moreover, less fuel is 
consumed unless other factors offset the declining need for gasoline. The 
practicability of a cheap and satisfactory substitute for gasoline, such as 
alcohol, would also lessen the use of gasoline even though the collections 
of the gasoline tax were employed for highway improvements. 

The expenditure of the proceeds of the gasoline tax upon the highways 
under some conditions, therefore, would encourage highway transportation 
but would not prevent the supply of gasoline from decreasing because of the 
imposition of the tax. If the demand for gasoline decreased enough because 
of changing transportation conditions, the price would drop instead of ad- 
vancing, if it be assumed that increasing unit costs prevailed. The price 
would be higher, however, if a gasoline tax were collected than it would be 
if there were no gasoline tax. . 

Kendrick’s comments concerning the effects of public expenditures upon 
the shifting and incidence of taxes suggest the need for further analysis 
of this important subject. Although he would evidently confine the dis- 
cussion of the effects of public expenditures to those taxes where the re- 
ceipts clearly change the supply of or the demand for the taxed object, it 
appears more logical to the writer to recognize that the shifting and in- 
cidence of a tax may also be modified by the expenditure of funds obtained 
from other taxes, borrowing, or other sources. The aggregate annual ex- 
penditure of approximately $17,000,000,000 by American governments in- 
evitably occasions changes in the methods of conducting business enterprise 
and in the costs, supply, demand, and prices of commodities. Expenditures 
of governments, however they may be supported, may change the supply 
and demand conditions of taxed commodities in a visible manner and 
thereby noticeably influence the processes and results of tax shifting. Cer- 
tainly, as Fagan has stated, the effects of public expenditures should be 
weighed in an analysis of tax shifting.* The conclusion seems warranted, 
after a study of the gasoline tax problem propounded by Kendrick, that the 
same results would ensue if the gasoline tax receipts had been diverted away 
from highway expenditures and if other equivalent revenues had been 


1E, D. Fagan, “Tax Shifting and the Laws of Cost,” Quart. Jour. Econ., vol. xlvii, 1933, 
pp. 696-698. Also note the remarks of Cline, in G. F. Luthringer, L. V. Chandler, and D. C. 
Cline, Money, Credit, and Finance, pp. 272-274, Little Brown, 1938, and the discussion of 
Antonio De Marco de Vitti, First Principles of Public Finance, pp. 148 f., Harcourt Brace, 
1936, where some of the relationships between the effects of public expenditures and the 
incidence of taxes are briefly noted. 
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turned over to the same highway improvements, thereby increasing the de- 
mand for gasoline in the same manner. 

Where the effects of public expenditures influence the incidence of taxes 
in a visible manner, they should be included in any study of the incidence 
of those taxes, regardless of the methods of raising revenue for the ex- 
penditures. As Kendrick has declared, tax receipts usually go into the gen- 
eral funds and are not ordinarily designated for expenditure upon the 
atticle taxed. It may happen, however, that the taxes imposed upon a par- 
ticular object indirectly, if not directly, are employed to maintain expendi- 
tures that modify the supply of or the demand for that object. 

Some of the taxes paid by the railroads, for example, have been used to 
finance highway improvements.® To a certain extent the improved roads 
have fed new traffic to the railroads, and the resulting increase in the demand 
for railway service has helped in some measure to shift the taxes of the 
railways to their patrons. But on the other hand, the improvement of high- 
ways with funds extracted from the railroads in taxes has also probably 
diverted traffic away from the railroads and increased the demand for auto- 
mobile transportation at the expense of the railroads. As a result of this 
latter process, the shifting of the railroad taxes has become more difficult 
and that of the automobile and gasoline taxes less difficult. If governments 
should employ the receipts of the railroad taxes to advertise railroad service 
and to increase the demand for that service, the shifting of railroad taxes 
would be facilitated. An expansion in the demand for railway service, as- 
suming the industry were operating under decreasing unit costs, would tend 
to lower the unit costs and to offset the rise in costs resulting from taxes. 
The effect upon railroad rates would depend upon the action taken by the 
rate-making commissions. 

The expenditure by governments of funds obtained from taxes, loans, or 
other sources may modify tax shifting in numerous ways. The relief funds 
for the destitute and unemployed may be spent by consumers for the pur- 
chasing of tobacco, alcohol, gasoline, and many other taxed commodities, so 
that the demand for these commodities is maintained or increased on the 
part of those receiving aid. The funds paid out to their employees by gov- 
ermments are expended upon numerous objects that are taxed, with the 
effect that the demand for these articles is strengthened. It is possible that 
the increases in demand for particular commodities which result from gov- 
ernment spending might transform a decreasing cost industry into a constant 
or increasing cost industry, as unit costs varied with changes in output. It 
should not be forgotten, however, that the increases in demand for certain 
commodities out of public spending may be accompanied by decreases in 

° The railroads have declared that in 1933 some 14 per cent of their tax payments were 


devoted to highway expenditures. See Committee on Public Relations of the Eastern Rail- 
roads, “Where Freight and Passenger Fares Go,” 1935. 
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demand for other commodities, or that some classes may now spend less 
upon the particular objects that the benefiting classes are now purchasing 
more heavily. The particular effects upon consumption will depend upon 
the manner of raising revenue, the amount of funds expended by govern- 
ments, and the manner in which those funds are spent. 

Govetnments may employ the general funds to educate the public to 
consume less of a certain taxed commodity, say alcohol, through expendi- 
tures upon the public school system or otherwise. Ordinarily such funds 
would come from the general revenues and not from the proceeds of taxes 
on that commodity. But if demand is discouraged, tax shifting is retarded, 
the short-run incidence of the tax may be altered, and the price may be 
affected. Governments may not directly urge consumers to abstain from the 
use of alcohol, but they may indirectly influence the consumption of alcohol 
by enforcing heavy penalties from intoxicated drivers of motor vehicles and 
by promoting the sale of other products, such as milk, apples, and automo- 
biles, that will induce consumers to buy less alcohol and more of these com- 
modities. The information and other aid given to tourists by governments, in 
addition to improved highways, stimulate travel but may discourage alterna- 
tive spending or saving. 

The private utilities may not pay taxes to governments directly to under- 
take expenditures for the development of competing government enterprises, 
but the private utilities do pay taxes into the general funds of hostile gov- 
ernments that seek to increase the patronage for government undertakings 
and to discourage the sale of service by the private utilities. This government 
competition impedes the shifting of taxes by private utilities and may 
compel the owners of the private utilities to absorb taxes that would other- 
wise be shifted to the consumers. Thus public expenditures may not only 
change the time required for tax shifting and the obstacles to be overcome, 
but they may also modify the incidence of taxes as well as their effects. 

Government activities, which represent public spending upon numerous 
functions, influence the shifting of taxes in other ways. Where price-fixing 
legislation is enforced, active competition is supplanted by less active com- 
petition or government nurtured monopoly; and when monopolies are 
broken up so that competition may prevail, governments are rearranging the 
forces that play upon tax shifting. The shifting of taxes is one thing under 
lively competition, where prices tend to equal costs, and another thing under 
monopolistic competition, monopoly, or government price-fixing. Govern- 
ment regulation of production, marketing, and consumption necessarily 
modifies the forces of price determination and the shifting of taxes. Govern- 
ments interfere in many ways with the operation of economic forces, however 
they obtain funds to prosecute those activities. The activities of governments 
are frequently significant influences upon the shifting and incidence of taxes 
because of their reactions upon supply, demand, and prices; and they may 
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also alter the effects of taxes by exaggerating or offsetting those effects by 
changing the operation of the processes of production, distribution, ex- 
change, and consumption. 

Governments may foster more efficient methods in business by dissemi- 
nating news of technical improvements, by supporting research agencies, by 
encouraging inventions and discoveries, and by aiding in the betterment of 
production and marketing processes. On the other hand, government sub- 
sidies and other expenditures may be employed in such a way as to reward 
the inefficient and to perpetuate their existence by protecting them from the 
competition of the more efficient enterprisers. Where public expenditures 
change the methods of conducting business and raise or lower costs, prices 
will tend to rise or fall accordingly. When business methods are improved 
as a result of government encouragement, advances in costs that are oc- 
casioned by taxes may be offset, partially or wholly, by reductions in costs 
that ensue from more efficient methods. It might happen that the prices paid 
by consumers would fall in spite of taxes on the commodities in question. 
If there were no tax upon these commodities but production or marketing 
methods were improved, prices would be still lower. 

When public expenditures tend to promote economic recovery or pros- 
perity, tax shifting is accelerated because taxes and other price determining 
costs are more easily passed on to buyers in good times than in bad. If 
public expenditures retard business recovery, generate a crisis, or prolong 
a depression, on the other hand, they retard tax shifting and tend to compel 
vendors to bear taxes that would be shifted to buyers under more favorable 
conditions. l 

Governments may, moreover, employ funds upon activities that increase 
or decrease the mobility of investments and the control by sellers over sup- 
ply. The more mobile investments are, the more easily taxes may be shifted 
by readjustments in supply, other things remaining the same. The promo- 
tion of foreign trade by governments offers new investment opportunities; 
but restrictions upon foreign trade and the movement of capital lessen the 
mobility of capital, Governments may disseminate information concerning 
foreign and domestic markets, may aid in the discovery, production, and 
marketing of new products, and promote new uses for existing products. Or, 
by protective tariffs and restrictive taxation, governments may shut off trade 
and limit investment opportunities. Regulations placed by governments upon 
the security and commodity exchanges, upon banking and the extension of 
credit, and upon business financing and functioning in general may aid or re- 
tard the placing of investments. During recent years the federal government 
especially has interfered with the processes of saving and investing and has 
sought in numerous ways to exercise control over production, distribution, 
exchange, and consumption. 

Public expenditures may also affect the capitalization of taxes. In general, 
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when taxes upon land and other more durable forms of investment exceed 
the taxes upon other available investments, the excess of taxes over other 
forms of investment is capitalized by the purchasers of investments that are 
unfavorably taxed. That is, the excessive taxation of particular types of in- 
vestment will lower the value of those investments because it reduces the 
income from them as compared with the income from other investments 
that escape this unusual taxation. Capital values reflect both the amount of 
income from investments and the rate of return upon investments. Public 
expenditures may change capital values by modifying the net returns and the 
rates of return upon investments. 

Let it be assumed, for example, that the excess of taxation of land values as 
compared with other investments is capitalized and the value of land is ac- 
cordingly reduced. If, however, a government taxes landowners for an ex- 
penditure that will increase the value of the land, the loss in annual revenue 
from taxation may be partially, wholly, or more than offset by the gain in 
income resulting from the expenditure. This expenditure need not, of course, 
be financed by the tax on land, but may be derived from other funds. The ef- 
fect will be the same if the same expenditure is made and if it is expended in 
the same manner. Land values may thus rise or fall or remain unchanged 
because of the results of public expenditures. By changing the income from 
investments, public expenditures will also affect the rate of return upon 
them. Governments may change incomes and rates of return by their bank- 
ing regulations, control over investments, and other policies. 

Other illustrations might be cited to show how government expenditures 
change the supply, demand, or prices of articles subject to taxation and 
thereby modify the shifting, incidence, capitalization, and effects of taxes. 
Sométimes the changes are not noticeable, but at other times they are defi- 
nitely visible to investigators. Where the effects of public expenditures upon 
the shifting, incidence, capitalization, and effects of taxes may be determined 
approximately, they should be allowed for by students of taxation. Whether 
the public expenditures are-supported from general funds or from the col- 
lections of a particular tax under examination, other things being the same, 
they will influence tax shifting in the same manner. It will make a differ- 
ence, to be sure, whether one object or another is taxed, so far as the effects 
of a tax are modified by the effects of public expenditures. If gasoline taxes, 
for example, are lower because highway funds are derived from other 
sources, the burden and effects of the gasoline taxes and other revenues will 
be different from what they would be if all highway costs were financed by 
gasoline taxes. - 

The effects of public expenditures upon the shifting, incidence, capitaliza- 
tion, and effects of taxes are far-reaching and ultimately indeterminate. The 
supply and demand schedules of taxed and non-taxed commodities and ob- 
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jects for which public expenditures are made are variously related.* The joint 
production of gasoline and other products by the petroleum industry com- 
plicates an analysis of the shifting and incidence of the gasoline tax and the 
effects that ensue from spending its collections. While expenditures upon 
highways may increase the demand for gasoline and thereby facilitate the 
shifting of the gasoline tax, the increase in gasoline production will result 
in an increased supply of by-products. If the demand for the by-products 
is unchanged, it will be more difficult or possibly impossible to shift taxes 
upon them because of their increased supply. It may therefore be necessary 
to shift to the users of gasoline not only the tax on gasoline but also some or 
all of the taxes on by-products. The direct and inverse relationships of 
commodities upon the supply and demand side, when substitutes, comple- 
mentary goods, articles produced jointly, raw materials and finished. goods, 
and other related commodities are considered, become important when the . 
effects of public expenditures upon the shifting, incidence, capitalization, 
and effects of taxes are being studied. 

The preceding theoretical analysis suggests further significant factors to 
the student of tax theory. The shifting, incidence, capitalization, and effects 
of taxes are related not only to the effects of expenditures by governments 
and to other factors, but also to the effects of public borrowing, taxes, and 
other revenues. The financing of governments by credit affects general eco- 
nomic conditions, which in turn influence the results of taxation. The financ- 
ing of pump-priming expenditures by borrowing is an inflationary measure | 
that will tend to promote a boom, which is favorable to tax shifting. The ` 
over-rapid repayment of debts may have perceptible depressing effects upon 
general economic conditions and thus retard tax shifting. 

Government credit policies also affect the financing of private business 
and consumers. They may bid up interest rates or tend to lower them. Funds 
may be diverted from private industry, or additional funds may be created. 
Capital values are changed by public debt policies, although the changes may 
be rather uncertain. The effects of taxes are frequently related, moreover, 
to the effects of public credit. Debt inflation tends to give temporary relief 
from the burdens of taxation by its depreciation of the value of tax payments 
and its stimulus to forced prosperity. Debt deflation will tend to have the 
opposite effects. The use of tax-exempt securities to tempt capital permits the 
individuals with high incomes to reduce their income taxes by purchasing 
tax-exempts. The restrictive effects of taxation at high rates upon initiative, 
saving, and investment are therefore modified by public credit policies that 
may tend to exaggerate or neutralize the harsh effects of particular taxes, like 
those upon high incomes and the capital gains tax. 


° The writer is indebted to Professor William N. Loucks of the University of Penn- 
sylvania for suggestions on this discussion. 
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The shifting, incidence, capitalization, and effects of a tax may also be 
related to the effects of other taxes. If, for example, a very heavy tax should 
be placed upon gasoline and a much lighter tax upon alcohol for use in 
motor vehicles as a fuel, the former tax would materially discourage the pur- 
chase of gasoline and encourage the use of alcohol, assuming that automobile 
transportation should continue to be popular. In this situation the shifting of 
the gasoline tax is made difficult or impossible but the shifting of the tax on 
alcohol is facilitated. If the gasoline tax were heavy enough, it would stifle 
the gasoline industry, while the industrial alcohol industry would flourish. 
The value of investments in the gasoline industry would decline, unless these 
investments could readily be employed for other purposes without loss; but 
the value of investments in the alcohol industry would rise. 

Other illustrations might be cited to indicate the influence of one tax 
upon the shifting, incidence, capitalization, and effects of another tax. The 
high progressive taxes upon the upper income brackets that the federal 
government imposes tend to reduce the savings of the wealthier classes and 
to discourage their investment in private industry. The flow of funds into 
private business is further impeded by the inviting prospect of purchasing 
tax-exempt securities. The heavy income taxes paid by the wealthy also 
probably reduce their consumption somewhat, although they are more likely 
to affect saving. The withdrawal of funds by individuals from private busi- 
ness, or the investment of funds in government securities in preference to 
ordinary business investments, lessens investments in private industry and 
influences output, costs, and prices. Existing investments may become less 
attractive iti private enterprise, and tax shifting may become more difficult. 
The outcome here will also depend, of course, upon the effects of the public 
expenditure of the heavy income taxes. 

A tax upon one commodity will tend to raise its price and to encourage the 
use of substitutes, but it will also tend to discourage the use of articles pur- 
chased jointly with the taxed commodity. When two or more articles are 
jointly produced, a tax upon one of them will tend to reduce its supply and 
also the supply of the other joint products. A tax upon raw materials tends 
to raise their price and also the prices of finished goods. A tax upon one 
commodity thus tends to modify the supply of or the demand for related 
commodities and to retard or accelerate the shifting of taxes upon the re- 
lated commodities, depending upon the particular circumstances in each 
case. The burdens of one tax therefore are related to the effects of other 
taxes, and the value of investments in enterprises producing or marketing 
taxed commodities is related to the effects of other taxes. 

To the extent that protective tariffs change competitive conditions and 
invite less active competition or monopoly, they affect the shifting of other 
taxes upon the industries protected. A tax, moreover, may influence general 
economic conditions. The much criticized taxes upon undistributed profits, 
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capital gains, and the upper income brackets are thought by many observers 
to have exerted a depressing influence upon business in 1937 and 1938, 
while others have argued that these taxes promote economic stability rather 
than instability, or that they foster prosperity rather than depression. Because 
tax shifting is related to general economic conditions, the shifting of one 
tax will be affected by other taxes that modify general economic conditions. 

. It is not possible here to trace in detail the relations of tax shifting, inci- 
dence, capitalization, and effects to the effects of other taxes; but the general 
theoretical relationship has been established. The doctrine of tax capitaliza- 
tion, it is interesting to note, rests upon the existence of inequalities in taxes. 
In a particular case, one investment might be taxed while another would pay 
no taxes at all; but ordinarily the choice must be made between higher and 
lower taxes. If all investments were equally taxed, tax capitalization could 
not occur, It is only the estimated differences between comparative taxes that 
may be capitalized. 

The general conclusion which this discussion leads to is that the shifting, 
incidence, capitalization, and effects of taxes are related to the effects of 
public expenditures and to the effects of public revenues. Where the ap- 
proximate relationship can be traced in an analysis of taxation it is logically 
a necessary part of studies in the shifting, incidence, capitalization, and ef- 
fects of particular taxes. Every situation must be analyzed not only in the 
light of the general principles involved, but also in view of the peculiar 
qualifications that may be required. Many of the effects of public expendi- 
tures and revenues upon the economic aspects of taxation are indefinite; but, 
where these effects can be ascertained approximately, they should be noted. 

ALFRED G. BUEHLER 

University of Vermont 


THE DEVELOPMENT OF THE USE TAX 


A compensatory tax on the privilege of using personal property which has been purchased 
at retail outside the state is a device to which an increasing number of states are resorting 
in an effort to restore business, diverted by the sales tax, to its normal intrastate channels 
and by so doing to check the loss of revenue from the sales tax. Between 1935 and the close 
of the legislative sessions of 1938, fourteen of the twenty-three states which have sales, 
receipts or gross income taxes have adopted use taxes; and in a few instances a use tax 
has been included in a municipal sales tax. Provision is usually made for certain offsets 
and exemptions. Upheld by the Supreme Court in 1937, legislation of this sort imposes 
heavy burdens upon retailers doing a large interstate business and presents serious collection 
problems. 

In 1933, when the wave of sales taxation swept the country, many econ- 
omists and businessmen predicted serious interstate complications. Inher- 
ent in the sales tax is the tendency to divert business from its normal 
channels and drive it from states which impose a high rate to those which 
have a low rate or impose no sales tax at all. The higher the rate of the 
sales tax, the greater is the inducement to evade it by buying goods elsewhere. 
Responding to the pressure of domestic producers and middlemen who 
claimed that they were placed at an unfair disadvantage in competition with 
foreign producers and distributors, and desiring to check the loss of revenue 
from the sales tax, many states have recently adopted a supplementary “use”? 
tax. This compensatory tax generally takes the form of a tax on the privilege 
of using, storing or consuming tangible personal property purchased at re- 
tail outside the state. 

Recognizing the constitutional provision that no state may levy an import 
duty without the consent of Congress, Senator Harrison of Mississippi intro- 
duced a bill in 1934 to empower states to levy a sales tax on property brought 
through the channels of interstate commerce into a state in which a sales tax 
was in force.* The bill passed the Senate on March 15, 1934, but it did not 
come to a vote in the House of Representatives. A joint resolution of the 
Legislature of California, which had adopted a sales tax in 1933, urged 
Congress to grant the relief contemplated in this bill? The appeal was of 
no avail, however; and in 1935 Washington, California and Ohio adopted 
use taxes without explicit congressional sanction. 

The Washington act imposes a use tax of 2 per cent. This rate is applied 
to the total cost of the goods when used in Washington, including not only 
the original purchase price but also the transportation charges from the 
place where the purchase was made. The constitutionality of this Act was 
contested by contractors engaged in the construction of the Grand Coulée 
Dam on the Columbia River. The contractors had been subject to a tax of 
$18,423.78 for the use of machinery and materials, such as locomotives, 
cars, pumps, conveyors and trestle steel, bought in other states and brought 
into Washington for the construction work. 


*S. 2897 of 2nd Sess. of 73rd Congress. 
> Congressional Record, February 11, 1935, pp. 1775-1776. 
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` The District Court enjoined the enforcement of the statute as a violation 
of the commerce clause, and the case was taken to the United States Supreme 
Court on appeal. On March 29, 1937, with Mr. Justice McReynolds and 
Mr. Justice Butler dissenting, the Supreme Court upheld the constitution- 
ality of the Act on the ground that: 


The tax is not upon the operations of interstate commerce, but upon the privilege 
of use after commerce is at an end. Things acquired or transported in interstate 
commerce... may be subjected, when once they are at rest, to a non-discriminatory 
tax upon use or enjoyment. The privilege of use is only one attribute, among many, 
of the bundle of privileges that make up property or ownership. A state is at 
liberty, if it pleases, to tax them all collectively, or to separate the faggots and lay 
the charge distributively. Calling the tax an excise when it is laid solely upon the 
use does not make the power to impose it less, for anything the commerce clause 
has to say of its validity, than calling it a property tax and laying it on ownership.‘ 


Commenting on the contention that the motives which induced the adop- 
tion of the Act made it virtually a protective tariff, and therefore an uncon- 
stitutional burden upon interstate commerce, Mr. Justice Cardoza declared 
that “motives alone will seldom, if ever, invalidate a tax that apart from its 
motives would be recognized as lawful,” especially “when equality and not 
preference is the end to be achieved.’’® 

The Washington statute was carefully framed to meet the requirement 
of equality by allowing an offset on account of a use or sales tax paid in 
Washington or in another state. The court recognized this fact but disclaimed 
any intention of implying that allowance of a credit for other taxes paid 
to Washington made it necessary that there be a like allowance for taxes paid 
to other states. “A taxing act is not invalid because its exemptions are more 
generous than the state would have been free to make them by exerting the 
full measure of her power.’® Accordingly, when Washington revised her 
use tax in 1937, the provision for an offset for a tax paid elsewhere was 
eliminated. 

In the course of the legislative sessions of 1937 nine states adopted use 
taxes. The Acts of Alabama, Wyoming and Utah were adopted before the 
decision of the Supreme Court in Henneford v. Silas Mason Company was 
announced. Those of Kansas, Iowa, Oklahoma, Arkansas, Colorado and 
Michigan were approved later. Mississippi and Louisiana have enacted simi- 
Jar legislation in 1938. Thus fourteen of the twenty-three states which at 
present have sales, receipts or gross income taxes, have adopted use taxes.’ 

3 Henneford v. Silas Mason Co., et al., 300 U.S. 577. 

*300 U.S. 582. 

* 300 U.S. 586. 

€ 300 U.S. 587. 

"The 23 states which at present have sales, receipts or gross income taxes are: Alabama, 
Arizona, Arkansas, California, Colorado, Illinois, Indiana, Iowa, Kansas, Louisiana, Michi- 


gan, Mississippi, Missouri, New Mexico, North Carolina, North Dakota, Ohio, Oklahoma, 
South Dakota, Utah, Washington, West Virginia and Wyoming. 
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In addition to these fourteen states, two others, North Dakota and Ken- 
tucky, Have use taxes whose application is limited to motor vehicles. North 
Dakota in 1937 imposed a 2 per cent use tax on the price of motor vehicles 
purchased outside the state and registered therein. This tax supplements the 
2 per cent retail sales tax adopted two years earlier. Repeal of the 3 per cent 
sales tax of Kentucky was a major plank in Governor Chandler's campaign 
platform. The bill for repeal (1936) was accompanied by a bill providing 
for specific taxes on certain luxuries, including a 3 per cent sales and use 
tax on automobiles and trucks. The use tax is paid when the vehicle is first 
registered in Kentucky. 

It would seem that the use tax is best adapted to state legislation; but 
New York and Philadelphia have included it in their municipal sales taxes. 
New Orleans has recently imposed a 1 per cent sales and use tax in addition 
to the state tax. This action was taken under the authority of the Act of 
Louisiana which was approved on June 30, 1938. 

Intended, as this tax is, to supplement the sales tax, the rate is the same 
as that imposed under the sales tax. In most states this rate is 2 per cent. In 
California, Ohio, and Michigan, however, the rate is 3 per cent,® and in 
Louisiana it is 1 per cent. 

The laws of most states provide for certain exemptions from the use tax. 
As might be expected, property on which a sales tax has already been paid 
to the state and property which is exempt from sales taxation is not subject 
to the use tax. A few states, notably Iowa, Kansas, Michigan and Oklahoma, 
allow an offset for a sales or use tax paid in another state. In many states, 
however, the law seems to imply that a use tax must be paid even if a sales 
tax has already been paid elsewhere. The tax imposed in Alabama is appar- 
ently intended to apply only to non-perishable goods. The tax must be paid 
on imported goods which have been in the state for more than twenty-four 
hours prior to consumption by the importer. 

Several states, for example Jowa, Michigan and Oklahoma, exempt per- 
sonal property brought into the state temporarily by non-residents. Kansas 
allows this exemption only if the non-resident remains in the state not more 
than sixty days. Four states exempt purchases up to a certain amount in a 
given period of time: Michigan exempts purchases up to $10, Kansas up 
to $20, and Oklahoma up to $100 a month, and Washington up to $50 
bi-monthly. 

Several states authorize refunds of use taxes paid by governmental agen- 
cies, hospitals, churches, charitable and educational institutions. A few states, 
possibly expecting the Supreme Court to affirm the decision of the lower 
court in the Washington case, have exempted property used in fulfilling a 


3 [iinois, North Carolina and South Dakota, the other three states which have 3 per cent 
sales taxes, have made no provision for use taxes, 
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building or construction contract which was executed prior to the effective 
date of the Act. 

Theoretically everyone buying goods from merchants in anothes state is 
responsible for payment of the use tax, but practically the states; depend 
upon the retailers for its collection. Michigan, for example, requires retailers 
who maintain a place of business in the state, or who sell personal property 
for use there, to register with the board of tax administration. The name 
and address of each agent operating in the state and the location of all dis- 
tribution and sales offices must be given. The retailers may not absorb the . 
tax themselves but must collect it directly from their customers, and must 
make a monthly return in a form prescribed by the board. The enforcement 
of this law is being resisted; and in two cases involving interstate business 
permanent injunctions are sought. 

If the use tax is successful in accomplishing the purpose for which it is 
designed, it will not itself be productive of much revenue; but the revenue 
from the sales tax will increase as business resumes its normal course. Con- 
cerns which ordinarily do a large retail business in several states, however, 
will be seriously burdened by the imposition of use taxes; and the states 
themselves may certainly be expected to encounter serious difficulties in the 
collection of these taxes. 

HENRIETTA C. JENNINGS 

W heaton College, Massachusetts 


GOLD-MINING TAXATION IN RELATION TO NATIONAL 
PLANNING IN SOUTH AFRICA, 1932-1937 


Because of the wasting nature of the gold industry, the South African Government has 
endeavored to foster manufactures and agriculture at the expense of the mines. Though 
progress had been made, prior to 1933 doubts were raised as to the adequacy of the policy; 
and plans were considered with the object of extending the life of the mining industry by 
subsidizing or otherwise lowering the cost of working low-grade ore. The Government was 
asked to consider whether further expansion of mining should not be prevented, to lengthen 
the lives of the mines and reduce the ultimate problem of adjustment. 

The increase in the price of gold in 1933 made possible the attainment of this aim 
by other means, Heavy taxes were levied on the gold premium, but the exploitation of 
low-quality ore received favorable treatment. Though the quality of ore crushed has been 
reduced considerably, the industry is expanding, so that the results represent a compromise 
between long-term stability and immediate profit, l 


Current interest in gold mining and in national economic planning make 
it appropriate to examine the manner in which the Union of South Africa 
has dealt with the situation which has arisen in recent years in consequence 
of the enhanced price of gold. 

The importance of the gold-mining industry to South Africa is very great. 
The Economic and Wage Commission, appointed by the Union Government 
in 1925, accepted an estimate that gold contributed one-fifth of the national 
income; and, with the higher price of the metal prevailing at the present time, 
it is certain that the proportion has risen substantially. Table I compares em- 
ployment figures for 1933, in respect of agriculture, manufactures, gold 
mining and other mining. The agricultural data refer only to farms owned 
by white persons, which cover about two-thirds of the total area of the 
country, though, owing to the relatively poorer quality of much of the re- 
maining land, probably more than this percentage of rural productive capa- 
city is represented. Numerous colored people find subsistence on this other 
land, however; and to this extent the figures under-emphasize the import- 
ance of agriculture. 


TABLE I, EMPLOYMENT IN SOUTH AFRICAN INDUSTRIES, 1933! 


White persons Total number of persons 
regularly employed regularly employed 
Farms owned by white persons 184,800 749,200 (1930)? 
Private manufacturing establishments 69,000 164, 800 
Mines other than gold 9,300 64,400 
Gold mines 26,400 270,300 


1 Data for Tables I and IJ have been obtained from official publications. 
2 1933 figures are not available in respect of numbers of persons employed on farms but 
are not likely to be materially different from those of 1930. 


Reliable information regarding the value of farm produce is not available; 
but the values of manufacturing and mining output are given in Table IT. 
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Tase II. Vatues or Output or MANUFACTURING AND Mininc ESTABLISHMENTS, 1933! 
(million dollars) 


Value of output, less 


Gross value of output + Materials consumed 


Manufacturing establishments 391 197 
Mines other than gold 28 22 
Gold mines 334 244 


1 For the convenience of American readers, the money amounts given in this paper have 
been reduced to dollars at par of exchange. The internal position in South Africa is referred 
to and the significance of the figures would be lost if they were allowed to vary with fluctua- 
tions in the dollar exchange. 


Government finance depends to a considerable extent on gold-mining 
revenues. Thus, Mr. G. G. Locke, of the Department of Inland Revenue, 
estimated that during 1928-29, excluding the receipts of the Post Office and 
the Government Railways, 33 per cent of the State’s income came directly 
or indirectly from the gold mines; and the Gold Producers’ Committee of 
the Transvaal Chamber of Mines, in consultation with Professor Frankel 
of the University of the Witwatersrand, included the income of the pro- 
vincial governments’ and put the proportion as high as 50 per cent.” 

The gold-mining industry is more important to the white population of 
South Africa than mere comparisons of employment or production indicate, 
because its benefits go largely to that section of the community and maintain 
it on a high standard of living which would be undermined completely if 
the industry collapsed. The negroes are nearer to a subsistence minimum and 
live more largely in the country districts on farm produce of their own 
raising.” 

This situation has been realized by South Africans; and consequently the 
wasting nature of the mineral resources has led to grave concern. Broadly, 
it may be said that two courses lie open with respect to an industry of this 
type. On the one hand the government may stand aside, permitting the 
capital which is amortized and the labor which is thrown out of employment 
as the industry declines to seek new fields elsewhere. In this case, investments 
made by government bodies in serving mining areas also need to be amor- 
tized, or the possibility of default may arise when the mines are no longer 
productive. Alternatively, the government might encourage the development 
of other local industries with a view to furnishing occupation for capital 
and labor as mining contracts. Much economic and political controversy in 


* The Provinces occupy a somewhat similar position to that of the States in this country. 

7 These figures appear in the Report of the Low-Grade Ore Commission, 1932. 

? This must not be held to imply that the negroes would not lose by a decline in gold 
mining. Many negroes are detribalized and reside wholly in urban communities. Further, 
even rural negro families are largely subsidized by the eamings of relatives who visit the 
mines or cities to work for wages, 
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South Africa has turned upon the relative merits of these two plans. The 
early developments on the Witwatersrand goldfield* revealed little expecta- 
tion of permanency on the part of the people who were responsible for them. 
Buildings were constructed of sheet iron and workers were drawn from a 
roving class whose members were ready to move elsewhere if the Transvaal 
should disappoint them. Public borrowings were on a restricted basis,® being 
regarded as different from those of more stable communities. Owners of 
private enterprises felt that substantial writing-off of their capital invest- 
ments was justified.® 

The Union Government, however, has elected to follow a different course. 
Taking advantage of the relatively long life displayed by Witwatersrand 
gold mining, it has sought to build up other industries against the time when 
the mines become exhausted. Its method has been to tax the mining industry, 
directly and indirectly, while giving assistance to agriculture and manufac- 
tures. The customs tariff has been made definitely protective; but it would be 
wrong to assume that the desire to replace gold mining by more permanent 
industries is wholly responsible for this fact. South Africa’s sister Dominions 
and many new countries outside the Empire have followed the course of 
encouraging the development of manufactures and probably all that the 
special position of the Union has done in this connection has been to 
strengthen the support which protectionist sentiments have received in that 
country. The situation is well described in an official memorandum prepared 
for a government commission recently: 


Historically viewed, the policy of encouraging industrial development through 
the means of the customs tariff came to fruition at a time when it was felt that 
the two main sources of income—namely, farming and mining, proved inadequate 
to sustain the ever-growing population of the Union at the standard of well-being 
commonly accepted. The logical step was the diversification of the sources of in- 
come through acceleration of the process of industrialization which had already 
set in. 


Though a tendency toward protection had been marked earlier, notably in 
the Customs Tariff act of 1914, the Tariff act of 1925 represented “the be- 
ginning of a more distinct and purposeful effort on the part of the Govern- 


‘Literally, “Ridge of White Waters,” the principal gold-producing area of the Union 
and, indeed, of the world. It runs east and west from Johannesburg, in the Transvaal 
Province. 

“The financial regulations of the City of Johannesburg, framed under the auspices of 
Lord Milner in 1903, required all borrowings to be redeemed within 30 years. 

€ See, for example, reports of some of the past annual meetings of the Victoria Falls 
and Transvaal Power Company, Ltd., which supplies electricity to the goldfield. 

™Memorandum submitted by the Board of Trade and Industries, a departmental body 
referred to below, to the Tariff Commission, 1934. As mentioned in the memorandum, in- 
dustrialization had already begun, particularly during the European War of 1914-18, which 
interrupted the import trade. 
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ment to encourage the development of industry.” This Tariff act, it may be 
said, followed the accession to office of the Farmer-Labor coalition ad- 
ministration? which had defeated at the polls the pro-British party in power 
prior to that date. The development was not entirely a political matter, 
however, since it received support in general terms from members of a 
commission which sat in 1925, who were by no means nationalistically in- 
clined or politically associated with the new administration—namely, Henry 
Clay, the English economist, and Messrs. Mills and Martin, the last-named 
a leader of the gold-mining industry. In the commission’s report, these men 
said: 

On general grounds it would appear to us sounder policy, in view of the special 
character of the industry as a wasting asset, to employ a proportion of the funds 
taken by taxation and share of profits by the Government from the gold-mining 
industry in developing other forms of production in the country, rather than in 
inducing a larger number of the white population to make their livelihood de- 
pend upon it.?° 


Under this policy, South African manufacturing industries have been 
developing at a rapid rate, so that between 1925 and 1933 employment in 
ptivate manufactures rose by 29 per cent, as compared with an increase of 
15 per cent in agriculture and 10 per cent in mining, all these figures being 
for white persons only.™ If protected industries are classified separately, their 
increase in employment is seen to be greater. Thus, in seven protected 
trades, producing respectively glass, clothing, paper bags and cardboard con- 
tainers, candles and soap, footwear, paints and varnishes, and candy, the 
number of workers (white and colored) rose from 14,710 in 1924-25 to 
- 25,689 in 1933, an increase of 75 per cent. 

The method of protection may be worth description. In addition to any 
duties which are intended to go into effect immediately, the tariff makes 
provision for “suspended duties,” which are put into operation only in the 
event that investigation by the Board of Trade and Industries’? makes it 
appear that a new industry can be developed without undue cost. Moreover, 
duties may be withdrawn after they have been imposed, should firms in the 

° Ibid. 

°” The coalition was led by the present Prime Minister, General Hertzog, whose sup- 
porters were strongly nationalistic, politically as well as economically. 

Economic and Wage Commission, 1925, report by Commissioners Stephen Mills (chair- 


man), Henry Clay and John Martin. No objection was raised on this point by the remaining 
commissioners. 

* Report of Customs Tariff Commission, 1935. During the same period, the white popula- 
tion of the Union increased by 15.5 per cent. Comparable data for colored persons are not 
available. 

“The Board is responsible to the Minister of Commerce and Industries and its duties 
are to advise the Minister on matters concerning natural resources, trade and industry. It 
has been largely concerned with tariff inquiries. 
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protected industry raise prices to unwarranted levels or fail to observe satis- 
factory labor conditions by breaking agreements or neglecting to employ a 
sufficient proportion of white workers. The latter feature is in accordance 
with the white-labor policy which has been supported steadily by the Ad- 
ministration, and it is noteworthy that manufactures utilize a larger percent- 
` age of white workers than do the gold mines. Further, in recent years the 
percentage of white laborers employed in protected establishments has risen 
considerably; and the seven industries mentioned above, which showed an 
over-all increase in employment of 75 per cent, increased the number of their 
white workers by 112 per cent while that of colored employees rose by only 
37 per cent. 

Much of the cost of protection has been borne, through higher costs of 
labor and materials, by the gold-mining industry. Mining has been taxed, 
also, for the purpose of assisting agriculture. To some extent this latter 
assistance has been given as temporary support during periods of difficulty, as 
when feed has been provided for drought-striken livestock and export sub- 
sidies were paid on farm products during the recent depression; but some has 
been of permanent value. Thus, during the five years ending with 1933-34, 
an average of $2,600,000 a year has been expended by the Union Govern- 
ment on irrigation schemes, about 40 per cent of this amount coming from 
current revenues."* Like infant industry protection, government assistance 
- to agriculture is not a phenomenon peculiar to South Africa; but the desir- 
ability of maintaining and extending permanent industries in view of a 
prospective decline in the gold output has been advanced in that country on 
many occasions as a reason for such assistance. 

Not only taxation but also the railway system, which in South Africa ts 
wholly owned by the Government, has been used as a means of making trans- 
fers from the gold-mining industry to agriculture and manufactures. Before 
the Union was established in 1909, considerable friction had been caused 
between the political units which preceded it by the attempts of the coastal 
colonies, the Cape and Natal, to levy taxation on the inland republics, the 
Orange Free State and the Transvaal, by means of excessive railway 
charges.1* Even when the latter came under British rule in 1900-02, the 
matter was not settled. Railway policy, therefore, occupied a prominent place 
in the discussions which led to political union; and in the Act of Union it 
was laid down that the railways, ports and harbors of the Union were to be 


administered on business principles, due regard being had to agricultural and in- 
dustrial development within the Union and promotion, by means of cheap trans- 
port, of the settlement of an agricultural and industrial population in the inland 


2 Union Year Book No. 16, 1933-34. 
“ This topic is treated fully in Railway and-Customs Policies in South Africa, 1885-1910, 
J. van der Poel, London, 1933. 
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portions of all provinces of the Union. So far as may be, the total earnings shall 
be not more than are sufficient to meet the necessary outlays.15 


This clause has been interpreted to mean that the railways as a whole 
should be operated without profit or loss but that subsidization of certain 
classes of traffic at the expense of others is permissible, if not, indeed, im- 
plied by the terms of the Act. A section of the Act made provision for 
Parliament to meet the cost of branches constructed on a non-paying basis; 
but this came into operation only if such construction were undertaken 
against the advice of the railway administration, and it has been ineffective. 
In view of the nature of railway costs, it is difficult to arrive at exact figures on 
the subject, but there is no doubt that substantial profits have been earned 
on main-line traffic and, particularly, on the carriage of imports to the gold- 
field, while the rural areas and the transport cf agricultural exports have 
been subsidized correspondingly. Professor Frankel, investigating the matter 
during 1927-28, concluded that, through railway profits on coal traffic alone, 
the mines paid not less than 7 or 8 cents per ton of ore milled by them.** 

As may be expected, the mining companies have not allowed this policy to 
be pursued without protest on their part. The Transvaal Chamber of Mines 
has been very active; and, in the press, in evidence before government com- 
missions, and elsewhere, the views of the mining interests have been made 
clear. Policies which would keep mining costs low and permit full utilization 
of the ore, with a rate of extraction which would maximize the present value 
of the mining properties, have been stressed. Possessing a widespread body 
of stockholders who are alive to their own interests and, whenever possible, 
exercise pressure in directions favorable to the companies, and receiving 
support from such groups as British imperialists, importers in the coast cities, 
and academic free traders, the opposition of the Chamber has been by no 
means entirely without effect. On the other side, however, there have been 
arrayed, not merely the industrial and agricultural interests, but the large 
number of electors who regard themselves as attached permanently to the 
country and desire the adoption of an economic policy which holds out some 
hope that the passage of time will not see them or their descendants left in 
the lurch. This latter body has given consistent support to the official policy 
and has not been deterred by the arguments of the mining interests to the 
effect that the expansion of the gold industry was being checked. A smaller 
but longer-lasting mining industry has seemed to this group to offer a less 
serious problem of adjustment when the mines become empty than would 
be one whose life was more spectacular but shorter. To a large extent in 
legislation, as has been indicated, the latter group has had its way. 

The adequacy of the policy pursued was questioned, however, before 


1 Act to constitute the Union of South Africa, 1909, Sec. 127. 
% The Railway Policy of South Africa, S. H. Frankel, Johannesburg, 1928. 
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1933, and measures were considered for the purpose of extending the life 
of the mining industry by making possible the exploitation of ore which 
hitherto had remained unworked because of its poor quality. The goldfield, 
as a whole, may be described as a low-grade proposition, but there is a 
considerable range of ore quality. For example, in 1932, the last year in 
which the mines operated under the old standard price of gold, omitting the 
exceptionally rich Sub-Nigel Mine which showed a yield of 17.772 dwts. 
per ton of ore crushed, the various mines reported yields ranging from 
10.065 dwts. in the case of the Springs Mine to as little as 3.870 dwts. for 
the Witwatersrand Mine. Even within a single mine, there is a considerable 
range in the gold content of the ore; and accessible rock is worked to a lower 
grade than that which is less easy to reach. Depth is an important cost factor. 
The gold-bearing beds slope down to great depths and much of the lasting- 
power of the goldfield turns on the possibility of exploiting the lower 
levels.” The possibility of an increased price of gold had not arisen; but 
it was realized that, if production costs could be lowered, some of the low- 
gtade ore which had been unprofitable to work hitherto would be raised 
above the paying level.1® Some mines had very little of this marginal ore; 
but others possessed a good deal, and it was generally believed that a rela- 
tively small diminution in mining costs would greatly expand the production 
of the goldfield. The problem of low-grade ore, therefore, aroused attention. 
The 1936 budget speech of Mr. N. C. Havenga, Minister of Finance for 
the Union, may be quoted as summarizing the position: 
For some years before the crisis which drove most countries off the gold standard 
the future of our gold mining industry had been a matter of some concern to all 
thinking South Africans. It was realised that our present economic structure was 
founded on the industry and all those who were not content to live in the present 
only were compelled to give thought to the adjustments which would have to be 
effected when the mining industry began to wane. 

It has long been realised that the key to the situation lay in the low-grade ore. 
The threat to the life of the industry did not lie in the exhaustion of all gold- 
_ bearing ore, but in the exhaustion of that portion of the ore beds which could be 


worked profitably. If the range of profitable ore could be extended, the life of the 
industry could be extended almost indefinitely.1® 


A Select Committee of the Legislature in 1918 and a Commission in 1919 
had considered the problem and, lastly, a new Low-Grade Ore Commission 
was appointed in 1930. The final report of this Commission, submitted in 


* As an example of what is being done at the present time, it may be mentioned that 
the bottom of the No. 15 B Vertical Shaft of the Crown Mine, completed in 1936, is 8,527 
feet below the surface and about 2,500 below sea level. 

E The Theory of the Gold Supply, by W. J. Busschau, Oxford, 1936, contains consider- 
able information on factors influencing mining costs. With respect to the mathematical aspects 
of this book, however, see the review by Professor J. P. Dalton, South African Journal of 
Economics, March, 1937. 

* Quoted from The Natal Mercury, March 26, 1936. 
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1932, made a general study of the possibilities of extending the life of the 
industry by lowering the costs of working the poorer ores. Official estimates 
were to the effect that within ten years, in the absence of countervailing 
factors, the output of the entire goldfield would have fallen to one-half and 
within fifteen years to one-quarter of the current production. The Govern- 
ment was asked to consider whether its policy should not be directed toward 
maintaining the industry for a longer period. Figures were submitted, in- 
dicating that a reduction in working costs of two shillings (48 cents) per ton 
of ore milled might be expected to lengthen the average life of the mines by 
33 per cent, and a reduction of four shillings per ton might add 72 per cent 
to the average life. The Gold Producers’ Committee of the Transvaal Cham- 
ber of Mines gave more liberal estimates, putting the extension of average 
life due to a reduction in working costs of twe shillings per ton at 50 per 
cent and that due to a reduction of four shillings at more than 100 per cent. 
There was some dispute within the Commission as to how the desired re- 
duction in costs might be attained. It was agreed that the mines were man- 
aged efficiently and that there was little to hope for from technical economies. 
Those Commissioners who represented the Chamber of Mines favored a 
10 per cent cut in wages and salaries on the ground that living costs had 
fallen to this extent since existing rates were determined. The Commission 
as a whole advocated attention to the customs and railway policies of the Ad- 
ministration with a view to lowering mining costs, thus calling into question 
the whole national economic policy. Two commissioners argued for a sub- 
sidy to encourage the mining of low-grade ore, the necessary funds being 
provided by the State and the gold-mining industry—in effect the richer 
mines—in the proportions of 3 to 1.2° Two other commissioners supported 
a temporary subsidy, to establish low-grade mines. 

In 1933, however, a situation arose in which the aims of the Low-Grade 
Ore Commission—and more—could be achieved without any direct reduc- 
tion of costs or subsidization. For reasons not here important, the Govern- 
ment decided that-the South African currency should remain on the gold 
standard when Britain went off gold in 1931. Through the closing months 
of that year and the whole of 1932, an intense egitation was conducted for 
the purpose of changing this decision, mining, commercial and other in- 
terests joining with the parliamentary opposition party in this campaign. 
Heavy transfers of funds overseas took place, and at times restrictions on 
these were imposed. The Government bowed to the storm at the end of 1932, 
following the revolt of a section of its followers; and subsequent amalgama- 
tion of the two leading political parties made it possible for a policy to be 


2 A subsidy ranging from three shillings per ton, for ore worked at a loss of this amount, 
to zero where a profit of three shillings was made, was mentioned in the case of Witwaters- 
rand mines. Outside the Witwatersrand area, the sum of two shillings was substituted for 
three in the formula, the whole to be provided by the State. 
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developed without fear of serious opposition in Parliament. This political 
union brought into the Cabinet a group more favorable to the gold-mining 
interests than the party previously in sole control and goes far to explain the 
compromising nature of subsequent policy. 

The abandonment of the gold standard was followed by a short interval 
of uncertainty, after which the South African pound was pegged to the 
British pound at par of exchange. The price received by the mining com- 
panies for their gold output rose in proportion to the depreciation of British 
sterling, and its subsequent movements are indicated in Table IIT. 


TABLE IIJ. AVERAGE PRICE RECEIVED BY THE MINING COMPANIES, 
PER Ounce oF Fine Gorp, 1933-371 


Dollars at par 


Year Sterling of exch ance 
1933 £6. 4s. 8.75d. 30.34 
1934 £6.18s. 0.17d. 33.58 
1935 £7. 2s. 0.83d. 34.56 
1936 £7. Os. 3.23d. 34.13 
1937 £7. Os. 8.48d. 34.23 


1 Data from Annual Reports of the Transvaal Chamber of Mines. 


It was soon evident that the returns from gold mining would be enhanced 
substantially, giving the possibility of a big impetus to the industry. The 
budget speech of 1936, to which reference was made above, may be quoted 
again: 


The Government was resolved that this opportunity should not be lost. There 
was a large section of those interested in gold-mining shares—though a section 
perhaps more vocal than of real influence—which was making its voice heard in 
favour of making hay while the sun shone. They wished the mines to make all 
the profit they could while the premium lasted in expectation of vast possibilities 
for speculative gains resulting from such a policy. Such a policy would have been 
fatal to the real interests of the country. It was essential in order to restore financial 
equilibrium that a substantial portion of these fortuitous profits should be taken 
by way of taxation, but the Government was determined that the method of taxa- 
tion should be such as to give full inducement to that lowering of the grade which 
meant the prolongation of the life of the industry. . .. From that policy there has 
been no departure. .. . The double purpose to be achieved did not present an 
easy problem and the original scheme of taxation was frankly experimental. The 
situation was without precedent and in such cases one must be prepared to learn 
by experience. 


Act No. 33 of 1933 introduced the excess profits duty, which placed a tax 
of 70 per cent on the gold premium, after certain deductions. A “standard 


profit’’ was calculated, z.e., the amount which would have been yielded by the 
former standard price of gold, excess profits for the purpose of the duty being 
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the returns above this amount. Admissible deductions included: (a) the 
normal income tax, (b) underground developmental expenditure approved 
by the Minister of Finance and arrear amortization thereof, (c) a rebate for 
fall in grade of ore milled," and (d) the percentage of profit accruing to 
the Government under mining leases.?? The operation of this measure re- 
vealed anomalies. As an example, the stimulus to lower the grade of ore 
milled operated in such a manner that it became profitable for some mines 
to crush waste rock along with their high-grade ore. The exemption of under- 
ground developmental expenditure resulted in bigger abatements of taxes 
than the Treasury had contemplated; and in the 1935 budget this allowance 


Taste IV. Resutts SHown py WITWATERSRAND (INCLUDING HEIDELBERG) 
Minine Companies, 1932-371 


Average Working| Working| Working| Working| Working| Working 


rae ial oe revenue | costs | profits | revenue | costs | profits 
led | dwts. btained ~ 
Year (mi Ton pans (million (dollars | (dollars | (dollars | (dollars | (dollars | (dollars 


per ton | per ton | per ton | per oz. | per oz. | per oz. 


fons) | per fom (fine 2) | of ore) | of ore) | of ore) | af gold) | af gold) | of gold) 


| | Nii | NT | i — i | Mt | | NT | retina a oH hhsisste 


1932 | 34.9 | 6.481 | 11.3 6.71 4.67 2.04 20.73 | 14.42 6.31 
1933 | 36.9 | 5.843; 10.8 8.74 4.72 4.02 29.93 | 16.16} 13.77 
1934 | 39.7 | 5.147 | 10.2 8.57 4.72 3.85 33.32 | 18.37 | 14.95 
1935 | 44.2) 4.729] 10.5 8.17 4.60 3.57 34.52 | 19.43 | 15.09 
1936 | 48.2) 4.569] 11.0 7.79 4.56 3.23 34.12 | 20.02 | 14.10 
1937 | 50.7 | 4.462] 11.3 1.64 4.60 3.04 34.19 | 20.62 | 13.57 


1 Information used in this table has been obtained from the annual reports of the Transvaal 
Chamber of Mines. The figures differ from those of the Chamber, however, because the latter 
include the Heidelberg mines in some years only. 


1 The rebate was conferred by adding to the “standard profit” an amount equal to one- 
quarter per cent of this standard for every one-hundredth dwt. of gold obtained, per ton 
of rock milled, fall in grade below the grade of November-December, 1932. 

= Many of the mines are leased under agreements which share the profits between the 
companies and the Government. For example, the New State Areas Mine operates on the 
under-mentioned formula, where y == the percentage of profits payable to the Government 
and x == the ratio of profit to recovery expressed as a percentage. 

y = 80 — 750 
x 

Thus, with a 10 per cent zatio of profit to recovery, the Government takes 5 per cent of the 
profits of the mine; while, with a 50 per cent ratio, the Government obtains 65 per cent. 
Different formule operate with the various mines leased on a profit-sharing basis, being de- 
termined when the leases were granted. It should be mentioned that under the Transvaal 
Gold Mining Laws the Government has the right to mine or dispose of all precious metals 
(subject to the right of the surface owner to one-quarter of the mineral area). The leasing 
system was estimated in 1935 to have contributed about £49,000,000 (say $200,000,000) to 
the State Treasury. Of the Government’s share of mining profits, 20 per cent is available for 
current use and 80 per cent goes to Loan Account for capital purposes. 

= See the criticism by Sir Robert Kotzé, former government mining engineer, South 
African Journal of Economics, September, 1933. 
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was limited to £1,500,000 (say $7,500,000). This limit applied to the in- 
dustry as a whole, however, not to individual mines, and it was possible for 
any of the latter to secure for themselves a greater share of the allowance by 
increasing their expenditure on development. In 1936, the exemption was 
dropped in favor of an ordinary amortization allowance. 

As time passed, the various mining companies made big reductions in the 
grade of ore worked. Table IV indicates the extent of these and brings out 
the trends in production, working revenue, working costs, and working 
profits, over the period 1932-37. 

These figures reveal a great increase in quantity of ore crushed, accom- 
panied by comparative stability in the output of gold. Indeed, at first the 
latter declined; but after 1934 this trend was reversed, forecasting increased 
gold production in the future as new developments reach the productive 
stage. Working costs per ton of ore have shown a tendency to fall, because 
of the diminished cost of gold extraction. On the other hand, costs per ounce 
of gold have risen considerably, due to the larger quantity of rock which has 
to be treated to obtain the same amount of gold. As reported, the data do 
not furnish a basis for examining the effect on production costs of the higher 
levels of commodity prices which have prevailed since 1932. 

The reduction in grade of ore milled was greater than was expected by the 
Union Treasury when the excess profits duty was imposed and the shortage 
of revenue which resulted led to measures being taken to raise the tax yield. 
An undertaking had been given by the Government that no more than 50 
per cent of the excess profits would be taken in taxation; but a new tax, 
named the sur-tax, was introduced to biting the yield up to the permitted 50 
per cent. The various alterations had made the system somewhat complicated, ` 
and in the 1936 budget the earlier taxes were replaced by a new one in two 
stages: (a) a flat-rate levy of 15 per cent of profits and (b) a graduated im- 
position depending on the ratio of profit to the value of gold obtained, with 
a maximum of 35 per cent, bringing the total maximum to 50 per cent of 
profits. The graduation under (b) was so devised as to exclude profits below 
12Y, per cent of the value of gold obtained, so that the low-grade mines 
were exempted from the second portion of the tax. As such, the new system 
was admitted by the mining interests to be satisfactory, though they con- 
tinued to complain of the weight of taxation imposed on the industry. Thus, 
Mr. G. H. Beatty, President of the Chamber of Mines for the year, in his 
presidential address to the Chamber on March 22, 1937, said: 


The method of taxation for the gold mines introduced during 1936 has the great 
advantage that most of the objections to the preceding systems, as systems, were 
removed. The level of taxation, however, remains very high. It is levied at a rate 
which is quite indefensible, because not only does it greatly exceed the rates in 
force in other industries and those applied to gold mining in other parts of the 
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world, but in addition it cannot even be justified as being necessary to satisfy the 
needs of the country.” 


As evidence in support of the claim of over-taxation, the Chamber of 
Mines had submitted the following comparison to a Departmental Com- 
mittee on Mining Taxation, which sat in 1935: 


TABLE V. Taxes on Goitp Mining 1N Various Countries! 


Approximate rate of tax as 


Country percentage of total profits 
Australia ` 18 
Canada 13 to 19 
Rhodesia 23 
Union of South Africa 42 
United States of America 14 to 18 
West Africa 12 


1 Transvaal Chamber of Mines, Annual Report, 1935. 


How far the Chamber’s claims of over-taxation can be accepted, of course, 
depends on the manner in which the Government’s objects are assessed. The 
State Treasury can be said to have been filled to overflowing, because large 
reductions in direct taxation as well as a certain amount of debt repayment 
have been made. Table VI shows the extent of the Treasury gains: 


Tas.e VI. GOVERNMENT REVENUE FROM Goro Minixa, 1932-371 
(million dollars) 


Income from government ownership 


Year and participation in profits maxes 
1932 11.4 5.8 
1933 12.2 8.7 
1934 23.8 47.4 
1935 24.6 40.1 
1936 22.9 47.1 
1937 21.4 45.7 


1 Data from Transvaal Chamber of Mines, Annual Reports. 


Obviously, the Government has little to complain of from the revenue 
standpoint. On the other hand, in so far as its aim was the stabilization of 
the pre-existing size of the gold-mining industry, it is evident that the taxa- 
tion has been only partly successful. Witwatersrand gold production has 
shown relative stability while the output of the world as a whole has risen 
considerably, with the result that the Witwatersrand percentage of the total 
has declined. 


** Report published by the Chamber of Mines. 
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Even before the fiscal changes we have described, there was some tendency 
for the Witwatersrand percentage of the world total to fall—it topped 50 
per cent in the late 1920’s—but the reduction was not comparable with what 
has been experienced since that time. Probably the tax system has played an 


TaBLe VII. WirwaTEersranp GoLD Propucrion ComPpaARED wita Wor tp Output, 1932-37! 


Year Witwatersrand World Witwatersrand as 
(million fine oz.) (million fine oz.) percentage of world total 

1932 11.4 24.1 47.2 

1933 10.8 25.4 42.1 

1934 10.3 27.4 37.6 

1935 10.6 30.0 35.2 

1936 11.1 33.0 gai 

1937 11.4 — — 


1 Data from Annual Reports of Director of United States Mint and Transvaal Chamber 
of Mines. The Witwatersrand figures are more comprehensive than those used in preparing 
Table IV, as they include some small mines for which costs are not available. 


important part in the change. The stability of Witwatersrand output is more 
apparent than real, however, because lowering of the grade of rock crushed 
has meant treating a much larger quantity of ore to obtain the same gold 
production, with a corresponding increase in the volume of employment 
furnished by the mines. The value of the output and the amount of dividend 
payments have gone up with the higher price of the metal. By ordinary tests, 
therefore, the industry can be said to have shown expansion. Table VII 
gives these figures: 


Tas.e VIII. Expansion or THE WITWATERSRAND GoLpD-Minineo Inpusrry, 1932-37) 


Value of output | Dividends paid Number of white | Number of colored 


peer (million dollars) | (million dollars) geen: i A a 
1932 234.4 43.7 23.1 214.8 
1933 322.4 65.9 24.8 226.6 
1934 340.6 77.0 27.6 244.1 
1935 361.1 79.8 30.8 265.8 
1936 375.8 83.9 33.8 285.5 
1937 387 .3 82.8 35.9 287.7 


1 Transvaal Chamber of Mines, Annual Reports. 


Moreover, there is reason to expect that the annual output of the goldfteld 
will grow considerably in the near future. Time is required for the construc- 
tional and developmental work which precedes gold extraction, so that ex- 
pansion undertaken by the older mining companies and the operations of 
new concerns have not yet been reflected to their full extent in the gold out- 
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put. The Union Corporation directors,” in their 1935 report to stockholders, 
forecasted that within five or six years from that time the South African 
production of gold may approach 15 million ounces—it was 11.3 million in 
1937—and, though perhaps optimistic, this estimate is worth bearing in 
mind. It seems evident, that the results of the fiscal policy will represent 
something between the stability advocated by the Low-Grade Ore Commis- 
sion and the money-making objectives of the mining interests, Estimates as to 
how far the lives of the mines have been extended can be little more than 
conjecture. Probably that made by Dr. Hans Pirow, the present government 
mining engineer, is best worth quoting. Making a comparison with the Low- 
Grade Ore Commission’s figures, Dr. Pirow estimated that an increase in the 
price of gold of 55 shillings per ounce ($13.38 at par of exchange) is 
equivalent, other things remaining the same, to a reduction in working costs 
of about 614 shillings per ton of ore and conluded that: 

the lives of the then existing mines fże., those existing in 1932} have, on an 
average, at a conservative estimate, been increased by well over 150 per cent. In 
addition, we find that at least 14 large new mines have been created on the Rand, 
and a number of outside areas are showing promise of adding materially to our 


total production, if the higher price of gold and comparatively low working costs 
are maintained.6 


The validity of such an estimate, of course, depends on the assumptions 
upon which it is based and these are stated by Dr. Pirow. When the quantity 
theory of money was more fashionable than it is today, before the days of 
government control of currency, it is possible that few people would have 
bothered to make estimates which assumed continuance over a lengthy period 
of low levels of mining cost, in face of a change in the price of gold which 
has added nearly 70 per cent to gold stocks and given every indication of 
doubling the current output of the metal. It remains to be seen whether and 
how far monetary management will affect the situation. Obviously, either 
higher levels of mining costs or a lower price of gold would force some of 
the low-grade ore, which is profitable under present conditions, below the 
paying margin. Many of the mines are reserving their richer ore against this 
contingency, however, so that, even though costs and gold price return to 
their pre-1933 balance, the holding back of high quality ore which otherwise 
would have been used up in the meantime will have extended the lives of 
the mines. 

EDMUND WHITTAKER” 

University of Ilinois 

* The Union Corporation Ltd. is one of the financial groups which dominate Witwaters- 
rand gold mining. 

* Gold Mining in South Africa, address delivered in the University of the Witwatersrand, 
1935. The extract is from a reprint, privately circulated. “Rand” is a contraction for 


Witwatersrand. 
* Formerly of Natal University College, South Africa. 


THE ECONOMICS OF RISING SECURITY PRICES 


The tendency of investors to buy or sell stocks when prices get out of line with eco- 
nomic reality prevents speculators from boosting prices too high. With investment sell- 
ing absent, neither credit control nor limitation of margin trading can stop an upward 
rush of prices because speculators are still able to buy stocks with stocks. After a long 
period of uninterrupted business prosperity, investors are encouraged to take a ‘‘specula- 
tive” attitude toward the market. When this occurs an uncontrollable bull market is in the 
offing. 

I 


Regulation of the security exchanges is usually defended on the grounds 
that (1) it will prevent security prices from getting out of line with eco- 
nomic reality; and (2) it will minimize the repercussionary effect of stock 
market fluctuations on legitimate business activity. Attempts to attain these 
objectives usually take the form of (1) setting limits to the quantity of 
credit that shall be made available to speculators or (2) limiting the size 
of traders’ debit balances to a stated proportion of the value of collateral.? 
Both of these methods are postulated upon a sort of quantity theory of 
money notion of security prices. This notion might be formally summarized 
as follows: Other things being equal, the level of stock prices varies directly 
with the quantity of cash or credit in the possession of speculators. The 
purpose of this paper is to describe the forces which can under certain 
circumstances send security prices soaring quite without reference to the 
quantity of purchasing power possessed by traders. . 

The difference between a speculator and an investor is not clear and dis- 
tinct. Of necessity the terms allude to the attitude of shareholders toward 
the market. Investors are not inclined to participate in market trading; 
speculators are easily persuaded to do so. Investors are indifferent to minor 
fluctuations in quotations; speculators profit from them. A major rise in 
prices is required to induce investors to sell; a minor rise or fall is sufficient 
to create considerable speculative activity. 

When those whom we have designated investors sell shares, they sell 
them for one of two reasons. Either they consider current quotations as a 
whole to be out of line with economic reality or else they prefer some other 
issue to the one which they hold. In the former case they sell their holdings 
for cash; and their market behavior has a tendency to depress prices, since 
it augments the floating supply of shares without increasing the demand. 
In the latter case their behavior has a depressing tendency on the shares 
which they sell and a buoyant effect on the shares which they buy so that 
as a whole the general average of stock prices is not materially affected. 


1This position would seem to impose a duty upon regulators of deciding what the 
proper level of prices is under existing circumstances. 

2In chapter 10 of The Security Markets I have pointed out the absurdity of regulating 
debit balances by limiting their total to a percentage of a figure which is itself determined 
by those whom it is sought to regulate. 
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If investors are assumed to be disinclined at the moment to participate 
in the market, it follows that such quotations as exist represent the terms at 
which the floating supply of stocks is being bartered back and forth be- 
tween speculators. And these speculative swaps can occur just as easily at 
a high as at a low price level. Normally, however, investors are inclined to 
enter the market as sellers when prices rise above certain levels and to enter 
the market as buyers when prices decline below certain levels.” While this 
is true, speculators cannot run the level of prices above or below the limits 
set by the non-participating attitude of investors. 

This raises two questions of importance: 


(1) To what heights is it possible for speculators to boost prices if investors 
are assumed to be disinclined to participate in market trading when prices 
get too high? 

(2) To what extent are we justified in assuming that investors will not enter 
the market on the selling side when prices do get too high? 


II 


Obviously every share of stock purchased must be paid for sometime. 
The paying ability of speculators is derived from three sources. These are: 
(1) Cash received from personal income, że., wages, salary, rents, interest 
and dividends, 
(2) Credit borrowed from banks, brokers, or from those who sell and allow 
credit balances to stand in their brokerage accounts. 
(3) Stocks delivered to sellers as compensation for the shares sold. 


The first of these is so obvious as not to require explanation, the second has 
been treated by me in detail elsewhere;* but the practice of buying stocks 
with stocks is sufficiently novel to call for more extended discussion. 

To illustrate how stocks are purchased with stocks, assume Smith to sell 
100 shares of Aluminum Can on the market for $67. As a result he re- 
ceives a right to withdraw $6,700. This right is ordinarily assumed to be a 
tight to withdraw cash whereas in reality it is a right to withdraw valze. 
The seller may at his option withdraw his vale either in the form of cash 
or in the form of shares. Naturally he will choose to withdraw it in which- 
ever medium he feels to be the most profitable. If he is convinced that the 
future course of stock prices is to be upward, the wisest policy would be to 
withdraw the value in shares. And vice versa, if he suspects that the future 
course of stock prices is to be downward, common sense dictates that the 
withdrawal be made in cash. In other words, the medium withdrawn in each 
case depends upon the withdrawer’s notion as to the future trend of prices. 

If we view a stock exchange transaction from the viewpoint of the buyer, 

3It is generally believed that the point at which investors enter or leave the market 


is related to current or probable earnings. 
“See American Economic Review, March, 1932, “Economics of Brokers’ Loans.” 
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we discover at once that his ability to purchase stock is not limited by his 
ability to pay cash but by his ability to pay what sellers want. As long as the 
course of prices is upward, speculative sellers will want shares and not 
cash, so that buyers will find it easy to buy stocks and pay for them with 
stocks. 

Hence, speculative trading in a bull market is largely a matter of stock 
swapping; and quoted prices at such times represent the quantity of this 
stock which speculators consider to be equivalent in value to a quantity of 
that stock. 

Although it must be admitted that swapping among traders can be 
achieved as easily at a 10 per cent lower as at a 10 per cent higher price 
level, actual swapping is more apt to Jead to higher than to lower prices. 
It is not the exchange per se that raises or lowers prices, it is the attitude of 
the exchangers. One who holds stock sets a value upon his holdings. The 
value so set is usually not lower than the price paid for the shares. If an- 
other trader sets a higher value upon the shares, an offer is made and an 
exchange occurs. If the bidding trader sets a lower value than that set by the 
holder, the shares are not available for exchange and no quotation results. 

The motive behind swaps is a paper profit.» When purchases precede 
sales, profits can result only if prices rise. As long as a possibility exists for 
a higher bid to materialize, a shareholder will be exceedingly reluctant to 
sell at a lower figure. Under these circumstances a buyer to acquire shares 
must bid as much as sellers are asking. Except therefore in unusual technical 
situations, exchanges will occur only at successive higher prices. 

In the illustrations used above, the buying and selling activity of each 
trader was assumed to occur simultaneously. This does not often happen. 
In actual practice a trader who wants to purchase United States Steel and 
to pay for it with his holdings of General Motors purchases the steel either 
before or after he sells his motor stocks. 

If he chooses the former, he will be obligated during the interval between 
the purchase and the later sale to pay to his creditors in the transaction an 
amount i value equal to the price of the steel stock at the moment he 
acquires it. 

In order to visualize such a margin purchase, assume United States Steel 
to be quoted at 64 and General Motors at 32. This is equivalent to saying 
that two shares of G.M. are equal in value to one of U. S. Steel. Suppose 
now that a trader who possesses 200 shares of motor stock is anticipating 
a shift to U. S. Steel common. He places an order to buy 100 shares of 
steel, the order is executed and his account is debited for $6,400. His debit 
balance is secured by 200 shares of General Motors and 100 shares of 
U. S. Steel common. The debit means that he is obligated to pay to traders 


"Of course each “swapper” intends to redeem his stock in cash at some undetermined 
future date when the values resulting from the swapping process get very high. 
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with credit balances 6,400 dollars in value. From the assumption we know 
that he anticipates paying this value in the form of General Motors stock. 

Should he choose to settle immediately, he could do so by delivering 200 
shares of General Motors, since current quotations for this stock offer posi- 
tive evidence that traders with credit balances are willing and anxious to 
take 200 shares of it in settlement of a $6,400 debt. By delaying his settle- 
ment, he is gambling on the continued willingness of creditors to take Gen- 
eral Motors at its current quotation. If the course of industrial activity is 
improving, his creditors may become so anxious for settlement of the debt 
in stock that they will offer to accept less than 200 shares in full settlement. 
Perhaps they will offer to take 150 shares. If so, it would mean that they 
are bidding 423% for it as compared with their previous bid of 32. On the 
other hand, if business should fall off, creditors may not want to take the 
stock at any price. They may actually demand cash. If so, our margin trader 
must either offer such terms as will persuade creditors to take stock rather 
than cash or else he must deliver the cash. He will begin by offering to 
settle on the basis of 250 shares being equal to $6,400, which is another 
way of offering General Motors for sale at 243. If this concession in price 
does not prove to be enough, he will be forced to suggest even better terms, 
say 400 shares, as being equal to $6,400, z.e., $16 a share. 

If a trader buys stock before he sells his present holding, he obligates 
himself to pay his debt at some future date with whatever number of shares 
creditors may then demand. The risk he assumes in doing this is that 
creditors will demand more shares than they are currently demanding. His 
compensation consists in the possibility that creditors will demand fewer 
shares in the future than they are now demanding. Thus when investment 
participation in market activity is absent, stock quotations will rise or fall 
according as speculative buyers find it easy or difficult to pay for the stocks 
which they buy with stocks. 

HI 


Our next problem is to discover the extent to which investors will actually 
refrain from selling when the quotations set by speculators in the manner 
described above get out of line with economic reality. 

In the early stages of an industrial revival, the per share earnings of 
most corporations increase, and this in turn justifies higher share prices. 
At such times a tendency seems to exist for prices to outrun earnings. When 
this occurs, those who take the investment attitude toward stocks are en- 
couraged to liquidate. This selling by investors is supposed to have the 
effect of bringing prices back in line with earnings. However, if the im- 
provement in business continues, those who disposed of their holdings 
because they thought current quotations were out of line with current earn- 
ings soon find their action to have been unprofitable because the continually 
increasing earnings later justify the prices which they considered to be too 


NOTE ON RISING COSTS AND THE BUSINESS-CYCLE CRISIS 


The profits of a manufacturing concern may rise for a time in spite of the fact that 
average unit costs are encroaching upon selling prices. In any situation in which unit costs 
and selling prices are rising at constant rates, the former more sharply than the latter, 
and in which the number of sales is increasing at a uniform rate, profits will at first rise 
for a time, then fall (providing the situation begins before, and continues after, the 
profit peak). Thus profits may cease rising and turn downward in spite of increasing 
sales and selling prices, and without any change in the rates at which sales, prices, and costs 
are proceeding. The more sharply the number of sales increases, the longer the profit peak 
is postponed, Profits may rise for a time when prices are falling and costs are rising (if 
the number of sales is increasing); profits may fal} when both prices and sales are ris- 
ing at fantastic rates (if costs are encroaching upon prices). 


The part played by costs of production in the crisis, or down-turn, of the 
business cycle has been considered by various cycle theorists, including von 
Haberler, Haney, Lescure, Mitchell, and Pigou. These writers have usually 
suggested that during the latter part of a boom, costs tend to encroach upon 
profits by tending to rise more sharply than selling prices. The purpose of 
the ensuing paragraphs is to establish deductively two facts which, it is 
hoped, may shed a little light on this aspect of the down-turn, and which, 
to the writer’s knowledge, have not been pointed out in written discussions 
concerning encroaching costs: (1) that profits may continue to rise for a 
time in spite of the fact that average unit costs are encroaching upon selling 
prices; and (2) that profits may cease rising and turn downward, notwith- 
standing steadily increasing sales and selling prices, and without any change 
in the rates at which sales, prices, and costs are proceeding. These two propo- 
sitions are closely related, and the same graphical method will be used to 
develop both. 

The diagrams below depict hypothetical boom situations as they affect a 
single manufacturing enterprise. The situations illustrated have been pur- 
posely made as simple as possible in order that significant changes in the 
profit trend might not be blurred. The graphs appear on a logarithmic 
vertical scale, since the propositions are concerned with relative rates of 
change. The variable measured on the horizontal axis is time—any period 
during which the changes illustrated could take place. Of the four variables 
measured on the vertical axis, three are to be considered as given, or as- 
sumed: a unit-price factor, a unit-cost factor, and a sales (umber of sales) 
factor.? In each diagram, these three given factors are each made to change 
at a constant rate, and hence appear on the semi-logarithmic scale as straight 
lines. From the given factors, a profit curve is derived and plotted. It will 
be assumed that the enterprise receives its entire income through the sale of 


1 The unit-cost line at any particular point represents total cost per unit of output, 
including all fixed and variable items. So long as one is consistent, it makes little differ- 
ence in this analysis whether one considers certain debatable items as costs or as profits. 

2 This is not to be confused with a dollar-volume sales curve; what it measures at 
any point is the number of units of output sold. 
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its product, so that profits will always equal price per unit minus cost per 
unit times number of sales. In this simple fashion, the profit curve in each 
graph has been computed. 

Let us first assume a situation in which unit costs are rising at any con- 
stant rate while selling prices and the number of sales are remaining at 
stationary rates. (We are concerned in this discussion neither with the prob- 
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ability of such conditions nor with the processes by which they might oc- 
cur.) In a situation of this kind, illustrated in Diagram 1, two facts with 
respect to the profit trend are immediately apparent. In the first place, profits 
fall throughout the entire period, for the obvious reason that net profit per 
unit of output is constantly diminishing while the number of sales per unit 
of time continues the same. In the second place, the profit line, while de- 
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rived from factors each of which changes at a constant rate, itself does not 
proceed at a uniform rate. Notice that profits fall at an ever-increasing rate 
of decrease, so that by the time costs have completely encroached upon prices, 
profits have disappeared.’ 


? While these diagrams show the logical final outcome in each case (że. the com- 
plete disappearance of profits), they do not reveal the logical, though quite improbable, be- 
ginning. The point at which each situation begins has been determined on grounds of 
probability and clarity. 

Only the relative rates of change and directions of the various factors are of significance 
in these graphs. It makes no difference, so long as one is consistent, whether the money 
values in the cost and price lines are read as cents, dollars, or any other denomination; or 
whether the numerical values in the sales line are read as units, hundreds, or millions. 
Hence it should not be inferred, for example, when the profit line appears high on the 
graph that profits are necessarily large, except relative to profit values below, 
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We shall next consider a situation in which prices are rising less sharply 
than costs while the number of sales is increasing at a uniform rate. This 
state of affairs is illustrated in Diagram 2. Notice that profits at first rise 
(in this particular case considerably faster than prices), but rise at a slowly 
diminishing rate of increase. Note also the abrupt collapse in profits, in 
spite of the absence of any change whatever in the sales, price, and cost 
trends.‘ 

Diagram 3 depicts a situation in which the number of sales increases by 
one hundred times—an almost fantastic rise. Costs, as before, are rising 
more sharply. than prices. Notice that a very steep increase in profits is fol- 
lowed by an even steeper fall. The greater increase in sales has the effect of 
postponing the down-turn, making the collapse in profits even more abrupt 
than when sales are rising at a more moderate rate. 

It will be found that in any situation of this kind—that is, any situation 
in which unit costs are consistently rising faster than selling prices and in 
which the number of sales is increasing at a uniform rate—profits will at 
first rise for a time, then fall. No change in the rates at which prices, costs, 
and sales are advancing is required to produce this change in the profit 
trend. The greater the rate at which sales rise, the faster profits rise—and 
the more abrutly they fall. Profits may r7se for a time when prices are falling 
and costs are rising (if sales are increasing); profits may fall when both 
prices and sales are rising sharply (if costs are encroaching upon prices). 

A host of significant questions are immediately suggested, such as the 
following: Does the simplified and hypothetical situation illustrated in 
Diagram 2 correspond essentially to at least a few of the profit reverses 
which accompany actual business down-turns? Would a reversal in the profit 
trend produced by these assumed tendencies, occurring, let us say, in two 
or three “key” industries, be sufficient to initiate a deflationary spiral affect- 
ing all industry? Since, when costs are encroaching upon prices, profits will 
eventually turn downward in spite of even fantastically increasing sales, is it 
not unnecessary to assume under-consumption as a causal factor in the 
cycle crisis? Finally, a rather rash question involving considerations far re- 
moved from the present subject: Are monopolistic industries, because of 
their greater ability to resist encroaching costs through greater control over 
selling prices, more amenable to business-cycle control than competitive con- 
cerns? It should be unnecessary to state that no attempt has been made in 
these remarks to imply, much less suggest, answers to these problems. 

RANDALL HINSHAW 

Occidental College 

*The profit curve would be of the same character (i.e., first rising, then falling) if 
prices remained stationary or even fell slightly instead of rising, or if costs remained sta- 
tionary while prices fell at a constant rate. This assumes, of course, that the situation 
begins before the profit peak has been reached. The profit peak may occur early or late, 


depending upon the rate at which sales are increasing and the rate at which costs 
are encroaching on prices. 


INTERNATIONAL COMPARABILITY OF PUBLIC DEBTS 


A definite tendency of national administrations to distinguish capital from current 
expenditures in public accounts is confirmed by a League of Nations questionnaire con- 
cerning national public debts issued in the form of a balance sheet of public assets and lia- 
bilities. The questionnaire is for the first time designed to secure comparability between 
the public budgetary accounts of the various countries. The diversity of such accounts has 
long defeated efforts to make scientific studies of al] international economic phenomena 
that are dependent upon national, municipal or local policies of public finance. 


In response to an invitation of the eighteenth session of the Assembly, 
the Economic and Financial Organization of the League of Nations has 
begun the collection of information on “the growth of the indebtedness of 
states, local authorities and public undertakings” throughout the world. 
The inquiry is not only the first of its kind under official auspices and the 
first under any auspices intended to provide comparable national debt sta- 
tistics, but it is calculated to influence the forms of public accounting. 

The “questionnaire on public debt,” the framework in which govern- 
ments are asked to report their experience by the League’s Circular Letter 
of April 27, 1938,1 adapts the principle of the balance-sheet to public 
finance. Wide discussion of this method of presenting public accounts and 
its actual use by certain governments are given as reasons conducing to its 
adoption for the collection of information on public debts that will afford 
a standard for comparing the conditions of various countries. The Economic 
Intelligence Service of the League of Nations has a well-earned reputation 
for scientific and significant development of comparable national statistics 
for international purposes. Its methodology of measuring such economic 
phenomena as the balance of payments, international trade and the numer- 
ous items of production and consumption as reported in the International 
Statistical Y ear Book have established standards of fundamental importance 
in comprehending the trend of events. The assimilation of the principles 
adopted has been as potent in improving and harmonizing national records 
of economic movements as it has in affording a basis for appraising their 
international aspects and for general coöperation respecting them. The Eco- 
nomic Intelligence Service aims consistently to produce results that are 
basically and scientifically accurate and at least to attain data that are 
homologous. Being in a position to enlist the authorities of all governments 
—except for temporary exceptions—in its programs, the Service is ad- 
mirably adapted to advance statistical method. 

Public finance is the latest broad field into which this procedure has been 
able to penetrate. The International Financial Conference held at Brussels in 
1920 had before it a paper on Public Finance, with an Analysis of Expendi- 
ture and Revenue; and one volume of the Proceedings was devoted to State- 
ments on the Financial Situation of the Countries Represented at the Con- 


1 C.L. 51. 1938. I. A, and Annex. 
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ference. That material necessarily reflected the Treasury practices of the 
states concerned and was a horrible example of the protean forms which 
accounting can be given under the lash of political control. Collection and 
publication of these data were continued in the Memorandum on Public 
Finance issued for the years 1921, 1922, 1922-26 and 1926-28,? in most of 
which editorial notes drew attention to a few of the differences and dis- 
crepancies between budgetary accounts when viewed as a group. The 1929 
volume covered only 15 countries, and when it was possible to resume 
publication after the execution of other pressing work due to the depression, 
it was decided to issue the notice of each country as a separate fascicle in a 
series. Public Finance, 1928-1935% consists of 62 chapter-parts, each notice 
giving for a country summarized accounts, the treasury position, the cate- 
goties of receipts and expenditures, the situation of the public debt and, 
where possible, state assets and liabilities, all being accompanied by ex-. 
planatory notes.* These notes and the general explanatory note were de- 
signed only to draw attention “to some of the pitfalls which have to be 
avoided” in making international comparisons. The wide discrepancies be- 
tween national systems of accounting can be studied in the questions with 
which the general explanatory note deals (Part I). 

The work of the Economic Intelligence Service with respect to harmoniz- 
ing the public accounts of states had, up to 1938, thus amounted to a 
fairly comprehensive identification of the different technical procedures 
which may be followed in recording them. To interpolate proposals cal- 
culated to change the practices of states was beyond the authority of the 
Geneva Secretariat. The initiative was given in the eighteenth ordinary ses- 
sion of the Assembly where the reports of the Economic and Financial 
Committees were extensively debated in the Second Committee (technical 
questions). There Dr. R. Christiani (Denmark) in referring to the sug- 
gestions of the Secretariat said that “it would be very useful if budgets 
were drawn up on identical lines. Possibly the Financial Committee might 
study the problem of standardizing budgetary methods in general.” Finally, 
he raised “the question of private and public debts, which had everywhere 
reached alarming proportions for the budgets and for the future of various 
countries.” Lack of information made it so difficult to ascertain the exact 
extent of debts, that he submitted a draft resolution® to voice his convic- 


2 These four memoranda were published respectively by the Economic and Financial 
Organization (II) in 1922, 1923, 1927 (International Economic Conference. C.E.I., 34. 
1927. IL. 29) and 1929 (1929. Il. 50). 

® League of Nations Document 1936. II. A. 1. 

tOut of 61 countries listed the following were not covered on August 1, 1938: 
Argentina, Bolivia, Chile, Colombia, Costa Rica, Ecuador, Guatemala, Honduras, Nicaragua, 
Panama, Paraguay, Peru, Salvador, Uruguay, Iran. 

5 This read: ‘The Assembly, impressed by the considerable increase in public debt in 
recent years, recommends that the Financial Organization of the League of Nations 
should prepare a brief statement regarding the public debt of the Central Governments 
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tion “that it would be of great interest for the various countries to obtain 
exact information regarding their indebtedness and the amount of their 
indebtedness compared with other countries,’ 

The Assembly in a resolution adopted October 4, 1937, invited the Eco- 
nomic and Financial Organization “to take whatever measures it may deem 
appropriate for the examination,” among other problems, of “the growth 
of the indebtedness of states, local authorities and public undertakings.” 
With this authorization the Economic Intelligence Service proceeded to 
prepare a questionnaire on public debt designed to draw from each govern- 
ment a full view of its situation with respect to that portion of its transac- 
tions not met by current taxation. 

States are asked to report data as for December 31, 1913, 1928 and 1936, 
for all administrative units, the central government, state or regional authori- 
ties and local authorities. Each of the three sections shows a total of its own, 
with a breakdown of claims and liabilities between public institutions of the 
same? or of another section? as well as other claims and liabilities.2° A sum- 
mary table gives the grand totals, so that the largest measure of compara- 
bility becomes feasible whatever the political form of national administra- 
tions. Subsidiary tables for the same years and for the same political divi- 
sions are intended to round out the picture. Table II requests information 
on the outstanding amounts of debt according to conditions of payment; 
Table III will report service on public debt and receipts on account of in- 
terest on and amortization of loans and advances granted in the respective 
years; Table IV calls for amounts of total expenditures and receipts of all 
public bodies;* Table V asks for an estimate of fiscal income.” 

The most far-reaching innovation in the questionnaire is the adoption of 
the balance-sheet form of setting up assets and liabilities as a means of 
divulging the relation of the public debt to national financial structure. 
Startling as this may seem at first sight, it is logically no novelty. For many 


and as far as possible of the regional and local authorities and other public institutions 
in the form of one of its publications on public finance.” 

° League of Nations, Records of the 18th Ordinary Session of the Assembly, Minutes 
of the 24 Committee, 86 (Official Journal, Spec. Sup., No. 171). 

"League of Nations, Records of the 18th Ordinary Session of the Assembly, Plenary 
Meetings, 109, 144 (Official Journal, Spec. Sup., No. 169). 

8 Claims of government railroads on the government for transport charges are illustrative. 

° Taxes collected by the government on behalf of regional or local authotities are 
illustrative. 

** Claims on and liabilities to colonies and all physical assets are illustrative. 

“The general explanatory note to Public Finance, 1928-1935 gives figures suggesting 
that for 30 countries the proportion of state expenditure to total public expenditure 
varied from about 40 per cent to about 94 per cent prior to 1933. 

* The general explanatory note in Public Finance, 1928-1935 gives figures suggesting 
that for 30 countries the proportion of public expenditure to national income prior to 
1933 varied from about 10 per cent to about 50 per cent, and that of state expenditure 
to national income from about 5 per cent to about 42 per cent. 
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years one of the soundest’reasons adduced for the general practice of adding 
“extraordinary” to regular annual budgets was that they included capital 
expenditures for railroads, postal, telegraph, waterway and other public 
works." The United Kingdom has long distinguished between its “dead- 
weight” debt and those portions of the debt against which there were assets 
or which were self-liquidating. The Soviet Union’s budget approximates 
the balance-sheet of a corporation controlling numerous wholly owned sub- 
sidiaries. All the great governments operate public corporations and are 
financially interested in others.14 The fascist governments have taken over 
or exercise control over an increasing number of industries, Public funds, 
classically raised by taxation and employed for consumable expenses, are 
going more and more into public capital goods, some of which remain as 
assets and some of which are productive. Since all governments have put 
some of their borrowings into such forms, the only way to arrive at com- 
parable figures for different countries is to subject the gross debt to an 
analysis which will distinguish between its elements. 

The Economic Intelligence Service of the League of Nations has estab- 
lished the following skeleton analysis of the assets and liabilities of govern- 
ments for the balance-sheet of public debts in all sections of all countries 
replying to the questionnaire: 


Assets Liabilities 
I. Financial Assets: 1. Fiscal debt: 
1. Cash in hand and with banks (a) Domestic debt: 


(i) Funded (Jong- and middle- 
term) 
(ii) Floating (short-term) 
(b) Foreign debt: 
(i) Funded (long- and middle- 


2. Short-term claims 
(2) Arrears of taxes 
(6) Arrears of other receipts 
(c) Loans 
(d) Other short-term claims 


i i term) 
3, eae long-term claims Gi) Floating (short-term) 
(b) Other claims 2. Money in circulation 


3. Administrative liabilities: 
(a) Arrears of payments 
(6) Liabilities not yet due 
I. Physical Assets: (c) Deposits for account of other per- 


sons 
: ae pa ciety . Shares and participations 
(2) Equipment, tools, furniture, . Transitory liabilities 
rolling-stock, etc. . Debt reserves 
(6) Stock A Loss reserves 
. Capital reserves 
I. 8. Losses . Capital and profits 


4, Shares and participations 
5. Transitory assets 


Oo BOAT A wm 


2A League of Nations questionnaire on public finance dated March 1, 1924, which 
served as the basis for the volume on 1922-26 (C. 24. M. 12. 1924. H) had under ex- 
penditure a heading entitled “investment in revenue-yielding assets” which included out- 
lay on railroads, posts, telegraphs, telephones, harbors and canals, hydro-electric works, 
other public undertakings, public domain, house construction, purchase of shares, bonds 
and other securities, loan advances and allocation to loan funds, allocation to reserve 
funds, other revenue-yielding investments. 

% The United States Government’s interest in the net assets represented by loans 
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The Secretary-General in transmitting the questionnaire to governments 
sets no time limit for the receipt of replies. Anticipating that governments 
would be unable to furnish all the information or to complete both sides of 
the balance-sheet, he requested any observations or suggestions regarding the 
form of the questionnaire for future consideration. Those remarks relate to 
the intrinsic accounting difficulties of recasting national budgets in a single 
framework for comparative purposes. 

Much clarification to the details of presenting budgetary figures in com- 
parative form is given in the notes to the questionnaire. The most obvious 
of these is to determine which budgets are to be regarded as equivalents, 
considering that 26 countries begin their fiscal year on January 1, 18 on 
April 1 and 12 on July 1, with others on half a dozen scattered dates. The 
tule adopted is to use the budgets of the fiscal years ending within the 
period July 1-December 31 as those of 1913, 1928 and 1936, but to use the 
budgets of 1914, 1929 and 1937 when the fiscal year ends within the pe- 
riod January 1-June 30. 

The principle of reporting closed accounts is followed, which should 
produce more accurate records of national fiscal experience in some instances 
than the governments customarily provide; in other instances the answers 
may be given by selecting an existent accounting basis.7> The instructions 
under Assets, Headings 2 and 3, 


should include all items embracing claims in the form of bills and bonds, and 
book claims for money lent or advanced, administrative claims for taxes, fees, 
services rendered, deliveries made, works executed, whether due (arrears of 
receipts) or not yet due, payments on account, claims on receipt-collectors for 
receipts collected and not yet surrendered, claims on disbursing officers and other 
officials accountable for funds. Claims falling due within a term of one year or 
less from the date of their creation should be regarded as short-term claims and 
other claims as middle- or long-term. 


The published results from this questionnaire on public debt should add 
considerably to knowledge of the world’s economic situation as reflected in 
governmental finance. 

DENys P. MYERS 


PERRY A. WICKS 
Fletcher School of Law and Diplomacy 


and other investments of governmental corporations and credit agencies amounted to 
$4,014,000,000 as of May 31, 1938, a net increase of $125,000,000 as compared with 
May 31, 1937. 

* Four different bases are employed to show the receipts and expenditures of the 
United States: daily Treasury statements unrevised (current cash transactions); daily 
Treasury statements revised (actual transactions); warrants issued; checks issued, which 
most closely reflect the expenditures (Secretary of the Treasury, Annual Report... for 
the fiscal year ending June 30, 1937, 295). 


THE FOREIGN-TRADE DOCTRINES OF THE PHYSIOCRATS! 


Although the Physiocrats were not primarily interested in the subject of foreign trade, 
they did devote some discussion to the matter which has hitherto been neglected. The bulk 
of their foreign-trade theorizing was concerned with the negative task of demonstrating 
the fallacies of the balance-of-trade doctrine of the Mercantilists, On the positive side, while 
they argued for free trade, based largely upon their “natural-order” philosophy and upon an 
incomplete realization of the benefits of international specialization, in practice they were 
primarily concerned with achieving the free exportation of grain. In the course of their 
discussions, attention was devoted to the quantity theory, the price-specie fow mechanism, 
the velocity of circulation of money, the “terms of trade,” the law of markets and the 
foreign exchanges. Most of their ideas on these matters were borrowed from other writers, 
notably Hume, Cantillon and Boisguilbert. Moreover, inasmuch as they held fast to a nar- 
row conception of the real nature and gains of foreign trade, and viewed it disdainfully 
as a necessary evil, the Physiocrats’ positive contributions to the subject were at best meager 
and unsatisfactory. 

I. Introduction 

During the past decade there has been a considerable growth of interest 
in the theory of international trade, and valuable contributions have been 
made to the literature in this field. Although most of the work has been 
concerned with modifying and extending various aspects of the “Classical” 
doctrine, much attention has also been devoted to a more careful and in- 
tensive examination of the earlier literature. In addition to Angell’s com- 
prehensive treatise, illuminating studies have been made of the foreign- 
trade doctrines of earlier writers and schools of thought, notably the 
English and French Mercantilists. 

It is significant to notice, however, that very little attention has been 
specifically devoted to the foreign-trade theories of the first “school” of 
economists, the Physiocrats. Although there is a large and valuable litera- 
ture on the Physiocratic movement,’ this aspect of their system has been 
conspicuously neglected. The only comprehensive analyses in this field 
are the earlier studies of Permézel* and Savatier.” These works are con- 
cerned more with the practical side of the Physiocratic views on foreign 
trade than with the theoretical aspects, which have as yet not received 
analysis and evaluation in the light of modern international trade and mone- 
tary theory. 

* The writer is especially indebted, in the preparation of this paper, to Professor Jacob 
Viner for the benefit of his advice and criticism. The assistance of Professor J. U. Nef and 
‘Dr. G. Meyer is also acknowledged. These men are not responsible, of course, for any 
errors of fact or interpretation that may be contained herein. 

? J. W. Angell, The Theory of International Prices, Cambridge, 1926. 

* The most complece study of the Physiocrats is G. Weulersse, Le Mouvement Physio- 
cratique en France, Paris, 1910. Other scholarly general accounts are A. Oncken, Geschichte 
der Nationaloekonomie, Leipzig, 1902, pp. 314-481, and H. Higgs, The Physiocrats, Lon- 
don, 1897. The best short survey is J. Schumpeter, “Epochen der Dogmen- und Methoden- 
geschichte,” Grundriss der Soztalékonomik, i, pp. 39-53. There is also a host of monographic 
studies on various aspects of their system. 

+P. Permézel, Les Idées des Physiocrates en Matière de Commerce Internationale 


Lyon, 1907. 
° R. Savatier, La Théorie du Commerce Chez les Physiocrates, Paris, 1918. 
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Systematic discussions of the monetary aspects of their foreign-trade 
theories especially have been lacking. Angell devotes but a few pages to 
the matter, and most books on the Physiocrats make only passing reference 
to it. The various historians of monetary theory, notably Hoffmann,’ Mon- 
roe,’ Loria® and Zuckerkand]l,® as well as other writers on historical phases 
of monetary doctrines, make little mention, if any, of the Physiocrats. The 
only exception here appears to be Gonnard.*° 

The reason for this almost general neglect is not difficult to determine, 
for the Physiocrats had comparatively little interest in foreign trade and 
monetary matters. Such views as they had on the subject were seldom pre- 
sented in systematic or comprehensive fashion, and evidenced, in general, 
a lack of originality. They did write sufficiently on these topics, however, 
to warrant a study of this aspect of their system. The“purpose of this paper 
is not to demonstrate that they made particularly valuable or original 
contributions to foreign-trade and monetary theory, but rather to fill a 
minor, though noticeable, gap in the history of the literature. An attempt 
will be made herein to present a systematic digest of their more significant 
discussions in this field. 

The Physiocrats were largely indebted, in their discussions of money 
and foreign trade, to the ideas of other writers. Three men, especially, 
seem to have shaped their general doctrinal position—namely, Hume, 
Cantillon and Boisguilbert.. To Hume they were indebted for one of the 
earliest scientific analyses of the nature of foreign trade, and from him they 
derived many of their liberal ideas. Between 1753 and 1759 some three 
different French translations were made of Hume’s economic essays, origi- 
nally published in 1752 under the title of Political Discourses 2 and these 
exerted considerable influence on them. Hume himself spent some time 


°F, Hoffmann, Kritische Dogmengeschichte der Geldwerttheorien, Leipzig, 1907. 

"A. E. Monroe, Monetary Theory before Adam Smith, Cambridge, 1923. 

° A. Loria, Studi sul Valore della Moneta, Torino, 1891. 

° R. Zuckerkandl, Zur Theorie des Preises, Leipzig, 1889. 

* R, Gonnard, Histoire des Doctrines Monétaires, ii, Paris, 1936, pp. 106-49. 

H By the term ‘“‘Physiocrats,”’ I refer in this essay specifically to Quesnay, Mercier de Ja 
Riviére, Marquis de Mirabeau, Dupont de Nemours, Abbé Baudeau, Le Trosne, Saint- 
Péravy and Turgot. The writings of such minor Physiocrats as Roubaud and Abeille are 
omitted from this discussion. It should be remembered that the views of later Physiocrats 
like Le Trosne and Turgot differed somewhat from those of the other members of the School. 

2 F, Sauvaire-Jourdan, Isaac de Bacalan et les Idées Libres-Echangistes en France, Paris, 
1903, p. 33. 

* For example, J. Pallard: “En France, l'influence de Hume est certaine . . . quant à 
ses oeuvres, certainement tous ceux qui s’interéssent aux sciences sociales dans la seconde 
moitié du XVIII? siècle . . . Jes étudierent . . . on sait que Quesnay a lu les essais de 
Hume, et que cette lecture . . . fut l'origine du libéralisme tout spécial du chef des Phy- 
siocrates.” La Liberté du Commerce Extérieur au XVII" Siècle, Rennes, 1904, pp. 151-53. 
See also Sauvaire-Jourdan, op. cit, p. 36; Weulersse, op. cit., ii, p. 26; W. Bickel, Dié 
Okonomische Begrundung der Freihandelspolitik, Zurich, 1926, p. 22; S. Bauer, “Zur 
Enstelung der Physiokratie,” Jahrbucher fiir Nationalökonomie und Statistik, N.F., xxi 
(1890), p. 146. G. Schelle has argued, however, that the influence of Hume on the Physio- 
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in France and was intimately acquainted with different members of the 
School. Since the ‘“‘discovery’’ of Cantillon by Jevons in 1881," the many 
similarities between his doctrines and those of the Physiocrats have become 
abundantly clear. Their discussions of wealth, value, money and monetary 
circulation have much in common. The indebtedness to Boisguilbert is 
perhaps even more striking. Although the Physiocrats made very few refer- 
ences to him, the remarkable similarity between their doctrines becomes 
inexplicable unless one is prepared to admit this indebtedness. In their 
writings we find a similar disdain for money and the balance of trade, a 
similar preoccupation with agriculture, and similar arguments for freer 
trade." 
II. The Criticism of Mercantilism 


A. Monetary Doctrines before the Physiocrats 


The greater part of the foreign-trade and monetary doctrines of the 
Physiocrats can be fully understood and appreciated only if it is remem- 
bered that the movement arose primarily as a reaction to Mercantilism, 
which had laid exaggerated stress on the necessity of accumulating a large 
stock of the precious metals by means of an export surplus. This philos- 
ophy, which for long had dominated both government policy and economic 
literature, had by the time of the Physiocrats showed definite signs of dis- 
integration. The period immediately antedating the movement was one 
of transition to more liberal ideas, and although most of the writers were 
still Mercantilistic in outlook, we find in their writings an increasing 
realization of the weaknesses of trade restriction and bullionism. 

The earliest attacks on Mercantilism were on the monetary side. For one 
thing, it was argued that money was zo¢ wealth and could not satisfy human 
wants. This anti-Mercantilist notion, hinted at in the earlier literature, 


crats has been greatly exaggerated. See his L’Economie Politique et Les Economistes, Paris, 
1917, pp. 122-23, and his “Sur les Physiocrates,” Journal des Economistes, xxxi (1911), 
pp. 240-42. See also A. Schatz, L’Oeuvre Economique de David Hume, Paris, 1902, pp. 
233-43. It is interesting to note that Hume himself considered the Physiocrats “the set of 
men the most chimerical and most arrogant that now exist.” See his letter to the Abbé 
Morellet, July 10, 1769, in The Letters of David Hume, edited by J. Y. T. Greig, Oxford, 
1932, ii, p. 205. 

* W., S. Jevons, “Richard Cantillon and the Nationality of Political Economy,” Con- 
temporary Review, 1881. Reprinted with the text of Cantillon’s “Essai sur la Nature du 
Commerce en Général” in Higgs’s edition, London, 1931. For studies specifically tracing 
the relationship between Cantillon and the Physiocrats, see P. Legrand, Richard Cantillon, 
un Mercantiliste Précurseur des Physiocrates, Paris, 1900, and W. Rouxel, “Un Précurseur 
des Physiocrates: Cantillon,” Journal des Economistes, 5th ser., vii (1891). For a recent 
estimate of Cantillon’s life and work, rich in bibliographical material, see F. A. von Hayek, 
“Richard Cantillon, Sa Vie, Son Oeuvre,” Revue des Sciences Économiques, April, June 
and October, 1936. 

* The most comprehensive account of the influence of Boisguilbert on the Physiocrats 
is found in F. Cadet, Prerre de Boisguilbert, Précurseur des Economistes, Paris, 1870, 
especially pp. 358-92. 

* For example, by North and Bodin. 
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found definite expression in the writings of Boisguilbert, Vauban, Law, 
Mélon, Forbonnais, d’Argenson and others.” Coupled with this notion 
was also specific recognition of simpler forms of the quantity theory of 
money, the realization that the accumulation of the precious metals would 
merely increase prices, without an increase of the community’s real wealth. 
Its earliest formulation in England is usually credited to Locke, but as 
Viner has shown," it had been earlier stated by Malynes, Mun, Cotton, 
Robinson and others. The connection between an influx of the precious 
metals and rising prices was recognized in France at an early date by Bodin. 

The most effective single weapon in the doctrinal defeat of Mercantilism 
was the theory of the self-regulating mechanism of the international dis- 
tribution of specie. The purpose of this doctrine was to demonstrate that 
under an international metallic currency the supply of the precious metals 
would automatically take care of itself. Any excess, or deficiency, of the 
amount required by a country to maintain international equilibrium would 
be corrected by the influence of changes in price levels, shifts in trade 
balances, and specie flows. Although Hume systematized and popularized 
the doctrine by his precise formulation of it in 1752,1° North (1691), 
Gervaise (1720), Cantillon (1730), Vanderlint (1734) and others had 
earlier stated it with varying degrees of completeness and correctness.”° 

In France, especially, the period preceding the Physiocratic movement 
was productive of many monetary discussions. Most important were the 
writings of Law, Daguesseau, Mélon, Dutot, Forbonnais, Paris-Duverney 
and Cantillon.”* It was a period of intense monetary controversy which 
arose largely as a result of depressed economic conditions and the disordered 
state of the French finances. Although Mercantilistic in outlook, these 
writers, Cantillon above all, offered some penetrating suggestions as to the 
nature of monetary fluctuations, prices and the foreign exchanges. 

The Physiocrats were not, however, primarily interested in these matters 
which had so engaged the attention of their predecessors, and consequently, 
monetary discussions form but a small part of their writings CT o establish 
their own point of view as to the sole productivity of agriculture and the 
necessity of free trade, it was essential for them, however, first to demolish 
the preconceptions of the Mercantilists. JThus the greater part of their mone- 
tary discussions consists of attempts to demonstrate the fallacies of the 
balance-of-trade doctrine. Here a variety of arguments was used, most of 
which had been stated in various forms by earlier writers. 


* For a short discussion, see A. Dubois, Précis de VHistoire des Doctrines Economiques, 
i, Paris, 1903, pp. 282-84. 

# Jacob Viner, Studies in the Theory of International Trade, New York, 1937, pp. 40-41. 

* “Political Discourses,” in Essays Moral, Political and Literary, 1875 ed., i, pp. 330-345. 

2 Viner, op. cit, pp. 74-87. 

"The best discussion of this whole period is to be found in P. Harsin, Les Doctrines 
Monétatres et Financiéres en France, Paris, 1936. See also J-M. Pascal, Manipulations 
Monétaires et Commerce Internationale, part i, Paris, 1936; Gonnard, op. cit., ii, pp. 17-105. 
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B. Money as “un Gage” 


The first Mercantilist notion attacked by the Physiocrats, and the one 
on which they probably lavished the most attention, was the identification 
of money and wealth. It was made clear that a country’s wealth consisted 
not in its stock of money but in its resources and its goods destined for 
consumption. As Quesnay expressed it, 


... largent n’est pas Ja richesse dont les hommes ont besoin pour leur jouissance. 


Ce sont les biens nécessaires à la vie et a la production annuelle de ces biens 
mêmes qu'il faut obtenir.?? 


In the Physiocratic scheme, money is considered solely as a medium of 
exchange, a “gage” and a mere “signe représentatif.” A sharp and clear- 
cut distinction is thus drawn between real wealth (la richesse primaire, 
réelle, véritable, naturelle), and pecuniary wealth (la richesse sécondaire, 
rélative, représentative). Money is a means, not an end, nor has it any 
“dynamic” function such as that attributed to it by the Mercantilists.4 
It is of benefit only to the extent that it is exchanged for “primary” wealth. 

Closely allied with this is the notion that 4 country does not “gain” by the 
acquisition of the precious metals through trade, for this necessitates giving 
up in exchange an amount of real wealth equal in value. Speaking of a 
country which endeavors to sell more than it buys, Le Trosne argues that 


. elle augmenteroit la masse de largent chez alle, & non ses richesses, car 
elle auroit payé cet argent tout ce qu'il vaut. Elle auroit acquis de largent, mais 
elle n’auroit plus les richesses qu’elle auroit données pour l'avoir; il n’y a donc 
point-la d'augmentation de richesses.?° 


Consequently, the Physiocrats contended that a policy of trying continu- 
ally to accumulate precious metals by forcing exports and retarding imports 
is unwise, for the country concerned is parting with more real wealth than 
it is acquiring. The surplus of metals obtained is of benefit only to the 
extent that it is reconverted into real wealth. A continuing “favorable” 


” Francois Quesnay, Analyse du Tableau Economique, 1766, in Oeuvres Economiques 
et Philosopbiques de F. Quesnay, edited by A. Oncken, Paris, 1888, p. 324. All further 
references below, by pages, to the different writings of Quesnay, will be to this edition. 

= “Dans largent, ils ne virent plus qu'un organe ayant pour fonction de faire circuler 
les richesses commergables.”” H. Denis, Histoire des Doctrines Economiques et Socialistes, 
i, Paris, 1904, p. 76. 

* Money is also considered “sterile.” Cf. Quesnay’s dictum, “L’argent n’engendre pas 
l'argent.” For this reason the Physiocrats considered interest on loans as a burdensome 
deduction from the country’s revenue. For a careful study of this aspect of their doctrines, 
see A. Rougon, Les Physiocrates et la Règlementation du Taux de l’Intérét, Paris, 1906. 

* “Discussions sur l’Argent et le Commerce,” in his Recueil de Plusieurs Morceaux 
Economiques, Amsterdam, 1768, p. 205. Cf. also Mirabeau, Philosophie Rurale, ii, Amster- 
dam, 1763, p. 278. Quesnay argues that this is true even in the case where a country 
obtains the precious metals from its own mines; it must here “give up” an equivalent 
amount of real wealth in the form of wages to those working the mines. Questions In- 
téressantes sur la Population, F Agriculture et le Commerce, 1758, p. 290 n. 
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balance of trade (if such were possible) is therefore undesirable, and in 
itself gives no indication of the real “gain” from trade.” 


C. The Law of Markets and the Sterility of Trade 


The Physiocrats were among the first to see that all trade reduces itself 
to an exchange of commodities against commodities, money merely serving 
an intermediate rôle. This notion, subsequently elaborated upon and popu- 
larized by J. B. Say as the “loi des debouchés,” formed an integral part of 
the Physiocratic critique of Mercantilism. Throughout the writings of the 
Physiocrats we find frequent references to the fact that “acheter, c’est 
vendre, et vendre, c'est acheter” ;?" “personne n'est acheteur qu'autant qu'il 
est vendeur” ;?8 “pour vendre beaucoup il faut acheter beaucoup, et vice 
versa’;?® and “il en est des nations comme des particuliers; la somme de 
leurs ventes est égale a la Somme de leurs achats.” The notion here, of 
course, is that a nation can buy only to the extent that it sells, and can sell 
only to the extent that it buys. It cannot continually attempt to sell and never 
to buy; for by failing to buy it does not give other nations the wherewithal to 
buy from it. It was for this reason among others that the Physiocrats con- 
sidered the balance-of-trade doctrine as nothing more than “un phan- 
téme,’’*! “une chimére,’’®? and “aveugle et cupide politique.” ”? 

It is clear that this “law” gives no adequate explanation of the mechan- 
ism of international trade inasmuch as it omits reference to such an essen- 
tial element as specie-flows, and the causes underlying them.** Then, again, 
there is no reason why there should be any necessary equality between a 
nation’s commodity exports and imports, even if its total debits and credits 
do balance. The doctrine, moreover, if it is to have any significance at all, 
is a long-run affair. Turgot seems to have been the only one to recognize 
this. In a letter to Dupont de Nemours he wrote: 


Je sais bien que tous les achats et les ventes sont toujours au pair à la longue; . ` 
mais prenez-y garde, cette proposition est susceptible dans le fait des limitations. 
Tout tend au niveau, mais rien n’y est... malgré la liberté des communications, 
dans létat actuel, il y a des nations qui s'enrichissent et d’autres qui s’appauvris- 
sent, des nations qui achètent plus qu’elles ne vendent.” 35 


3 A similar notion was expressed by Boisguilbert. Cf. Cadet, op. cit., p. 247. 

" Mirabeau, op. cit, ili, p. 249. 

2 Mercier de la Rivière, L’Ordre Naturel et Essentiel des Sociétés Politiques, 1767, re- 
printed in E. Daire, Physiocrates, Paris, 1846, p. 540. 

2 Guérineau de Saint-Péravy, Principes du Commerce Opposé au Trafic, Paris, 1786- 
87, i, p. 8. 

3 G-F. Le Trosne, De PIniérêt Social, 1777, in Daire, op. cit, p. 919. 

* Thid., p. 919. 

= Saint-Péravy, op. cit, ii, p. 103; Quesnay, Du Commerce: Premier Dialogue entre 
M.H. et M.N., 1766, p. 478. 

3 Mercier, of. cit, p. 575. 

“ Angell, of. cit., p. 229 n. 

= Feb, 20, 1766, in Oeuvres de Turgot, edited by G. Schelle, Paris, 1914, ii, p. 150. 
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Another argument used by the Physiocrats against the balance of trade 
doctrine was that all trade was “sterile,” and that there was no possibility 
of “gain” involved in it. This “sterility” was argued from several different 
points of view, the most common being that trade was merely an ex- 
change of equal values, with no addition to the sum total of wealth of 
either of the traders.*’ This doctrine, which was applied both to domestic 
and foreign trade, does not, however, preclude the notion of “gain” in its 
usual sense as gain in utility. Although it is correct to say that trade is an 
“exchange of equal values,” nevertheless each party increases his utility 
by the act, and this in itself constitutes the real “gain” derivable from trade. 
The Physiocrats merely used the word “gain” in a different way: to them 
it meant a clear surplus of valve, which from their point of view trade 
does not afford.3* Quesnay, Le Trosne and Mercier did, however, grasp the 
concept of an increase in utility resulting from trade, but they did not look 
upon this as a “‘gain.’’° 


D. The Quantity Theory 


It was pointed out above that by the time of the Physiocrats simpler forms 
of the quantity theory had gained substantial acceptance in the literature. 
Although most treatises on the history of monetary doctrines neglect to 
mention the Physiocrats as adherents to this theory,*° an examination of 
their writings reveals that, following their predecessors, they had clear 
recognition of the influence of the quantity of money on prices. This was 
used as another weapon in the attack on Mercantilism. ) 

In the following quotations are presented statements of the quantity 
theory in its most elementary form: 


La valeur de largent, rélativement à celle des denrées, était alors au moins le 
double de ce qu'elle est aujourd’hui, l'argent étant beaucoup moins rare depuis 
la decouverte des mines d’ Amérique.*t 

... le prix de toutes sortes d'ouvrages augmente journellement à Paris... une 


Dionnet has argued that the Physiocrats exaggerated the importance of this law. Le 
Neomercantilisme, Paris, 1910, pp. 211-13. 

*° Trade was also regarded as “sterile” because it resulted in no “produit net,” and 
because it did not increase the quantity of material goods. Cf. Savatier, of. cit, pp. 82-87. 

* Quesnay, Azalyse, p. 321; Mercier, op. cit., p. 544; Le Trosne, Discussions, pp. 211- 
12. ; 

3 Cf. Gide et Rist, History of Economic Doctrines, New York, p. 27. 

Quesnay, Réponse au Mémoire de M.H., 1766, p. 395; Le Trosne, op. cit., pp. 211- 
12; Mercier, op. cit., p. 544. 

“The same comment is applicable to studies dealing specifically with the history of the 
quantity theory. Eg, H. P. Willis, Journal of Political Economy, iv (1896), J. L. 
Laughlin, The Principles of Money, New York, 1911, ch. 7, and others. Permézel goes 
so far as to state that the Physiocrats had nothing whatsoever to say of the quantity theory, 
op, cit., p. 241. 

Quesnay, Du Commerce, p. 462 n. Interestingly enough, Quesnay in one passage 
offers a sort of “inverse” quantity theory: ‘'. . . l'accumulation de l'argent . . . intercepterait 
la circulation, ferait baisser le prix des productions.” (Italics mine), ibid., p. 481. 
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des causes de cette augmentation est le rengorgement des métaux qui arrivent 
... des mines du Perou et du Potose.*” 

A mésure que la masse de l'argent s’accréit, il perd de son prix. 

... plus d'argent rendra tout plus cher s’il entre dans la circulation.*4 


Here the relationship is of the simple form P == f (M), the “goods side 
of the equation” being ignored. No precise relationship between M and P 
is specified. Other writers took account of the “goods side,” and presented 
more advanced statements of the theory. For example: 


La proportion entre la masse des gages pécuniaires, & celles des denrées 
diminuant continuellement, il se trouveroit chaque année moins de ceux-la pour 
obtenir la livraison de celles-ci, dont la valeur vénale diminueroit.*® 

On dit que les assignats vaudront largent et serviront aussi bien que l'argent; 
si cela est, comme il n'y aura ni plus de pain ni plus de vin qu’auparavant, ceux 
qui voudraient avoir du pain .. . seront donc obligés de donner plus d’assignats 
ou plus d’argent pour la même quantité de pain ou de vin... s'il y avait le 
double d’argent, il faudrait acheter le double plus cher.* 


S'il (Law) avait lu et medité Locke . . . il aurait su que toutes les denrées 
dun Etat se balancent toujours entre elles et avec lor et largent, suivant Ja pro- 
portion de leur quantité et de leur débit . . . que, quand il y a plus d’or, il est 


moins cher, et qu'on en donne plus pour une quantité déterminée des mar- 
chandises. . . .’’# 


Here the influence of the amount of goods in circulation is recognized, 
and in several cases,** a precise relationship between money, goods and 
prices is specified. It was also seen that paper money affected prices in the 
same manner as metallic money. None of these writers, however, discussed 
the question of how an increase in the quantity of money leads to higher 
prices. Unlike Cantillon, who carefully explained how this was effected by 
an increased expenditure on the part of those receiving the new money,*® 
the Physiocrats seemed to look upon the relationship between money and 
prices as purely automatic.®° 


@ Mirabeau, L'Ami des Hommes, quoted in L. Brocard, Les Doctrines Economiques et 
Sociales du Marquis de Mirabeau, Paris, 1902, p. 156. 

* Mercier, op. cit., pp. 584-85. 

“ Baudeau, Avis au Peuple sur Son Premier Besoin, Paris, 1774, p. 70. For a much 
fuller statement see his Principes de la Science Morale et Politique, 1767 (Collection 
des Economistes, Paris, 1912), pp. 16-18. 

* Saint-Peravy, Mémoire sur les Effets de l’Impét Indirect, London, 1768, p. 112. 

* Dupont de Nemours, Effet des Assignats sur le Prix du Pain, 1790, in Daire, op. cit., 
p. 386. 

“Turgot, “Deuxième Lettre à l'Abbé de Cicé,” in his Oeuvres, i, p. 146. See also 
La Formation et la Distribution des Richesses, 1766, op. cit., ti, p. 582. 

* See also Dupont, De lExportation et de l’Importation des Grains, 1764 (Collection 
des Economistes, Paris, 1911), pp. 15-16 n. 

” Essai, Higgs ed., ch. 6. 

Exception must be made for Saint-Péravy, who in a notable passage discovered by 
Viner, Studies, p. 187, does devote some discussion to tracing out the effects of an increase 
of money. He argues that the first effect will be to raise prices, but costs will lag behind. 
This will increase profits and give a spur to production. Consumers will be forced, how- 
ever, to undergo a “privation momantanée” (forced saving) until costs gradually rise to 
the new level of prices. Du Commerce, i, pp. 80-83. 
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E. The Velocity of Circulation of Money 


Toward the end of the seventeenth century, discussions of the velocity 
of citculation of money began to appear in the literature. Sir William Petty 
and John Locke were among the first to refer specifically to it.** Its rôle 
was generally misunderstood at first, being tied up with the prevailing 
notion that a definite amount of money was needed to carry on trade (some 
definite level of prices being assumed). In France, Boisguilbert seems to 
have been the first to refer to the velocity of circulation of money. He con- 
sidered it higher among the poorer than the wealthier classes.*? Cantillon 
devoted an elaborate discussion to the matter, and was-the first to recognize 
the influence o on prices. 

Holtrop, in his brief reference to the Physiocrats, contends that they did 
not concern themselves at all with the question of monetary circulation,* 
and he gives no indication that they discussed the velocity concept. This is 
not correct, for considerable discussion was devoted to these matters. 

The rôle of monetary circulation formed an integral part of Quesnay’s 
Tableaux Économiques, and his ideas on the subject were echoed by other 
Physiocrats. Production was considered as taking place in an annual cycle, 
and money was looked upon as annually circulating between the three 

“classes” of the community. The fow would commence with the activities of 
‘the peasant class at the beginning of the crop season and pass successively 
through the hands of the other classes, returning at the end of a year to 
the point from which it started.°*° There was thus an annual cycle, or cir- 
la: Mow of money, Py_means-of which the annual production of the 
county was exchanged emong the different groups. At the beginning 
of the crop season the cycle would tecommence.®” 


* A. E. Monroe, op. cit, pp. 136-38; M. W. Holtrop, “Theories of the Velocity of 
Circulation of Money in Earlier Economic Literature,” Economic History, No. 4 (1929), 
p. 503. 

“= Holtrop, of. cit., page 512. 

Monroe, op. cit., p. 256; Holtrop, op. cit., p. 508. 

“Thid, p. 513. 

The plural is used here because actually two different Economic Tableaus can be 
distinguished in the Phvsiocratic literature: the “Tableau Fondamental” and the ‘Tableau 
Abrégé.” For an elaboration of these the reader is referred to A. Voelcker, “Der Tableau 
Economique Quesnay’s und Seine Erklärung,” Schmollers Jahrbuch, iv (1931), pp. 841-54. 

 Baudeau gave some attention to what he called a “circulation incomplète,” the case 
where part of the monetary flow only passes through the hands of two, instead of three, 
classes. Cf. “L’Explication du Tableau Economique,” 1776, in Daire, op. cit., pp. 856-64, 
especially p. 858. 

"On this idea see especially Quesnay, Analyse, pp. 305-17, Baudeau, op. cit, pp. 856- 
64, Saint-Péravy, op. ci., i, pp. 77-87, especially pp. 77-78; Le Trosne, De l’Intérét Social, 
p. 924, and the references listed below in this note. The prime concern of the Physiocrats 
was that these annual monetary circulations should be unimpeded and their “natural” 
course undisturbed. This was one of the main reasons why they were antagonistic to 
hoarding (“‘thesauration’’). In this respect their views were very similar to those of the 
bulk of the Mercantilist writers. (Viner, op. ci, pp. 45-49.) Quesnay considered it a 
maxim of government policy “que la totalité des sommes du revenu rentre dans la cir- 
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There is also specific recognition of the velocity concept. It was clearly 
pointed out that money, by changing hands several times, is equivalent 
to a larger supply of money: | 


.. . largent, sans augmenter en masse, suffira à tous les echanges, Ja celerité 
de son mouvement supplée à sa quantités ... une plus grande rapidité dans la 
circulation de ces espèces pécuniaires suppléent aisément à la dimunition de leur 
quantité5® . . . la masse des richesses pécuniaires . . . sont toujours éffectives dans 
un Etat par leur quantité ou par Ja celerité de leur circulation.® (Italics mine.) 


It is unfortunate that the Physiocrats merely presented the concept with- 
out elaborating upon it in the manner, for example, of Cantillon({In gen- 
eral, they seemed to regard velocity as a means of supplementing any pos- 
sible ‘‘deficiency”’ of metallic money})and thus used the concept as a further 
criticism of the Mercantilist stress on “treasure. ”YIhe implication here was, 
of course, that some definite amount of means of payment was needed to 
circulate the annual production, and that the actual amount of metallic 
money needed would vary with the velocity of circulation. This amount of 
money was never made very clear, but was usually looked upon as bearing a 

O 


re or less definite relationship to the añnual revenue of the country.® 
Saint-Péravy, for example, estimated that a rich country could easily get 


along with an amount equal to one-quarter of the annual revenue.®? Quesnay’ 
stated that an amount equal to the annual revenue would normally be more 


culation annuelle et la parcoure dans toute son étendue; qu’il ne se forme point de fortunes 
pécuniaires, . . .” Maximes Générales du Gouvernement, 1758, p. 332. Mirabeau com- 
pared the circulation of money to that of the blood, and argued that “il faut que tout 
circule sans rélache; le moindre arrêt feroit dépôt.” Philosophie Rurale, i, p. 66 and p. 
117; and elsewhere he considered a complete and unimpeded circuit as “la première con- 
dition pour que létat de la société soit favorable.” Les Economiques, Amsterdam, 1771, 
iii, p. 294. Not only was it argued that hoarding was detrimental, but the same was 
applied to “unproductive” expenditures of all sorts, the effect of which was to alter the 
quantity and “natural” course of the monetary flow. l 

Le Trosne, De PIntérêt Social, p. 916; also Discussions, p. 203. 

° Saint-Péravy, op. cit., ii, p. 102. 

“ Quesnay, Grains, 1757, p. 238; cf. also Grains, p. 220, and Analyse, p. 315 n. for a 
remarkably clear statement. See the brief reference to Quesnay in E. Kellenberger, Geldum- 
lauf und Thesaurierung, Zurich, 1920, pp. 27-28, and Marget’s comments, “Zur Dog- 
mengeschichte des Begriffes einer 'Umlaufsgeschwindigkeit der Guter, ” Zeitschrift fiir 
Nationalökonomie, iv (1933), p. 201 n. Cf. also Mercier, “Un seul écu qui change de main 
100 fois, équivaut 4 100 écus et rend les mêmes services.” Op. cit., p. 572. Mirabeau also 
contends that “on attribue à sa quantité ce qui ne provient que de sa rapidité.” Philosophie 
Rurale, i, p. 115, and refers to a case where “la circulation est ralentie.” Ibid., p. 115. 
Elsewhere he talks of “le plus ou le moins de rapidité de ce cercle complet,” Les Econo- 
miques, iii, p. 294, and “la longueur des circuits,” ibid., p. 43. 

In general, the Physiocratic concept of velocity would seem to correspond to what Hol- 
trop has called the “motion-theory” of the velocity of circulation concept. Op. cit., p. 508. 

“This notion is an old one, being found in the writings of North, Petty, Barbon, Locke, 
Cantillon and Berkeley. Cf. Jacob Hollander, ‘The Development of the Theory of Monéy 
from Adam Smith to David Ricardo,” Quart. Jour. Econ., xxv (1911), p. 438. 

Op. cit, i, p. 80. 


L 
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than sufficient," and elsewhere argued that rarely did it exceed one-half 
of this quantity. 
One effective argument frequently used by English writers against Mer- 


cantilism was that since paper money can serve as a substitute for metallic 


money, there was no need to lay stress.on the necessity of an-accumulation 


of the precious metals.®* There is abundant recognition of this same point 
in the Physiocratic literature.®* Closely allied with it is the notion that the 
wealthier a country is, the less proportionately will be its need for the 
, precious metals, because the credit standing of individuals will generally be 
better, and their promissory notes can circulate from hand to hand as 
money.*” Paper money was looked upon as performing a rôle analogous to 
. that of an increased velocity gf circulation—-namely, that of supplementing 
the stock of metallic money. The exact amount of money_‘needed” by a 
country would therefore be dependent upon the state Of the velocity of 
circulation, and upon the aunts Gf paper money in circulation. 


F. The Price-Specie Flow Mechanism 


Very little systematic discussion has been devoted to the doctrine of the 
self-regulating mechanism of the international distribution of specie as 
found in the Physiocratic literature. Angell devotes a few paragraphs to 
the matter and concludes that 


... it is apparent that while Hume's practical policies in international exchange 
had exerted a considerable influence upon Physiocratic doctrine, his theortes 
themselves had wholly failed to take root . . . the price-specie mechanism (was) 
presented . . . to some extent by the Physiocrats . . . it is presented and then 
simply neglected.® 


He argues that it was not the Physiocrats, but rather their contemporary, 
Isaac de Bacalan, who during this period presented the best discussion of 
the Hume doctrine, a discussion which 


presents the only explicit statement in the French literature until less than a 
hundred years ago of the equilibrium tendency inherent in the working of the 
price-gold flow mechanism.*° 


In this section it will be shown that the Physiocrats had more to say about 
the doctrine than Angell assumes, that the statements of Le Trosne and 


= Analyse, p. 325. 

“ Maximes Générales, note to Maxim 13. 

© Viner, op. cit, ch. 2, passim. Cf. also Adam Smith, The Wealth of Nations, 1776, 
Cannan ed., London 1904, i, p. 403. 

“Le Trosne, De }'Intérét Social, p. 916; Saint-Péravy, op. cit., i, p. 80; Quesnay, Sur 
les Travaux des Artisans, 1766, p. 543. 

Quesnay, Analyse, p. 325; Le Trosne, Discussions, p. 203; Mirabeau, Philosophie 
Rurale, iii, p. 280. This general idea seems to have been first stated by Davenant. Cf. W. 
Roscher, Principles of Political Economy, Lalor translation, Chicago, 1878, i, p. 373. 

Op. cit., pp. 223-26. 

° Ihid., p. 225. 
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Turgot are in every respect as satisfactory as that of de Bacalan, and that 
an equilibrium tendency is clearly stated in the writings of these latter men. 

The best statement of the price-specie flow mechanism that I have been 
able to find in the Physiocratic literature, and one that seems to have been 
overlooked entirely, is that_of Le Trosne: 


Quel avantage trouverait donc une nation à amasser ainsi beaucoup d'argent, et 
à en recevoir beaucoup plus qu’elle men donnerait? . . . Les nations voisines ne 
pourraient plus consommer ses productions, parce que l'argent devenu rare chez 
elles aurait‘augmenté de valeur par rapport aux productions, comme il a baissé 
chez cette nation à raison de son abondance. Loin donc de pouvoir lui acheter en-* 
argent, elles reviendraient lui vendre leurs productions, et ferait ainsi refluer chez 
elles ce même argent qui leur a été enlevé, jusqu’a ce que le niveau fut rétabli7 
(Italics mine.) 


This clear-cut statement has all the essentials of the Hume doctrine. 


There is the recognition that_a specie flow to one country from neighboring 
countries causes a rise of prices in the former and_a fall of prices in the 


latter (this opposite movement of prices was not explicitly recognized by 


de Bacalan™), leading to such a shi balances as to cause the 
specie to flow out again until an equilibrium level is ree d. This 


level is presumably understood to be that at which the imports and exports 
of each country balance. | 

Turgot, in a long passage,” carefully describes how the precious metals 
from the mines of one country are distributed throughout all the trading 
nations of the world. The first effect of the introduction of the new supply 
will be to raise prices above the level prevailing elsewhere, with the result 
that the surplus will be drained off, by means of unfavorable trade balances, 
to those countries with which it trades. Prices will rise similarly in these 
countries, and specie flows will continue from nation to nation until, on the 
cessation of the output of the mines, an international equilibrium will be 
established. At this point, the total exports and imports of each nation will 
be equalized. : tc 

Mercier de la Riviére discusses the self-regulating mechanism briefly, but 
in a less effective manner than Le Trosne and Turgot. An inflow of the 
metals, he argues, will cause prices to rise, leading to an adverse trade 
balance and a specie outflow, which he figuratively compares to a river 
overflowing its banks.” No mention is made of any resulting equilibrium 
adjustment. Baudeau gives an exceptionally good statement, and comes 


"© De l'Intérét Social, pp. 919-20; see also p. 916. Viner, in criticism of the above 
passage of Angell, has also shown that the notion of an equilibrium tendency was clearly 
stated by Sismondi in 1803. See his article, “Angell’s ‘Theory of International Prices’,” 
Jour. Pol, Econ., xxxiv (1926), p. 601. 

" Cf. Angell, op. cit., p. 224. 

“Sur le Mémoire de Saint-Péravy,” 1767, in Oeuvres, ii, pp. 652-54. 

® Op. cit., p. 576; also see p. 583. 
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very close to a complete account of the mechanism.” Saint-Péravy does not 


carry the argument very far. He recognizes that a specie inflow will raise 


prices and cause exports to fall off, but failing to refer to the coùntet-fow ` 


of specie, he concludes that the result will be an. accumulation of unsold 
surpluses of goods.”* Mirabeau, in his earlier work, states that an attempt 
to accumulate the precious metals will be unsuccessful, for the specie. will 


flow out to other nations, as if aga. ‘un sac C percé. ey No explanation i iS, 


given, however. s 

From the above references it should be clear that most of the Physiocats 
`` had some recognition of the self-adjusting mechanism Only Ke Trosne and 
ot carried it to its logical conclusion; the others were coritent to state 
but one-half of the mechanism. More often the argument was presented 
merely in the form that each country would, under an international metallic 
standard, get its “necessary” supply of the precious metals, no explanation 
being specified. One cannot always be certain, however, whether or not 
‘by the term “necessary” amount, the Physiocrats had in mind at all times 
that amount needed to maintain an international equilibrium of price 
levels. In pne interesting passage describing the international distribution 
of specie,(Mercier contends that the quantity each country wi ill “get” will 
be proportional to the volume and price of its commodities. “JAbstracting 
for the moment. from velocity, this is an unobjectionable statement, and is 






: especially true in the case of a small country. Here the price level is first. 


determined for it by international conditions, and such an amount of specie 
will flow in as is necessary to maintain that equilibrium level. That is, T 
and P are determined firstly, and M secondly, V assumed to be given.7® 
Although they did not explicitly state it, the Physiocrats, given their general 
recognition of the rôle of velocity, would no doubt have granted that an 
increase in velocity would correspondingly diminish the amount of specie 
inflow necessary for the maintenance of equilibrium. 2 ae 


G. The "Balance of Trade” and the Foreign Exchanges 


In their frequent discussions of the balance of trade, the - ‘Physiocrats, 
with a few exceptions, never seem to have recognized the existence of any 
“invisible” items.®° According to them, the “balance” meant merely the 


“ Principes de la Science Morale et Politique, pp. 16-19. Note the phrase, “Voilà donc 
: votre balance retournée,” p. 19. 
16 Op. cit, ii, pp. 101-2. 
Va ‘Ami des Hommes, quoted in Brocard, op. cit., p. 154. ge 
Op. cit., p. 585. Cf. als uesnay, Questions N SERTA p. 288. 

® Cf. for a discussion of these matters, Viner, op. cit., pp. 365-77. - 

I have been unable to find any reference to the rôle of changes in demand in one or 
both of the countries as an equilibrating factor in the mechanism of adjustment, such as 
was presented, for example, by de Bacalan about this time. 

°° For discussions in England of invisible items in the balance before Adam Smith, see 
Viner, op. cit, pp. 13- pe 


~% 
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difference between commodity exports and imports. Nowhere is a distinc- 
tion: drawn between the balance of trade and the balance of indebtedness. 
The only clear-cut statefnent of the different constituent items in the balance 
which I have been able'to find in the Physiocratic literature is that of 
Dupont de Nemours. He’ cautions against drawing inferences from the 
state of the foreign exchanges as to the relative flow of commodity exports 
‘and imports because , 


toute autre manière . ...de faire passer des fonds d’un. pays dans un autre, les 


emprunts publics ou privés, Jes remboursemens, les rentes, les subsides, les opera- . 


tions sur les monnoies, les ‘avances mêmes de marchandises faites par spéculation 
d'une nation à lautre . . . influent sur le cours de change.* 


Other isolated references to invisible items are made. Mirabeau dis-- 


cusses the question of inter-government lending,® and in another passage 


refers to short-term borrowing between nations and the possibility of a ` 


sudden repatriation of the funds.** Quesnay recognizes rent payments, *4 
and Mercier mentions the outflow of money resulting from the movement 
‘of businessmen from one country to another.** Frequent reference is made 
to freight charges levied by one nation on another for shipping services,*° 
and to payments to foreign middlemen engaging in international trade. 
With the exception of Dupont, however, none of these writers seemed to 
recognize the possible-influence of these invisible items in offsetting or re- 
and specie flows. 

Very few references can be found in the Physiocratic literature to the 
foreign exchanges. This is somewhat ‘surprising in view of the fact that 
there had already been considerable discussion on the subject both in 
Englands? and in France.** I have been able to find systematic discussions 


only in the writings of Dupont®® and Saint-Péravy.® Both recognized clearly- 


the general rôle, under an international metallic standard, of exchange fluc- 
tuations, gold movements and the gold points. Both defined the par of 
exchange in the conventional way, and explained that deviations from equi- 
librium depended upon the state of the balance of trade. The ‘position of the 


* Tettre à la Chambre de Commerce de Normandie, Paris, 1788, p. 120. This little- ` 


known work is an excellent study of the course of the balance of trade and the foreign 
exchange rates between England and France. For a similar list of items in the balance, see 
Cantillon, op. cit., p. 263. 


20) Ami des Hommes, quoted in Brocard, op. cit., pp. 375-77. a 


3 1) Ami des Hommes, Avignon, 1758-60, part ii, p. 217. 

* Répétition de la Question au Sujet de Bénéfice . . ., 1766, p. 417. 

5 Op. cit, p. 580. Also Quesnay, Maximes, p. 333. 

“BE, Le Trosne, De la Concurrence des Etrangers dans la Nivea, in his Recueil, 
pp. 95-195. 

8T Cf, Eli Heckscher, Mercaniilism: London, 1935, ii, pp. 243-51. 

i Notably by Law, Daguesseau, ‘Forbonnais and Cantillon. See the references in note 21. 

° Op. cit. , Pp. 110 ef seq. 

© Op, cit, ii, pp. 111-118. 
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gold points was correctly stated as depending upon the cost (including in- 
, surance) of transporting specie from one country to another.” Dupont 
offers some interesting suggestions as to the different effects resulting from 
the settlement of debts in the currency of the debtor, and of the creditor, 
country. Neither he nor Saint-Péravy, however, seem to have recognized 
the fact, earlier stressed by Hume, that exchange fluctuations within the 
gold points play a rôle in the mechanism of adjustment, by stimulating or 
deterring commodity flows. Both men gave excellent discussions of arbi- 
trage and speculation in the exchanges.{In general, however, they added 
little, if anything, to what had already been developed before them on 
foreign-exchange.theory. ) 


H. The Physiocratic Concept of W ealth 


It has been shown above that the Physiocrats employed a variety of 
verbal weapons in their attack on Mercantilism. Not only did they argue ` 
that money was vot wealth, but they contended that its accumulation was 
undesirable, unnecessary and even impossible. (Their own concept of wealth 
was, however, of a peculiar sort. They believed that not only must there 
be an abundance of consumable goods, but these must sell at a high price. 
The greatest wealth and prosperity consisted in the greatest amount of 
exchange values.\Quesnay expresses this point of view concisely: 

Plus le blé, le vin, les laines, les bestiaux sont chers et abondants, plus il y a 


des richesses dans l'État. La non-valeur avec abondance west point richesse; la 
cherté avec pénurie est misère; abondance avec cherté est opulence ?? 


To many observers this appears at once as a contradiction in terms. 
Sauvaire-Jourdan,” and following him, Permézel,®* both argue that this 
could be possible only if the quantity of money were equally abundant, 
which is, at bottom, a Mercantilist notion. 

By “cherté,” however, the Physiocrats did nat have in mind a price that 
was necessarily’ excessive. They were referring to a “bon prix,” a world 
price as established under ‘a free trade régime, and which it was believed 
would be remunerative to the producer. This was explicitly stated by 
Quesnay and Mercier: 


. .. nous n'entendons pas ici, par le mot de cherté, un prix qui puisse jamais 
être excessif, mais seulement un prix commun entre nous et l’étranger.®° 
Le bon prix est tout l'opposé de Ja cherté.* 


"t Recognition of the specie points dates back to Gresham (1558), Petty (1662) and 
Clement (1695). Viner, cp. cit., p. 78. ` 

" Grains, p. 246. Cf. also his Hommes, published by Bauer in Revue d'Histoire des 
Doctrines Economiques et Sociales, i (1908), p. 25. 

3 Op. cit, p. 24. 

= Op. cit., p. 79. ` t 

Quesnay, Grains, p. 248. k 

“1 Mercier, op. cit, p. 570. 
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This being so, the so-called paradox of “cherté” and “abondance” dis- 
appeats. For if all that is meant by “cherté” is an international price, the | 
assumption of an abundant quantity of money is not necessary.” 


„HI. The Free-Trade Views of the Physiocrats 
A. Introduction 


Although the Physiocrats are commonly referred to as the “first school 
of free traders,” most of their ideas on the subject were anticipated by earlier 
writers. ) The petiod preceding the Physiocrati¢c movement witfiessed. the ` 
gradual diffusion of more liberal notions on the subject of foreign trade, 
and many of the elements of the free-trade doctrine as sac aa de- 
veloped were prevalent in the literature.” 

An understanding of the Physiocratic, views on the subject sae 
. first an examination of their attitude toward foreign trade in general. In 
reaction to the Mercantilist stress on foreign trade, the Physiocrats were led 
to belittle its importance and to view it with disdain. Both Quesnay? and 
Mercier’ considered it a “pis-aller,” resulting from ‘the fact’ that the 
domestic market was not sufficiently large to absorb the annual output 
of certain goods, which had consequently to be shipped abroad. Foreign 
trade was considered as “sterile”; such “gains” as were made were appro- 
priated by middlemen and constituted a deduction from the country’s rev- 
enue.’ There is even the hint that foreign trade is destined. ultimately to 
disappear altogether. The Physiocrats argued, moreover, that a large 
volume of trade might be an indication, not of prosperity, but of impov- 
- erishment. It might either represent a narrow domestic market, resulting in 
large exports, a scarcity of domestic wealth necessitating large imports, or. 
regional shortages due, for example, to crop failures.1° 

In addition to the “sterility” argument, the Physiocrats laid considerable 
stress on distance, and the resulting transport charges as one of the main 
factors making for the inconvenience of foreign trade. They argued that 
since the burden of transport charges became greater as trade increased, it 
was to a nation’s advantage to reduce its foreign commerce as much as 

"= Cf. for this same point, A. Dubois, “Quesnay sate toate et Libre-Echangiste,” 
. Rev. d’Econ. Pol., xviii (1904), pp. 228-29. 

For the best discussion of this whole period, see Oncken, Geschichte der Nationalo- 
ekonomie, pp. 247-313. For shorter accounts see Sauvaire-Jourdan, op. cit, pp. 12-17; 
Permézel, op. cit, pp. 15-35; Bickel, op. cit., pp. 12-29 and 52-78; Pallard., op. cit, pp. 
15-36; Dubois, Précis, book iii, chapter 7. 

' Du Commerce, p. 484, Quesnay also considered foreign trade as “dispendieux . . . 
onéreux ... bon à éviter,” ibid., p. 449. 

1 Op. cit., p. 547. Le Trosne considered it an “inconvenient necéssaire,” op. cit., p. 968. 

wi Quesnay, Analyse, p. 321. 

2 Mercier, op. cit., p. 605. 


18 Le Trosne, op. citi, pp. 965-68; also Baudeau, Introduction a la Philosophie Econo- 
eo 1771, in Daire, op, cit., p. 738. 
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possible. 104 ‘This argumient reveals their relative Jack of understanding | pf 
. the real gains of trade.. 


B. Elements of Free- Trade Doctrine. 7 


Despite their general disdainful. attitude toward foreign trade, the 
', Physiocrats laid much stress on the necessity. of free trade. On closer ex- 
amination, however, it is not surprising to find the nature of their free trade 
views somewhat different from that of the modern doctrine. 
In keeping with their general philosophical position(the Physiocrats sup- 
. ported free trade on the ground of.the natural order; as being in harmony 
` with justice and constituting an inalienable right of mankind,)Several also 
made use of the old argument that differences in natural conditions and vari- 
ations in harvests in different countries are indications of a divine will that 
nations trade freely with each other.* Others contended that the prosperity 
of one nation is dependent upon the prosperity of all others, and that due 
to this international economic solidarity, it is a short-sighted policy to try 
to gain in trade at the expense of a neighboring state.*® On this point, how- 
ever, Turgot differed somewhat from other members of the school. 
References ate also made to the international division of labor, but this 
was never made an integral part of the Physiocratic free-trade doctrine. 
Each country was consi êd with “produits privilegiées’”’ 
hich, because of natural conditions or national aptitudes, it could produce 
more “‘cheaply;’°* than other countries. The implication here was that it 
would be fo the advantage of each country to specialize im the production 
of these commodities, and to exchange them for goods which could not be . 
so advantageously produced at home. It was also implied that under free 


trade this state of affairs would be achieved.* Dupont criticized the English 


wi Le Trosne, of. cit, p. 968; Mercier, op. cit, pp. 547-48; Quesnay, Répétition de la 
Question, p. 419 n. This stress on transport charges is in contrast to the approach of 
modern international trade theorists, who tend to abstract from them in their reasoning. 
Exception must be made here, however for Sidgwick, The Principles of Poltical Econamy, 
London, 1901, PP. 209-23, and Knut Wicksell, “International Freights and Prices,” Quart. 
Jour. Econ., xxxii, (1918). a 

EP: Saint-Péravy, ob. cit., i, p. 4. 

7 Quesnay, Grains, p. 239; Mirabeau, Philosophie Rurale, iii; p. 151. For a promi- 
nent statement of this argument, see Hume “Essay on the Jealousy of Trade,” in Essays 
Moral, Literary and Political, 1875 ed., i, p. 345. 

101 HTe supported free trade, not on the grounds of the natural order and intérnational 
economic’ solidarity, but on the assumption that every man knew his interests better ‘than 
anyone else, and if left alone, would best serve his own interests and those of society. 
T. Lafont; Les Idées Economiques de Turgot, Bordeaux, 1912, p. 80, p. 180. A similar 
notion can be found in Mirabeau, cf. Savatier, op. cit., p. 160. niema also had some 
recognition of the “economic man.’ 

18 Presumably in terms of “real costs,” although this is not expiidty stated. 
1 The Physiocrats’ case for free trade, as well as that of Adam Smith, did not advance 
beyond this point. Cf. Jacob Viner, “The Doctrine of Comparative Costs,” Weltwirtschaft- 


liches Archiv, xxxvi (1932, ii), p. 359. There see have been no recogniti t all 
in the Phiysiocratic literature of comparative advantage: a 
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ting duties on the import of hats, and stated ‘that it would have been 


better > them to buy their hats abroad where they could be had more 

cheaply, and to divert their resources to the E of other commodi- ` 

ties.11” Quesnay argued that . BE 
La France . . . ne doit pas pretendre a ‘un commerce général, elle doit en 


sacrifier quelques branches, les moins ponents à nee des autres pastes 4 
qui lui sont plus profitables. . a ae soe 


These ideas were, however, exceptions to the general rule, and found . 
but scant recognition in the literature. The Physiocratic disdain for foreign 
trade precluded them from presenting a comprehensive case for free trade ° 


on the basis of international specialization. In_general, foreign trade was 
considered as a last resort which should be avoided as far as possible." Free - 
teade was recognized as indispensable, however, in the case of those goods 


which could not possibly be produced at home, or only at a prohibitive 
cost. It was repeated time and again that a large foreign trade was” 
neither essential nor desirable. Because of this, it is not surprising that so 
little discussion was devoted to the advantages of international specializa- 
tion." i 


C. The Free Exportation of Grain 


“The real nature of the “free trade” views of the Physiocrats is made 
clearer on turning to a brief examination of their views on the grain trade. 
The grain problem had long been an important one in the French economy, 
and had engaged the special attention of successive governments and writers 
of the day. The chief controversial issue at stake was the question of ‘the 
free exportation of grain, which up to 1764 had generally not been per- , 
mitted." The Physiocrats opposed the ban strenuously, and wrote innu- 


110 Quoted in G. Schelle, Dupont de Nemours et l'École Physiocratique, Paris, 1888, 
p. 36. Turgot comes close to the ro Qsition recently stressed by Ohlin to the effect that 
the main factor determining inte pecialization 1s the aiirerence as between coun- 
Ties in the relative. abundance and hence in the relative prices of the different productive 
‘actors. Cf. “La Marque des Fers,” 1773, in his Oeuvres, pp. 624-25. 

Bir Grains, pp. 240-41. i 

= Mirabeau, for example, believed that imports should only be allowed after all the 
possibilities of local sources of supply had been exhausted. Cf. Brocard, op. cit., p. 185. 
23 Mercier, op. cit., p. 547. 
-M It might be in order, at this point, to mention that the Physiocrats, despite their 
denial of any “gain” in trade, believed that it was to a country’s advantage to sell its 
exports at a high price, and to buy its imports at a low price. This was, of course, recognition 
“of the “commodity terms of trade” concept. It was elaborated upon in arithmetical examples 
by Quesnay, : Maximes, pp. 335, 353; Dupont, De l’Exportation, p. 42, and Mirabeau, 
Philosophie Rurale, i, p. 229, and ibid., iii, p. 250. This idea was an old one. Cf. Viner, 
tudies, p. 555. 

M5 The best account of the historical background is to be found in G. Afanassiev, Le 
Commerce des Céreales en France au Dix-Huitième Siècle, Paris, 1894. The chief reason 
for the ban on the exportation of grain was to assure cheap bread, both for the purpose 
of keeping wages low, and for warding off internal disorder, 
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merable tracts to prove the advantages of a free exportation policy, which 
they argued was necessary to prevent a depression- of grain prices in France 
resulting from good harvests. If the unwelcome surplus could be drained 
off, domestic prices would be sustained. Under such a regime a “bon prix” 
would be established, this being a uniform and competitive price as deter- 
mined in world markets, any price differences being eliminated by the move- 
ment of grain from low-price to high-price areas. It was believed that not 
only would this price be a uniform one, but also relatively constant from 
year to year, and sufficiently remunerative to producers to enable them to 
continue operations. By thus acquiring’ “un prix constamment avanta- 
geux”’® and “une valeur soutenue, constante et uniforme,”™’ producers 
would extend operations, hire more men and, increase the “produit net” 
and the general prosperity of the nation. But as long as prices were low, 
production would slow down and the national income diminish. [a cardinal 
tenet in the Physiocratic doctrine was thus the belief that freedom of ex- 
portation would lead to higher prices for the domestic producer; and higher 
prices, as seen.above, were associated with greater national prosperity.) 

Although the logic of this argument equally involves the free z#fporta- 
tion of grain, the Physiocrats generally neglected this aspect of the problem, 
especially before 1768.78 


q 


IV. Conclusion 


(This brief § Survey should serve to make it clear that the “free trade” doc- 
trines of the Physiocrats were of a very narrow sort) Despite their frequent 
affirmations of the necessity of complete freedom of trade,™® -the Physio- 


crats were primarily interested i in achieving the free exportation of grain, 


. and the bulk of their foreign-trade theorizing was arjented about this objec- 
tive. Relatively little attention was devoted to the importation side of the 
problem, or to the question of foreign trade in manufactured goods. Many 
have contended that their arguments have much in common with those of 


= Dupont, op. cit, p. 45. 

™T Le Trosne, La Liberté du Commerce des Grains, Toujours Utile et Jamais Nuisible, 
Paris, 1765, p. 38. While it is true that the price of an international commodity will tend 
to be the same in all countries, it is, of course, false to infer that such a price will be 
necessarily either constant or remunerative. 

8 Weulersse, op. cit, ii, p. 475, In ridiculing the prevalent fear that free exporta- 
tation would expose France to the dangers of famine, they did admit, however, that free 
importation could be permitted in case of shortage. In the case of manufactured goods, _ 
it was said that free importation could be permitted here in order that, in turn, France 
would be able to dispose of her agricultural products abroad. 

= Cf., for example, Quesnay’s famous maxim: “Qu'on maintienne Pentière liberté du 
commerce; car la police du commerce intérieur et extérieur Ja plus sure, la plus exacte, la 
plus profitable à la nation et à l'État, consiste dans la pleine liberté de la concurrence.” 
Maximes, p. 336. Similarly, Turgot: “. . . la verité est que toutes les branches de com- 
merce doivent être libres, également libres, entièrement libres ,. . La Marque des Fers, 
in Oeuvres, p. 621. 
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modern agrarian protectionists, although this is generally denied. Their 
prime interest was, above all rade from the many testric- 


tions imposed upon it, because they believed that if this were achieved, and 

other methods taken to stimulate consumption, the domestic_market 
would normally he sufficiently broad to absorb the total annual output. As 
an interim measure, free exportation of grain was supported as a means of 
disposing of burdensome surpluses and of maintaining the domestic price. 
They did not want to further foreign trade, but rather to see it shrink as 
far as possible from “natural” causes, They even looked forward to the time 


when foreign trade would disappear altogether. buch ‘free trade” views as 
they had were merely part of a wider program for the furtherance of the 
interests af the agricultural classes, which were identified with those of the 
nation as a whole. 

“Tt conclusion, it may be stated that the Physiocrats were not innovators 
in the field of international trade and monetary theory. Their chief accom- 
plishment here—if one may attribute any to them—was, their criticism of 


the balance- de.doctrine--But even in this respect they’ added hey added little to 
what had pede been developed. before them, most of their ideas being 
called from the ody_of anti-Mercantilist doctrine prevalent at the time. 

hey lacked the scientific precision of Hume, and the ability to integrate 
their scattered notions on the subject of foreign trade*** into a comprehen- 
sive whole. Nevertheless, they did much to popularize the ideal of freer 
trade relations, as well as the shortcomings of the balance-of-trade doctrine, 
and must be considered, therefore, as having contributed to the doctrinal 
defeat of Mercantilism. Their general disdainful attitude toward foreign 
trade, however, and their distorted conception of the real gains derivable 
from it, make such “free trade” views as they had of a peculiarly narrow 
sort. For these reasons, the contributions of the Physiocrats to international 
trade theory must be considered as meager and unsatisfactory.?* 

ARTHUR J. BLOOMFIELD 
Chicago, Illinois 


20 Cf. H. Truchy, “Le Libéralisme Economique dans les Oeuvres de Quesnay,” Revue 
a’ Economie Politique, 1899, p. 926. 

™ Ie, by restricting hoarding and “unproductive” expenditures. See note 57 supra. 

* Due to lack of space, J am unable to discuss certain minor aspects of the Physiocrats’ 
foreign-trade doctrines, such as the incidence of import and export duties, the distinction 
drawn between “legitimate” commerce and “trafficking,’’ government policy in relation to 
shipping, trade regulation, etc. 

"3 Professor N. J. Ware, in an interesting article, has contended that the Physiocratic 
doctrine was merely a rationalization of the special interests of the new class of commoner 
landowners which emerged from the French bureaucracy during the reign of Louis XIV. 
These new landowners, unlike those they succeeded, were interested in making agriculture 
a remunerative occupation, and this necessitated the abolition of the many restrictions upon 
it. This explains the “propagandistic” nature of the Physiocratic writings, and the stress 
laid upon the sole productivity of agriculture, the “impôt unique” and the freedom of ex- 
portation of grain. “The Physiocrats: A Study in Economic Rationalization,” Am. Econ. 
Rev., 1931. ; 


COMMUNICATIONS 
Note On “Taxes and the Consumer” 


: In a communication appearing in the June issue of this Review, J. A. Leavitt 
showed that a tax imposed upon housewives and children of salary or wage- 
earners can be shifted forward, He then stated, “Likewise, any tax shifted to 
non-productive consumers will tend to be shifted forward.” The purpose of 
the present note is to show that this latter conclusion is not valid for a large 
and important group of non-productive consumers—namely those entirely de- 
pendent upon annuities, pensions and relief. 

The context may be briefly reviewed. Professor Wehrwein, in an article entitled 
“Taxes and the Consumer” appearing in the March issue of this REVIEW, showed 
that a salary or wage-earner can shift a tax forward when he sells his labor- 
power to his employer. This shifting of taxes “may be more difficult for a wage 
or salary-earning consumer. . . than for a commercial or manufacturing busi- 
ness, but it is useless to claim or imply that no tax shifting has or can be done 
by the salary or wage-earners.” He then concluded by pointing out that there 
are many consumers, such as housewives and children, who “do not earn the 
money which they need for personal purposes” and “cannot shift forward taxes 
passed to or levied directly upon them because they do not sell anything of 
any kind.” Mr. Leavitt questioned this last statement and said, in part: 

“If all the housewives were taxed, say one-hundred dollars a year, it would 
be necessary for them to demand and to get larger allowances from their hus- 
bands, and this would encourage wage-earners to demand higher wages the same 
as if the tax were levied directly on them. This argument can be applied equally 
well to children or to any dependent of a wage-earner. Likewise, any tax shifted 
to non-productive consumers will tend to be shifted forward.” (Italics mine.) 

Those.non-productive consumers who are entirely dependent upon annuities, 
pensions and relief cannot shift a tax forward because they do not sell any- 
thing of any kind and cannot effectively (except as noted below) exert pressure 
for larger allowances. Their position is quite different from that of the house- 
-wife or child burdened with a tax. No amount of pressure, occasioned by a 
tax or anything else, can increase the payments received under an annuity 
purchased at some time in the past. The same is true of industrial pensions. 
High taxes may prompt a firm to increase the pension payments it promises work- 
ers still in its employ but existing pensions would not very likely be touched. 
In the case of recipients of government pensions and (full) relief the problem 
is a little more complicated. No recognized commodity, not even labor-power, 
is being sold, hence forward shifting in the ordinary sense is impossible. All 
that these people legitimately have “for sale” is their one-vote-every-so-often. 
If they “sell” their vote to the party or candidate offering to “pay” the most 
in the form of pensions or relief there is the possibility of a forward shifting of 
a sort.) Relief strikes and riots tend to have similar results. But at best these 
are minor and uncertain influences. The party or candidate, if elected, may or 
may not keep his promises; and a hunger strike on the part of relief recipients 
does not result in any immediate financial loss (except to themselves) such as 
that experienced by an employer faced with a strike of his workmen as the 
result of a tax. 


* Alternatively, the real value of annuities, pensions and relief allowances could be raised 
by successful political agitation in favor of deflation. 
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Thus it appears that there are certain groups of people to whom can be ap- 
plied the term “final consumers” as used by Professor Wehrwein to mean con- 
sumets who cannot shift forward taxes passed to or levied directly upon them. 
Professor Wehrwein’s conclusion was valid even though his example was not; 
and Mr. Leavitt’s example was valid but his conclusion was not. 

H. M. SOMERS 

Berkeley, California 


Teaching Economics 


Concerning the teaching of economics, this communication is prompted by 
some misgivings relative to the reply of Mr. Beach to Professor Tuttle. 

Surely no one would object if the student mastered different systems of eco- 
nomic thought; and, as I understand it, Professor Tuttle did not object to such 
mastery by the student, nor did he seem to discourage independent thought on 
the part of the student. But he did contend for mastery by the student of at least 
one system of economic thinking as an absolute minimum preparation for further 
study in economics, and certainly necessary for the higher criticism. The great 
evil today is that the students fail in the elementary course to master those 
elementary principles of economics which, however inadequate they may be, 
are nevertheless indispensable means of making further progress in economic 
understanding. If this much is accomplished in the elementary course, it is all 
that should be expected; and, I am convinced, it is much more than is generally 
achieved. I grant that such procedure in the elementary course if it is accompanied 
by a dogmatic attitude on the part of the teacher might, as Mr. Beach con- 
tends, produce a bias in the minds of the students; but surely no one advocates 
the assumption of any such dogmatism. Nor will a competent student form such 
biases; and incompetent students constitute a wholly different problem apart 
from course content and teaching procedure. Let the teachers in the elementary 
course devote themselves to the problem of helping the student to a mastery 
of at least one system of economic analysis and the recognition of other and 
perhaps equally valid contending systems, leaving the analysis of other systems 
and the higher criticism for the advanced courses, and I feel that progress will- 
have been made in the teaching of economics. 

JOHN G. ELDRIDGE 

University of Florida 


Note on “Economic Significance of the Undistributed 
Profits Tax” 


In the June, 1938, issue of the AMERICAN Economic REVIEW, Professor 
James G. Smith, in his article on the “Economic Significance of the Undistributed 
Profits Tax,” has attempted to show economic justification for the undistributed 
profits tax by what seems to me a superficial excursion into the field of corporation 
finance. 

Professor Smith contends: 

“If corporations use undistributed profits to invest in a portfolio of securities so 
that dividends to common stock may be stabilized, the results in effect are the 
setting up of investment trusts operating in a manner just the opposite from that 
which would be considered sound investment policy. The corporation would then 
be appropriating the stockholders earnings during prosperous times and in- 
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vesting them in securities at high prices and selling them subsequently, in order 
to continue to pay dividends, during times when security prices were low.” 

While he mentions “sound investment policy” Professor Smith ignores a funda- 
mental distinction between investment and non-investment or speculative securi- 
ties. If the funds from undistributed earnings were committed to secondary re- 
serves in the true sense, że., to prime investment securities, at worst the shrink- 
age in value from prosperous to depressive periods would be at a minimum. 
To eliminate any asset shrinkage in such periods would be unthinkable in the 
modern order. But high-grade securities do not sell in prosperity at the distorted 
high prices characteristic of speculative securities and operating assets, when the 
major demand is for proprietary securities and operating capital; neither do 
they sell in depression at the distorted low prices of speculative securities and 
operating assets, when the major demand is for highly protected obligations. Price 
movements in the market support and invite sound stabilization reserve policy, 
as they create opportunity for investment in protected issues at com paratively 
low prices, when excess profits provide investment funds, and for their sale 
at comparatively high prices, when much heavier shrinkage would attend other 
asset values. If funds from stabilization reserves are committed with special 
reference to their liquidity, over-expansion of operating assets can be minimized 
and the effects of unavoidable business risk can be mitigated. 

It is my feeling that Professor Smith errs in his argument to the end that,the 
expertness of corporate management is coterminous with the production of goods 
and that the test of justifiable expansion rests with the open market for cor- 
porate capital. According to Professor Smith, “. . . the officers of a business 
corporation are appropriately experts in the business in which they are engaged 
(producing goods) and they are likely to be inexpert in the art of security 
investment” (p. 308). 

Again Professor Smith contends: 

“The officers of a corporation are undoubtedly the best judges as to the technical 
matters involved in problems of expansion of their particular industry, but they 
and their sales departments are likely to be over-optimistic in good times as to 
the future earning possibilities. In any case, the question of future prospects 
should be subjected to the test of the free capital market to be compared with 
the prospects of the other lines of production competing for the uses of capital. 
To the extent that there is, under capitalism, any “economic planning” toward 
the attainment of balance in the economic system, it is through this operation 
of the free capital market. The judgment of the corporation must be supported, 
accordingly, by the judgment of the market before expansion should be under- 
taken” (p. 309). 

Two major fallacies inhere in this line of argument. First, modern corporate 
‘administration does not presume expertness in production management only, 
but presumes it also in financial management. Although specialization has been 
carried far in the present economic system, it has not divorced corporate financing 
from the field of corporate management, leaving the administration of produc- 
tion isolated in itself; rather the complexities of modern corporateness have 
woven the financial problem inextricably into the field of business management. 
Second, “ the free capital market” (supra) is not a valid test of justifiable financ- 
ing or expansion. The strong marketability of stocks in 1928-1929 was hardly a 
rational criterion for corporate expansion; and the market conditions of 1933- 
1934 were not an acceptable barometer of justifiable financing. Similarly, unusual 
strength in the bond market since 1935 cannot be cited as the logical proof for 
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financing on long-term credit; the very strength of the recent bond market may 
constitute as much an invitation to over-bonding as the signal for borrowing. 
The open market itself reflected excessive optimism in 1927-1929 and excessive 
pessimism in 1932-1934. To accept the open market as the test for corporate 
financing is to make such financing entirely a matter of expediency; sound cor- 
ge financial policy recognizes marketability as important and admits the 
act of situations in which normal financial pene must be tempered by ex- 
pediency, but it does not accept the “infallible judgment of the market” as the 
test for financing. (See Graham and Dodd, Security Analysis, p. 21-23, 38, 
491-494.) 

Granted even that the wisdom of corporate expansion should be weighed in 
the balances of open-market judgment, over-expansion is not likely to be avoided 
by disbursement of total stock earnings. Retention of earnings naturally occurs 
in periods of peak profits,.when exaggerated optimism over these profits is the 
basis of excessively high market prices for the corporate shares. In view of the 
premium which the market places on earnings distributed in cash dividends 
rather than retained, the disbursement of these profits logically would distend 
the over-Valūation effected by the high profits. The open market fails then as 
a “test” for merited corporate financing, since it would invite by sale of stock— 
or worse, by sale of bone te very over-expansion which Professor Smith views 
as ‘the effect of retained earnings. The assumption of debt through the open 
market as an alternative to earnings retention might superimpose on over-ex- 
pansion the additional burden of over-bonding or excessive current debt. 

Professor Smith also argues that common stockholders’ dividends “should not 
be stabilized at the expense of the bondholders’ interests or at the expense of 
the stability of the economic system as a whole” (p. 309). It is not logical that 
bondholders’ positions would be protected by severing the artery which has pro- 
vided a primary buffer against risk and receivership and has supported much of 
the strongest corporate credit in the country. 

That risk cannot be eliminated in the present dynamic society is not con- 
troverted; but private management can accomplish much to minimize the drastic 
effects of risk and thereby contribute to social and private welfare. The funda- 
mental problem centers not, however, upon the advisability of surplus reserves 
but upon the management of these reserves with reference to their liquidity. 
Sound management in this respect would not only effect greater stability in 
dividend disbursements and market prices, but would minimize the over-expan- 
sion of operating assets incident largely to cyclical disturbances. For this ob- 
jective in stabilization there is no substitute for sound private management. 
Corporate enterprises differ widely in needs and circumstances, the effect of 
which is to place a premium on judicious corporate management as an essential 
component of a soundly functioning capitalistic system. In this respect Professor 
Smith seems to err when he concludes: 

“In its economic effects the tax favors, rather than hinders, the proper func- 
tioning of the capitalistic system” (p. 310). 

Professor Smith’s persistent reference to monopolistic and oligopolistic cor- 
porations beckons a question not fundamental to the one of retained earnings 
versus dividend payments. Professor Smith states: 

“For large corporations, either because of existing conditions of monopoly or 
oligopoly or because of threatened conditions of that character, the tax should be 
retained in our fiscal system” (p. 310). 

The problem of retained earnings is one of a source of corporate capital; to 
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remove retention of earnings as a source of corporate capital merely would close 
that particular avenue to monopoly and force the use of other and speedier 
highways to the same destination. The open market would not serve as a check on 
overzealous corporate management any more than it would facilitate the ends of 
such management. 

That errors have occurred in corporate management is not denied; some 
glaring mistakes and injustices in corporate surplus administration have been 
committed in the past ten years. But to predicate a new dividend philosophy 
on these misapplications of sound financial theory is not tenable; to accept Pro- 
fessor Smith’s philosophy of profits disbursement is to discard sound surplus 
policy rather than to correct the errors in its application. 

PauL M. VAN ARSDELL 

University of Illinois 


Reply by James G. Smith 


Sound financial management is of course a part of modern corporate ad- 
ministration; and it was “taken for granted” in the argument of my article on 
“Economic Significance of the Undistributed Profits Tax.” If funds from stabili- 
zation reserves were committed with special reference to their liquidity, as 
Mr. Van Arsdell says, over-expansion of operating assets could be minimized 
and the effects of unavoidable business risk could be mitigated. Judged from ex- 
perience, however, the “if” is a very big and significant “if” in all but a few 
conspicuous exceptions. The withheld dividends were more generally “invested” 
in stocks of competing corporations for the purpose of controlling competition, 
in See expansion by the corporations, or found their way into the call-loan 
market. 

The use of withheld dividends by corporations in the investment market 
syphoned purchasing power into that one use, whereas widely distributed in 
dividends the same purchasing power would have been utilized according to 
the choices of consumers. It is upon these choices that reliance is placed in our 
economic system for the guidance of productive activity. But the opportunity of 
choosing how to spend their earnings was denied the common-stockholders ; for 
them the corporation decided to invest the earnings. In spite of the fact that one 
stockholder could, if he chose, sell his stock to obtain immediate purchasing 
power, the aggregate effect of withholding dividends for investment was to 
change the proportionate direction taken by the flow of purchasing power. 
It was this proportionate change, not related to changing consumer choices but 
to the financial manipulation of corporations, that in the course of time produced 
widespread overcapacity of plant in relation to the purchasing power that con- 
sumers were willing to spend for particular products. 

During the latter part of the decade of the 1920’s a large portion of the 
withheld dividends was invested in the call-loan market and other banking 
securities. Some business corporations, in addition, engaged extensively in security 
speculation and commonly were regarded in the “street” as “investment trusts,” 
because their earnings from portfolios were as important as their earnings from 
the business for which they had been given charters. The effect of these financial 
activities upon the functioning of the economic system was catastrophic, as they 
so inflated the securities market that the securities exchange came for a time to be 
a mechanism for the raising of funds to finance the further raising of funds. As 
more funds were raised by security issue more became available as support in 
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the brokers’ loan market for further security issue. This vicious circle was initiated 
and encouraged by policies related to the investment of withheld stockholders’ 
dividends. 

Mr. Van Arsdell’s use of the argument that the free capital market performs 
its function imperfectly thus begs the question. One of the most important reasons 
for the failure of the free capital market as an indicator in 1928-1929 was the 
manner in which business corporations were permitted to use withheld dividends 
virtually to finance their own capital market and to finesse the discipline nor- 
mally inherent in the allocation of scarce capital funds to competing demands. 
The sudsequent vicious circle of reaction had its causes in the same source. It 
followed the breakdown of confidence in inflated security issues and the collapse 
of the structure of bank credit as the invisible banking system of modern 
corporate enterprise withdrew in the crisis from participation in the short-term 
and call-loan market. Credit inflation and deflation and the earnings of cor- 
porations are so much more important in determining security values that Mr. 
Van Arsdell’s contention that payment of cash dividends would have aggravated 
the security market inflation in 1929 is simply drawing the proverbial red herring 
across the trail. 

It is true that the withholding of stockholders’ money to secure funds for the 
development of monopolistic conditions is not the only avenue to that end, but 
it was, during the decade of the 1920's, a very significant instrument in creating 
security market conditions that greatly facilitated the use of all avenues for 
obtaining these socially undesired results. The allocation of society’s productive 
powers and resources to economic ends should not be left to the uncontrolled 
judgment of monopolistic groups of industries. If the trend continues in that 
direction it means the breakdown of free capitalism and its displacement by a 
structure of organization for production that would have to be actively con- 
trolled by centralized government in order to secure “economic planning.” Some 
still hope that free capitalism, if subjected to various types of passive government 
regulation (even taxes of one sort or another if necessary), may suffice as an 
economic regulator. 

Mr. Van Arsdell’s final statement placing me in the position of advocating a 
new philosophy of dividend policy is very puzzling. While the accumulation of 
reserves for dividends may have been earlier practised to a harmless extent, the 
doctrine and the widespread practice of stabilizing dividends on common stocks 
was a development characteristic of the “new era” economics of the 1920’s. My 
position coincides with conservative practice; Mr. Van Arsdell champions the 
radical change that occurred in corporation finance during that fateful era of 
the 1920's. 

In my opinion the arguments presented in Mr. Van Arsdell’s note fail to in- 
validate my position with respect to the fundamental and important issues in- 
volved, To the extent necessary for a sound corporate financial structure the 
accumulation of reserve funds is not inconsistent with the main point at issue. 
A detailed consideration of the ideal form in which to write the undistributed 
profits tax law would include appraisals of any exceptions required in the interest 
of sound financial corporate management. But “sound financial corporate manage- 
ment” should not serve as an open sesame for modern business enterprise to usurp 
without regulation functions that, in the interests of a sound monetary system, 
are permitted by law to be performed only by controlled and supervised financial 
institutions. 

JAMES G. SMITH 

Princeton University 
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Note on Mr. Reynolds’ Use of the Equilibrium Concept 


Objections might be made on methodological grounds to certain parts of Mr. 
Lloyd G. Reynolds’ interesting article, ‘Competition in the Rubber Tire Indus- 
try,” which appeared in the September, 1938, issue of this Review. Apparently, 
in this article, equilibrium is a condition toward which a system historically tends, , 
and the implications are that if the theory were complete, reliable historical pre- 
dictions could be made. When one states that the tire industry has not behaved 
as our theory of monopolistic competition would have us expect, it is as though 
one should state that here is a tub of water that has sat for a long while, yet 
motion has not ceased as the theory of mechanics would have us expect. 

This objection is not directed toward the value of Mr. Reynolds’ article. But 
in the interest of a consistent methodology of analysis, I think it should be 
pointed out that such discussions should proceed in terms of successive approxi- 
mations rather than in terms which question the completeness of a deliberate 
abstraction. 

The understanding of the appropriate use of the equilibrium concept and 
- of the rôle which abstraction plays in the reasoning about any change whatsoever 
is important from the standpoint of pedagogy if teachers are engaged in teaching 
students to reason about these complicated systems of variables. The writings 
of Professor F. H. Knight are as clear on these matters as any with which I 
am familiar. 

RUTLEDGE VINING 

University of Arkansas 


Cost Theory and the Theory of International Trade’ 


In the June (1938) issue of the AMERICAN ECONOMIC REVIEW Paul Samuel- 
son attempts to set up the simple case of individual equilibrium in a way that 
will provide a model to reconcile the opportunity and real cost approaches to 
the problems of gain from international trade.? The article also considers other 
aspects of the problem of gains from trade, but the treatment of the cost problem 
is fundamental, and it is mainly with that that this note will concern itself. Mr. 
Samuelson assumes that the technological relations between production services 
and consumption services (commodities), on the one hand, and the scale of 
individual preferences on the other may, for a given individual, be expressed 
by an implicit function of the type ọ(x, y, 4, b) = O, where x and y are con- 
sumption services and a and & are production services, all per unit of time 
(p. 262). He first regards the amounts of a and b as fixed, and deduces a pro- 
duction indifference curve expressing the various combinations of x and y that 
would be produced with a given quantity of a and b, respectively. He notes that 
this curve will be determined by technological together with non-technological 
factors, and that a different curve exists for all values (quantities) of a and b. 


tI am indebted to Professor Jacob Viner for his review and criticism of the manuscript. 
Much of the argument herein presented is simply an expansion and restatement of the 
sections of his book dealing with the opportunity cost theory, as I have understood them. 
(J. Viner, Studies in the Theory of International Trade, pp. 516-26.) Of course, Professor 
Viner is not to be held responsible for any statement in this note. 

Acknowledgement is due to the Social Science Research Council for a pre-doctoral 
fellowship during the course of which this short paper was largely prepared. 

* Paul Samuelson, “Welfare Economics and International Trade,” American Economic 
Review, June, 1938, pp. 261-6. 
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The equilibrium position for the individual is set by the equivalence of the 
“rate of consumer substitution” to the slope of the production indifference curve, 
drawn up as of certain quantities of a and b, respectively, as set forth below. 
This means that he is postulating the existence of a consumer's indifference map, 
or family of indifference curves (deducible from the substitution conditions), 
one of which contains a point for which the slope of the consumer indifference 
curve (rate of consumer substitution) is equal to the slope of the production 
indifference curve, and at which the quantities of x and y that would be taken 
are the same as those that would be produced, thus setting an equilibrium. Mr. 
Samuelson does not draw or make use of a consumer indifference curve, as it 
is not necessary to his exposition; but it will lend clarity to the present discussion 
if we speak of the curve, or family of curves, instead of simply the rate of 
substitution, which is the slope of such a curve. 

As for the consumption E curve, we must note that it is illegitimate 
to reason from such conditions to any sort of conclusion about international 
trade. For an individual it may be possible to construct a family of consumption 
indifference curves such that a change in the quantities of the various goods 
consumed (two, if curves are used) can be evaluated as favorable, unfavorable, 
or indifferent to the individual according as the change results in his resting on 
a higher, lower, or the same indifference curve. The curve on which Mr. 
Samuelson’s equilibrium substitution ratio is one point is one of such a family. 
Use of curves of this type involves the assumption that the relationships which 
the curves express are valid no matter by what point in the system the individual’s 
actual position may be represented, 7.e., that the curves are independent of the 
actual allocation of his resources. If the curves are not independent in this respect, 
a movement from one position to another involves a reconstruction of the whole 
family of curves. The new set of curves can in no way be compared to the old 
set. And the individual’s new position with respect to the old family of curves 
is not of interest, nor is his old position with respect to the new set of curves of 
any interest. The two positions simply cannot be compared under these circum- 
stances. 

For a society as a whole it should be obvious that it is impossible to ignore 
the effect of a change in the allocation of resources (resulting from changes in 
consumption) upon any set of “indifference” curves which might be drawn. 
For the only type of curves that could be used for a society as a whole would 
be a set of curves each of which represented various combinations of equal 
market value. Any other type of curve involves comparison of “utility” magni- 
tudes of different individuals, which is not acceptable in rigorous economic 
analysis, and which Mr. Samuelson is anxious to avoid. But such equal value 
curves would be valid for only one given distribution of income. For all other 
distributions another set of curves would exist. And any shift in the consump- 
tion of the society (specifically, say, a change in the proportions and/or quanti- 
ties of “international” as compared to “domestic” goods consumed) would in- 
volve an entirely new set of curves, because it would involve an entirely new 


array of individual incomes. The new curves will, of course, not be comparable 
with the old.® 


*Some would even argue that individual indifference curves are subject to almost as 
drastic restrictions. It can be maintained on the basis of experience that as income increases 
an entirely new set of tastes is developed. In this case a different family of curves would 
exist for each allocation of resources even in the individual case, and no conclusions could 
be drawn about changes in position relative to any one set. 
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Mr. Samuelson -does not draw curves to represent the reactions of a society 
as a whole, but by using indifference ratios as a basis for his reasoning on the 
question of gains from trade (comparative cost theory) and by drawing parallels 
between the individual case and that of a country, he is guilty of exactly the 
same error as if he had actually drawn such curves.4 

Having produced an equilibrium by means of the indifference curve for pro- 
duction and the consumption substitution conditions, Mr. Samuelson then says 
that his production indifference curve is drawn as of “the optimum values (quan- 
tities) of a and b” (p. 262). “The optimum values of a and b are determined 
at the point where the derived utility of them, że., utility of their marginal 
physical product, is equated to their marginal disutility.” 

His use of the production indifference curve is, under these circumstances, 
both redundant and incorrect. If the “optimum values” of a and $ are determined 
by the equation of the utility of their marginal physical product to their marginal 
disutility, that condition itself determines the equilibrium.® He is thus deriving 
his production indifference curve on the assumption that equilibrium has already 
been achieved. The curve is valid for only one point, the point at which the 
above conditions are met—the equilibrium point—and is not a production in- 
difference curve at all. 

It seems, therefore, that as far as relevance for problems of international trade 
is concerned, neither of the determinants of the problem which Mr. Samuelson 
uses can be derived without assuming that the other is already given. The consumer 
substitution conditions are valid (for international trade analysis) only when 
the allocation of resources is given, whereas the production indifference curve 
is determined, in part, by demand conditions. Neither is of any significance for 
the problem with which Mr. Samuelson is attempting to deal. 

The criticism of the production indifference curve may be stated in another 


*On page 262, where he is setting up his apparatus, he speaks of the case of an in- 
dividual, and after “individual” he writes, in parentheses, “country.” 

On page 261 he discusses the possible abstractions from which he might choose in order 
to provide a basis for his arguments. He says that we may think of the situation “better 
still, merely as trade between individuals which illumines the processes of international 
trade. ... In this way the problem of weighing and combining different individual advan- 
tages within each country is avoided” (262). 

It is the contention of this paper that trade between individuals dees not illumine the 
processes of international trade at the level of analysis to which Mr. Samuelson attains. 
Merely stating that the individual case and the case of a country are parallel avoids the 
special problems of the latter only by ignoring them. 

* Cf., for example, W. S. Jevons, Theory of Political Economy (2nd ed.), pp. 167-72. 

* An essentially similar construction, attempting to remake the theory of comparative 
cost in terms of the indifference curve approach, has been made in the past, notably by 
A. Lerner, G. Haberler, and W. W. Leontief. (A. Lerner, “Diagrammatical Representation 
of Cost Conditions in International Trade,’ Economica, XII (1933), pp. 493-503; 
G. Haberler, The Theory of International Trade, pp. 175-7; W. W. Leontief, “The Use of 
Indifference Curves in the Analysis of Foreign Trade,” Quart, Jour. of Econ., XLVII 
(1933), pp. 493-503.) 

These treatments all avoid some of Mr. Samuelson’s difficulties by assuming fixed 
quantities of factor services throughout, but their production indifference curves are simply 
technological curves, Samuelson at least makes a verbal recognition of the fact that non- 
technological factors are involved, The consumption indifference curves of the older treat- 
ments profess to define conditions for a country as a whole, whereas Samuelson’s does so 
only by inference (cf, note 4 above). His main error on this point lies in reasoning from 
an individual situation to conclusions about a society, and is just as serious. 
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manner. Mr. Samuelson is correct in saying that there is no essential conflict 
between opportunity cost theory “properly stated” and the real cost (not pain 
cost) approach. But the reconcilement of the two cannot be made simply by 
using both methods in succession as he has done. It seems that he fails to ap- 
preciate adequately the essential differences in the two traditional approaches. 
The opportunity cost theory, as it has been handed down from Wieser’s time, 
is commonly stated in terms of fixed amounts of factor services (or “factors,” in 
which case a capitalization problem is involved, though not usually recognized), 
whereas the real cost theory is not so limited. Samuelson uses variable amounts 
of resource services in order to introduce the disutility concept in the marginal 
determination of an “optimum’’ amount, and then treats these optimum amounts 
as fixed amounts for the derivation of his indifference curves. But, to repeat, he 
can do this only so long as his individual does not move from the one point 
on the curve for which these amounts of a and b are ‘‘fixed’’—the equilibrium 
point, This is true because part of the conditions for the determination of these 
quantities of a and $ are demand (utility) conditions; and the amounts of x 
and y for which those amounts of a and & are relevant are already settled. So he 
does not have a production indifference curve when he is through, but a curve 
only one point of which has any real significance. 


The amalgamation of the two approaches into one amenable to the indif- 
ference curve technique would have to start from the assumption of given 
resources, Or resource services. The disutility element can then be introduced in 
the form of weights to the technical coefficients of production, or through other 
modifications of the production functions. The problems of the consumption in- 
difference curve would still remain. It is open to question whether the in- 
difference curve technique explains more than it obscures in the treatment of 
such questions. 

Before leaving this matter it is well to consider briefly the broad question at 
issue. Lerner, Leontief, Samuelson, and others, have attempted to reconstruct 
the theory of comparative costs along opportunity cost lines in order to avoid 
the problems of value theory inherent in the older approach. The particular 
problem in question is that of how to determine whether a country is “better” 
or “worse” off without having to compare the value standards of different in- 
dividuals.” The purpose of the present criticism is not necessarily to discourage 
this entire approach. It is simply to point out that it does not really avoid the 
old problems, and does not provide any solutions for them less questionable from 
the point of view of modern value theory than can be obtained through the 
old approach. At the same time, it tends to obscure fundamental difficulties under 
an elegant mathematical or diagrammatical facade. 


One other point in Mr. Samuelson’s article which should be mentioned is his 
treatment of the question of the “best” position for any one country in a group 
of trading nations. He criticizes eee theorists for supposing that the free- 
trade equilibrium is the most preferred point for any one nation. He says, “The 
free-trade equilibrium very obviously is not the most preferfed point to any 
one country. Its maximum would occur when the other country consumes nothing 
and it consumes all. Obviously the other country would not consent to this . . .” 
(p. 265). This is indeed a peculiar conception of economic maximization. It 


“Mr. Samuelson must by all means be credited with recognizing several important 
aspects of this problem in some of his discussion, if not in his fundamental treatment of 
costs. (Op. cit. pp. 264-5.) 
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would give more relevance to his criticism if Mr. Samuelson gave a few citations 
to theorists in international trade or any other field who defended free trade 
as a maximum in this sense, or, indeed, who ever used the word “maximum” 
in this sense in economic discussion. Maximization in economics means, to the 
individual, the maximum satisfaction subject to the various obstacles presented 
by other people attempting to attain the same thing, in the absence of fraud, 
force, etc. These obstacles we generally try to reduce to prices, In international 
trade theory there is no apparent justification for abandoning this idea and sub- 
stituting a concept of maximization in an absolutistic sense. If one is looking 
for a system that would result in one country’s consuming everything and others 
nothing, free trade is certainly not that system, But this can hardly be accepted 
as a cogent criticism of free trade. 
MICHAEL L. HOFFMAN 
Trinity College 


Reply by Mr. Samuelson 


Through the courtesy of the editor I have been given the opportunity to com- 
ment briefly on Mr. Hoffman’s criticism. I shall confine E to a few of the 
more fundamental points raised. 

(1) Although Mr. Hoffman has made my paper the occasion for a reconsidera- 
tion of the conditions of equilibrium in the pure theory of international trade, 
it was no part of my purpose there to deal with this problem. Being interested 
in disproving a misconception in the field of welfare economics and 
international trade, it was only necessary for my purposes to select the simplest 
possible model of trade between two individuals: a single contradiction is suffi- 
cient to disprove a general proposition. Moreover, as I indicate below, only 
minor modifications need be made in order that my exposition be applicable to 
more complex models. In effect, Mr. Hoffman has criticized me for not having 
written a paper which I did not write. 

(2) Within the framework of my simple model, Mr. Hoffman has misinter- 
preted my production relation 

9(% pa b) =O 
This has nothing to do with either consumer’s indifference curves or consumer 
substitution ratios, as should be clear from its verbal definition. 

(3) Within the framework of my model, Mr. Hoffman has alleged that the 
set of conditions with which J determine the variables of my system is redundant. 
Since this is a simple mathematical point upon which there cannot be two 
opinions, it can be left to any interested competent reader to verify that my 
disutility conditions are independent of all other equations, and that without them 
the system is indeterminate. . 

(4) Following the treatment of Professor Viner in his Studies in the Theory 
of International Trade, Mr. Hoffman lumps together for criticism two things 
which are logically independent—namely, the unqualified doctrine of opportunity 
cost, and the use of collective indifference curves. Both of these doctrines are, 
in general, inadmissible as a description of equilibrium in international trade, 
although under special circumstances each may prove of some interest. In the 
near future I hope to deal with these problems in another paper. 

However, for the present purpose it is necessary to point out only that if one 
distinguishes carefully between these two independent points, it will be found, 
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I believe, that my treatment does not rest on opportunity cost, despite my use 
of a family of substitution curves, Nor am I guilty of an illegitimate use of 
collective indifference curves since in my simple model individual and country 
coincide, and so no difficulties arise from this concept. 

(5) Mr. Hoffman’s last paragraph is completely independent of all his previ- 
ous argument. In my opinion it is irrelevant as well to the welfare problem under 
discussion. The “remarkably naive conception of economic maximization” re- 
ferred to there was not the basis of my discussion of free trade, nor have I any 
interest or reason to attribute this to any international trade theorist, past or 

resent, 
i The sentence which he quotes from my paper and attacks, I still hold to be 
correct. Nevertheless, I have not replied to his criticism on this score in order 
to avoid confusing the important issues involved. I strongly insist that no part 
of my argument concerning the advantages or disadvantages of free trade depends 
in any way upon the sentence quoted, and I should be perfectly willing for it to 
be omitted completely and for my argument to be judged in the resultant form. 

(6) In closing I shall briefly indicate the slight modification of my treatment 
necessitated by the consideration of more than one individual in each country. 
If one substitutes “every individual of each country” for “each individual” or 
“each country,” then all of my conclusions will be still found to hold. For 
example, a movement of the first kind will be redefined to be one by which every 
individual of both countries can get more of every commodity with less of every 
productive service, etc. The modifications required by the inclusion of many 
countries is equally minor and obvious. 

PAUL A. SAMUELSON 

Harvard University 


The Thinness of the Stock Market 


In an interesting article in the March, 1938, issue of this journal, Professor 
James C. Dolley attempts to assess the influence of government regulation on the 
volume of trading on the stock exchange, as well as on the continuity and liquidity 
of the market.t I have no fault to find with Mr. Dolley’s article as far as it goes; 
but it does seem to me that there is one point omitted from this and other recent 
literature on the same subject which has, or may have, considerable bearing on 
the problem. 

It is clear that the existence of a continuous market in the accepted meaning 
of that term depends upon the simultaneous existence of differences of opinion as 
to the relative value of cash and securities at prices ranging up and down at small 
intervals from any given quotation. It is such differences of opinion which induce 
some people to become buyers and others sellers as the price varies. Now the 
grounds for differences in opinion may, of course, be numerous, ranging all the 
way from the immediate cash position of the individuals involved to bearishness 
or bullishness based on a general appraisal of the economic and political outlook. 
It may well be that some of the differences arise out of divergent interpretations 
of the same fact-situation, full information concerning which is available to all 
traders and investors. On the other hand, it will scarcely be denied that people 
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differ also because of unequal access to correct information, or because of infor- 
mation believed by some to be correct and known by others to be false. 

If this reasoning is correct, it would seem to follow that anything which tends to 
make accurate information available on equal terms to all traders and investors, 
or even only to those who play a large rôle in the market, would at the same time 
tend to reduce the importance of differences of opinion and consequently by so 
much to impair the continuity of the market. Furthermore it is not necessarily 
the case that the effects of accurate information will be confined to those who act 
upon it. In-and-out traders may, pony unconsciously to be sure, rely to a con- 
siderable extent on differences of opinion of a more fundamental nature than 
their own. Any reduction in the latter, therefore, may tend to produce more 
caution and less activity on the part of in-and-outers and thus indirectly further 
impair the continuity of the market. ' 

I am not prepared to say to what extent the disclosure provisions of the 
Securities act of 1933 and the Securities Exchange act of 1934 may have operated 
to produce results such as-those described, but it seems reasonable to suppose that 
the effects may have been considerable and at least in the direction indicated. At 
any rate I do not think the question can be properly ignored in any final assessment 
of the working of the legislation which the Securities and Exchange Commission 
has to administer. 

In this note, of course, I have assumed that Mr. Dolley is right in believing that 
the stock market has become less continuous in the last few years and have con- 
fined myself to pointing out one possible contributory cause having to do with 
government regulation which he seems to have overlooked. Whether this loss 
in continuity (and hence in liquidity) is necessarily a bad thing is quite another 
question. Mr, Dolley accepts the view that it is without discussion. There is, how- 
ever, a very respectable body of opinion on the other side. Professor Hansen, for 
example, in his latest book boldly states that, “the high liquidity of the stock 
market is itself a factor causing instability.’ Future writers on the thinness and 
discontinuity of the securities markets would do well to examine their premises 
somewhat more carefully than has been usual in the past. 

PauL M. SWEEZY 

Harvard University 


Social Security 


The following list of recent research studies dealing with social security is 
contributed by C. Stewart Peterson. It includes certain studies not yet published, 
but available in manuscript form. 


ApaMs, L. P. An analysis of recent legislative proposals for unemployment insurance. 
Typewsitten thesis, Cornell, Ph.D., 1936. Deposited in the Cornell University Library; 
a carbon copy is available for inter-library loan. 

ALLEN, RurH Aticg and Barton, Sam B. Wage earners meet the depression. Austin: 
Univ. of Texas. 1935. Pp. 105. Univ. of Texas Bull. No. 3545. 

Bowen, Howard R. Unemployment compensation as applied to Iowa, Ilowa City: Univ. 
of Iowa Bur. of Bus. Res. 1936. $1. 

DOUGLAS, PAUL H. Social security in the United States. New York: McGraw-Hill. 1936. 

GAGLIARDO, DOMENICO. The Kansas labor market, with special reference to unemployment 
compensation. Lawrence: Univ, of Kansas. Humanistic Studies, Vol. VI, No. 1, Feb., 
1937. 


> Alvin H. Hansen, Fal] Recovery or Stagnation? p. 318. 
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LESTER, RICHARD A. Unemployment relief. Doctoral thesis; can be secured only by writing 
to the reference librarian, Princeton Univ. Library, Princeton, N.J. 

Norton, T. L. Old age and the Social Security act. Buffalo: Foster and Stewart. 1937. 

PERRIN, WILLIAM. Economic and financial aspects of social security, Master's thesis. De- 
posited in University of Iowa Library. 

ScHMIDT, E. P. Man and society. Chap. 14. New York: Prentice-Hall. 1937. 

. Old age security, Minneapolis: Univ. of Minnesota Press. 

SCOTT, RICHARD. Legal aspect of unemployment compensation, Master's thesis. Deposited 

in University of Iowa Library. 


REVIEWS AND NEW BOOKS 


General Works, Theory and Its History 


The Theory of Prices: A Re-Examination of the Central Problems of Mone- 
tary Theory. By ARTHUR W. MARGET. Vol. I. (New York: Prentice- 
Hall. 1938. Pp. xxv, 624. $6.00, trade; $4.50, school.) 


It requires only a cursory examination to see that this volume is the result 
of a stupendous amount of work in the literature on money and prices. It 
is the product of prodigious scholarship such as is extremely rare in America 
and contains a well-nigh exhaustive bibliography, together with biblio- 
graphical notes, mainly in the form of elaborate footnotes, on the whole 
literature of the subject in English, German, French, Italian, Swedish and 
Dutch. Certainly there are very few living economists throughout the world, 
if indeed any, who have so extensively covered the literature in as thorough- 
going manner as has Professor Marget. In addition to the rich content of 
the footnotes there is also in smaller print in the body of the text interspersed 
throughout the volume detailed analysis of the historical development of 
special points in monetary theory. This volume in conjunction with the 
forthcoming Volume II will clearly prove a rich source of information for 
the guidance of graduate students for many years to come. Indeed, it is as a 
guide through the mass of literature that the book doubtless will make its 
main contribution. 

As indicated above, the main body of the text is divided into two parts, 
one in large type and the other in small type. The large-type material, which 
includes the bulk of the book, carries the main lines of the discussion 
through without the reader's being deflected to less important excursions. If 
the reader, however, is especially interested in the excursions, he is per- 
mitted to follow out various side lines in the main argument by reading the 
interspersed smaller type. For the character of book here under review this 
method of printing—so widely used in Germany—has, I think, definite 
_ value. It is Professor Marget’s main purpose to emphasize the trend of con- 
tinuity which runs through the best writing on the subject of monetary 
theory. In developing this continuity, he continually calls attention to nu- 
merous deflections from the main path and examines whether or not the 
result has been to enrich the stream of thought or to divert it into barren or 
confusing and erroneous conclusions. At the same time that he develops the 
central trend of continuity he also takes pains to make clear to the reader 
his own position with respect to the validity or usefulness of various lines of 
analysis. | 

While the volume is built in very large measure—many will surely say 
too large measure—-around the writings of Mr. Keynes, and in particular 
Mr. Keynes's writings prior to the General Theory, this device is intended 
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‘nificant and commendable step in this direction. Finally, in discussing the 
recession of 1937 and the outlook for the future, Professor Hansen em- 
phasizes the importance of pump-priming by the government, the signifi- 
cant rôle that government played in capital formation within this country 
even before 1929 and in recent years especially, and the possibility that this 
increasing share is a long-run tendency necessitated by a likely scarcity of 
capital-consuming investment opportunities in the private sector of our 
economy. But there is no necessary incompatibility between “the survival 
of private capitalism and a generous admixture of public investment” (p. 
329); nor is it improbable that a higher standard of living and a substan- 
tially larger volume of production will be attained in this country within 
the next decade or two. 

This summary, though incomplete, should convey an impression of the 
wide range of problems touched upon in the volume. Because of the brief 
treatment of most topics, there is little opportunity for exploring them in all 
their ramifications or for striking original paths to new solutions. An inter- 
ested reader might also appreciate a wider historical background for the 
analysis of the economic outlook than is provided in the last part of the book. 
On the probable trend of development with reference to private investment 
opportunities, the relation of government to the business system, and public 
debt and indation, a great deal may be learned from a broad study of his- 
torical experience. But these limitations of the discussion are inherent in 
the aim of most of the original articles contained in the volume, that of 
providing a clear and brief appraisal of a new thesis, a new series of events, 
or a particular problem raised by either. 

In thus assembling a series of expressions of a realistic and vigorous mind 
on a number of important present-day questions, the book performs a useful 
function. Its value is assured by the author’s interest in the factual back- 
ground of problems combined with an appreciation of their theoretical 
aspects, his facility in formulating unequivocal but reasonably circumspect 
judgments, and his healthy resistance to sensational alarums or half-baked 
notions. Because these faculties find expression in the book, its study is likely 
to benefit not only lay readers but many specialized students of economic 
matters. Both groups will find the volume helpful in resisting the lure of 
oversimplified hypotheses or alarmist notions, generated by rapid shifts in 
the economic scene and by the conflict of class interests. 

SIMON KUZNETS 

National Bureau of Economic Research 


Industrial Price Policies and Economic Progress. By EDWIN G. Nourse and 
Horace B. Drury. (Washington: Brookings Institution. 1938. Pp. 
xi, 314. $2.50.) 
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This well-written and stimulating book is a refreshing contrast to many 
others recently published on the same subject, in that it does not assume that 
the competitive system of free enterprise is dead or hopelessly ill, but is 
concerned with developing a positive theory of pricing which if more gen- 
erally applied might improve the efficiency of the system. This positive 
theory stems from the principle announced in the previous Brookings study 
Income and Economic Progress, that a continual decline in prices as a result 
in increasing industrial efficiency is the best means of disseminating the ben- 
efits of progress. The authors do not limit themselves to theoretical genes- 
alizations, but study with statistics and typical examples the extent to which 
competition has resulted in price reductions and the reasons why in some 
cases it has not done so. 

The first chapter traces the movement of wholesale prices since 1870, 
showing how manufactured products in general have fallen in relation to 
wages and raw materials, with a special discussion of window glass and 
print cloth. Chapter 2 shows that high profits are not incompatible with 
falling prices. 

Chapter 3 discusses the relation of changing quality to prices and to de- 
mand; chapter 4 the ways in which large-scale production can reduce costs; 
chapters 5 and 6 the mutually interacting effects of costs, prices, and demand. 

Chapters 7 and 10 describe some of the institutional, legal, and customary 
restrictions on free market price. Chapters 8 and 9 outline the growth of 
“big business” in this country, with illustrations from the oil, window-glass 
and aluminum industries. 

Chapter 11, “Dynamic price-making,” is the final statement of the 
authors’ philosophy. In it they point out that active and socially beneficial 
competition does exist in large-scale industries, and their belief that the 
remedy for the evils resulting from insufficient price-competition in other 
industries is not to be found in breaking up large concerns, but in the adop- 
tion by industrialists generally of a courageous and imaginative type of 
price-policy. Dynamic pricing means that producers should consider the 
purchasing power of the masses, set a low price in line with that purchasing 
power, and work at capacity, thereby maintaining full employment. 

The authors’ conclusions will meet with general acceptance among econo- 
mists. However, those conclusions are narrowly limited in value by two 
limitations that the authors explicitly imposed upon themselves in the intro- 
ductory chapter. One is that they are not concerned with price reductions 
that might be secured by reducing wage-rates or prices of raw materials. 
The other is that they are considering price trends only over a period of 
months or years. Since nearly three-quarters of the value of manufactured 
products directly represents wages or materials, that leaves very little room 
for producers to expand their output by price reductions unless they can adopt 
new methods using less labor or less material. When such new methods 
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have been adopted the book itself shows that there has been a strong tend- 
ency for prices to be reduced over periods of years. But in some passages 
the authors’ argument could be construed as meaning that irrespective of 
such savings, producers, by reducing prices, could continue to employ their 
plants to capacity, even in a depression. A careful reading of the whole book 
shows that that is not the authors’ real opinion. It is unfortunate that a 
reader who read or remembered only the authors’ final chapter could get the 
impression that price-reduction is an easy cure for cyclical unemployment. 
Rurfus S. TUCKER 
_ New York City 


Modern Competition and Business Policy. By H. S. DENNISON and J. K. 
GALBRAITH. (New York: Oxford Univ. Press. 1938. Pp. 120. $1.25.) 


This is a provocative addition to the literature questioning the com- 
petition versus monopoly premises of present-day governmental regulation 
of business. The first six chapters deal with practical and theoretical mis- 
conceptions of policies purporting to preserve or restore pure competition, 
and regarding the necessity for regulation as the exceptional rather than 
the ruling postulate of social policy. The remaining five chapters sketch a 
partial program of regulation aimed to compel the performance of a frank- 
ly monopolistically-competitive industrial system in accordance with social 
standards. The premises of the argument are expressed in a popularized 
version of the Chamberlin monopolistic-competition analysis and a selec- 
tion of familiar indictments of business organization and practices. Our 
industrial economy is not so organized as to result in a socially adequate 
automatic adjustment of conflicting private interests, which decades of de- 
veloping corporate relationships have served to complicate and enlarge 
(quite apart from the abuses of private responsibility facilitated by cor- 
porate devices). 

The reform program includes proposals in the general fields of corporate 
organization and finance, dissemination of information necessary for eco- 
nomic judgments, and national industrial regulation. The proposals under 
the first two headings are standard subjects of reform advocacy, the con- 
troversial aspects of which invite no special review comment. 

In the sphere of industrial regulation the authors propose a régime of 
public interest codes for each industry fostered by a governmental Com- 
mission possessed of extraordinary powers of initiative, investigation, and 
enforcement. From studies of the industry’s pathology there would be 
formulated a program of policies in matters of prices, wages, earnings, 
production, labor conditions, and so on. The Commission would be em- 
powered to draft and impose the code on the industry with provision for 
voluntary participation of private representatives in the formulation stages. 
Its congressional mandate would include authorization to modify tariffs, 
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grant subsidies, establish yardstick competition, and possibly also to pre- 
scribe measures of taxation. 

The socially inspired, providentially appointed, totalitarian industrial 
regulating authority, insulated from the pressure, guile, and malevolence of 
special interests is of course not a novel project. Industrial codes and 
totalitarian paraphernalia are companion measures only by choice, not neces- 
sity, however. The authors cannot be commended for minimizing the politi- 
cal and administrative weakness of the Commission proposal and the om- 
niscience such a body would have to possess in order to serve its assigned 
purposes effectively. To take only one instance, the idea of delegating tariff- 
making to an agency that can scarcely avoid strong nationalistic impulses 
ignores the political background of American protectionism and its broader 
lessons for social policy. Students of political science would doubtless per- 
ceive still broader implications of such a scheme. 

The discussion of industrial control policy includes some strictures on 
public-utility regulation and contends also for federal regulation of wages 
and hours as a function of general policy. 

This book deserves to be regarded highly as an outline of some major 
implications of the theoretical premises of monopolistic competition. It is 
an expression of broad conviction advanced from very general, and almost 
exclusively economic, considerations. Although there are often long leaps 
from premises to proposals, brevity of exposition preventing sufficiently 
detailed analysis, the book is a worthy popular attempt to redirect the 
emphasis of thinking on problems of governmental relationship to private 
enterprise. 

Horace G. WHITE, JR. 

New York University 


Confessions of an Economic Heretic. By J. A. Hopson. (New York: Mac- 
millan. 1938. Pp. 217. $2.00.) 

Hobson resolves his fifty years of economic heresies into an issue of 
“qualitative” economics versus “quantitative” economics. Quantitative eco- 
nomics was orthodox business economics which set up money as its standard 
of wealth. Qualitative economics was welfare, morality, justice, ethics, 
“humanism.” Hobson derived it first from John Ruskin who introduced an 
ethical standard of “ought” with the valuation of every economic process or 
result (39). 

Even before the Great War Hobson finds that the science of economics 
had been moving in these two opposite directions, “a purely and exactly 
quantitative study of measured facts and tendencies,” and a “humanist inter- 
pretation of these facts and tendencies” (127). In the post-war world these 
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movements continued, and he places R. G. Hawtrey as “the most authori- 
tative exponent of purely monetary explanations of our economic troubles” 
(128). 

Yet I should place Hawtrey at the top in the ranks of humanist or wel- 
fare economists; for his purpose was, by a study of the “inherent instability 
of credit,” to work out governmental and banking methods for preventing 
depressions and unemployment, the most universally “inhuman” of the 
defects of capitalism, but without destroying the capitalist system itself 
which is preéminently a system of credit. Hawtrey’s “monetary explana- 
tion” is simply a credit explanation. Economics does not become less hu- 
manistic because it becomes more accurately quantitative. 

Had the “orthodox” economists used the word “assets” instead of 
“wealth,” then Hobson might have understood what Hawtrey was trying 
to do. 

Hobson’s alternative “non-monetary” explanation was derived from his 
other fundamental heresy of fifty years ago, the heresy of “‘over-saving,”’ 
derived, in turn, originally from a businessman “named Mummery” (30). 
Indeed, thrift and the honesty of good credit were moral foundations on 
which orthodox economists builded their system as our escape from brute 
feudalism, dictatorship and the monopolies of mercantilism. 

Hobson, in 1889, did not, of course, attack thrift as a personal virtue 
(33). It was not until ten years later, in 1900, that he resolved over- 
saving into sheer economic “force.” This was further resolved into inequality 
of bargaining power, which, in turn, became insufficient income for the 
working class, going back, in fact, to Rodbertus; and it was this which was 
responsible for both the depressions or slumps in the trade cycle and the 
“imperialisms” and “protectionisms” of modern economics (66). 

His visit to South Africa on the eve of the Boer War confirmed his theory 
of over-saving as the cause of the struggle for empire, in order to furnish 
opportunity for investment of their surplus profits in backward countries 
by British capitalists. His resulting book on Imperialism, published in 1902, 
was reissued in 1938. He had reached the same conclusion with his doctrine 
of over-saving as did Karl Marx with his doctrine of exploitation, on the 
economic causes of modern imperialistic wars. 

His several visits to America confirmed his earlier doctrine of the im- 
morality of the competitive system (67ff.). In America the growth of trusts 
and combines “derived from the acquisition of lands containing the best 
supplies of coal, iron, oil and other important raw materials, supported by 
railroad and banking connections and by tariffs directed against outside 
competition,” as well as the private ownership of public utilities and grow- 
ing land values, gave to him a “clearer understanding of the blend of ruth- 
less competition and equally ruthless monopoly’? which had grown up 
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“under free competition and equality of opportunity.” These were con- 
nected with the corruption of democratic institutions described to him by 
Henry D. Lloyd and Lincoln Steffens, as well as by William Jennings 
Bryan who dilated for him upon the advantages of bringing “new men 
with new experiences into office” with every change of political parties. 
These revelations he had not clearly discovered in England where the free 
play of economic forces had been impeded by long standing “tradition” 
and by “humane considerations,” supported by a long experience of eff- 
cient civil service (68, 212). 

He did not find, as he might have found, in the Supreme Court of the 
United States an American substitute for the traditions and humane con- 
siderations which he found in England. The Court’s theories of value place 
foremost the public welfare, equality of opportunity, equality of bargaining 
power and fair competition, specified by Hobson as the ethical corollaries 
to be derived from Ruskin’s “human values.” And the Court could not have 
made these ethical values precise enough for the decisions of disputes except 
for its monetary units of measurement. Hobson might have criticized the 
Court, yet the history of its changing decisions is a chapter in the “evolu- 
tionary ethics” which he substitutes for the revolutionary economics of Karl 
Marx. 

The grounds for his rejection of the Marxian interpretation of history 
were first discovered by Hobson in the early nineties in his Evolution of 
Modern Capitalism (35). In that book he had “ignored all theory that did 
not present itself in the actual processes” which he studied, and the book, as 
is well known, became more authoritative than Marx. It laid the founda- 
tion for “the rôle played by modern machinery and power in enlarging 
the productivity of industry, increasing the importance of the employer, 
the organizer and the owner of capital in the economy of labor and the 
control of markets.” But, in explaining thereby the emergence of “a new 
proletariat,” the book confirmed, for his subsequent writings, his primary 
heresies of over-saving and the immorality of the competitive capitalist 
system. 

The outcome of his “humanist economics” is a combination of public 
ownership and operation of standardized and key indusiries, voluntary co- 
operative enterprise in others, and private business enterprise in unmecha- 
nizable industries like agriculture and those which appeal to individuality in 
consumption. 

JoHN R. COMMONS 
University of Wisconsin 


Expectations, Investments and Income. By G. L. S. SHACKLE. (New York: 
Oxford Univ. Press. 1938. Pp. 119. $2.75.) 


This book is considerably more important than its size might suggest. 
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By focusing his attention upon the central aspects of the cycle, by omitting, 
for example, consideration of international and agricultural phases of the 
problem, Mr. Shackle has developed a thorough, precise, and at the same 
time concise, analysis of the business cycle. 

The foundation for his theoretical structure is Mr. Keynes’s General 
Theory of Employment, Interest, and Money. The analysis proceeds through- 
out in terms of variations in expectations, investment and income. The up- 
ward movement is explained by the multiplier principle and a slightly modi- 
fied form of the principle of acceleration. In the explanation of the crisis, 
due attention is given to the tendency for construction costs to rise, the 
occurrence of ‘‘bottle-necks,” and the rise in the rate of interest. The multi- 
plier principle again comes into play, with reverse effect, in the downward 
movement. Finally, when stocks are no longer declining and repair and 
renewal outlays become unavoidable, recovery is induced by the progress of 
invention, changes in taste, population changes, favorable political events, 
or some similar circumstance. 

To this familiar analysis, ably presented, Mr. Shackle contributes two 
additional and quite original hypotheses as a part of his explanation of the 
crisis: 

1. When a businessman has completed a large extension to his plant, he 
is unlikely to undertake a further extension until he has become accustomed 
to his new situation and has solved the new managerial problems connected 
therewith. Since in the boom period many such entrepreneurs will be en- 
gaged in making substantial extensions to their enterprises at about the same 
time, the individual breathing spells are also likely to come at about the 
same time. 

2. The multiplier effect in the boom period maintains the rate of invest- 
ment at a high level because each increment of investment is followed by 
a further unex pected improvement in the yields of existing equipment. Now, 
Mr. Shackle points out, when this process has continued for some time, 
businessmen may come to expect these increased yields and may push up 
their speed of investment accordingly. But if this happens, the speed of in- 
vestment will not thereafter increase in response to the increase in yields. 
Hence the increase in the rate of investment will be checked, and the 
emerging yields will fail to rise at the rate expected. The decline in the 
acceleration of investment will then be followed by a decline in the rate 
of investment itself. 

This elaboration upon the multiplier principle is important. Furthermore, 
as Mr. Shackle points out, it is also applicable, in reverse form, to the 
explanation of the lower turning point in the cycle. 

There are other interesting points as well: the explanation of the rapidity 
of the downward movement by reference to the cyclical behavior of the 
marginal propensity to consume; an excellent analysis of the theory of in- 
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vestment, avoiding use of the confusing concepts of user cost and supple- 
mentary cost; and an equally good analysis of changes of expectations. 

The weak points are the chapters on “Inventions” and “The rate of 
interest.” Discussion of the former topic is weak for the same reasons that 
economists’ analysis of inventions has always been weak. The author’s dis- 
cussion of the theory of interest carries the virtue of brevity too far. The 
theory he presents is Mr. Keynes’s, but it is not so good. Mr. Shackle be- 
lieves that the chapter “may help to clear up the difficulty between Mr. 
Keynes and the ‘Ohlin school’. . .” but I am afraid he has contributed 
little to this end. 

One “rather startling conclusion” which follows from his analysis of the 
speculative motive must be mentioned: “. . . uncertainty about the future, 
expressed in the existence of a positive rate of interest, zs itself an autono- 
mous cause of change.” (P. 52; italics his.) The analysis leading up to this 
conclusion is fascinating; but there is nothing startling about the conclusion 
itself if it is remembered that the assumption is here made that the specula- 
tive motive is the only circumstance affecting people’s decisions to hold cash 
or securities. If the only determinant of the rate of interest is assumed to 
be people’s expectations as to the future behavior of the rate of interest, it is 
not surprising to arrive at the conclusion that fluctuations in that rate must 
be erratic, and furthermore must themselves be causes of further erratic 
fluctuations in that rate. 

B. F. HALEY 

Stanford University 


Consumers’ Credits and Unemployment. By J. E. MEADE. (New York: 
Oxford Univ. Press. 1938. Pp. vii, 115. $2.00.) 


From the numerous schemes for economic reform submitted in his Eco- 
nomic Analysis and Policy, Meade has picked consumers’ credits as most 
deserving of a wider circulation. No reader will be at odds with the motive 
for circulating more widely a plan for removing unemployment, whatever 
misgivings he may feel as to the plan’s merits. The misgivings, it may be 
surmised, will be most poignant in those readers, either among the laymen 
or economists, who, for bad reasons or good, are suspicious of monetary 
remedies for unemployment. 

Consumers’ credits are only one part of Meade’s program to remove 
unemployment, but in his opinion they are a crucial part. The depression 
unemployment that the program aims to eliminate is held to originate in a 
decline in the production of capital goods. To restore the production of 
capital goods to its pre-depression volume, a low interest policy supple- 
mented by expenditures on public works is thought necessary. However, the 
restoration will be especially difficult if, in the meantime, purchases of con- 
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sumers’ goods shrink. Consumers’ credits are expected to prevent this in- 
hibiting shrinkage and thus to facilitate the appropriate banking and public 
works policy. 

As in his Economic Analysis and Policy, the author prepares a detailed 
plan by which his idea could be applied in Great Britain. In addition, he 
illustrates the operation of the plan by an estimate of the maximum cost 
that would have been incurred had the plan been in effect during the last 
depression. The plan proposes that consumers’ purchasing power be main- 
tained, whenever the index of unemployment rises above normal, by small 
weekly gifts of new money from the government to some 35,000,000 con- 
sumers. Whenever the index sinks below normal, the new money will be 
retired from circulation by a tax. The tax is the safeguard against a progres- 
sive inflation. 

Meade takes notice of several obstacles that might appear to impede the 
successful operation of his plan. One obstacle that he does not notice is the 
undesirable effect that the payment of consumers’ credits may have on the 
production of consumers’ goods. Apparently he presumes that neither losses 
nor unemployment will appear in the production of consumers’ goods if 
the total of money spent for these goods is kept constant by the issue of 
new money. His presumption would be correct were the same goods bought 
after the issue of credits as were purchased before the unemployment began. 
But plainly the same goods will not be bought. The purchasing power that 
during prosperity was concentrated in the hands of those producing capital 
goods will be scattered among 35,000,000 when unemployment appears. 
The outgrowth of the changed distribution of purchasing power will be 
losses in the production of some consumers’ goods and higher profits in the 
production of others. One consequence of the mixture of depression and 
prosperity will be a quantity of unemployment which will, in part, offset 
any employment gained in the production of additional capital goods. A 
second consequence will be the failure of the credits to prevent an immedi- 
ate fall in the demand for capital goods. The demand of the producers who 
are taking losses will certainly fall, while the demand of the producers 
operating at a profit will not rise since their profits are manifestly im- 
permanent. To the extent that the demand for capital goods is not sustained 
the credits fall short of their cardinal purpose. 

A graver drawback, since it would be more difficult to correct, is the like- 
lihood that the tax would not retire sufficient money to prevent a continual 
rise in prices. The author refrains from an analysis of the conditions under 
which the issue of credits during depression would exceed the tax collected 
in periods of prosperity. He merely supposes that the excess would be slight 
in any case and that, were the consequent rise in prices inexpedient, it 
could be neutralized by a proper policy of the Bank of England. But, in- 
stead of permitting a rise that the Bank could reverse, the plan would seem 


762 Reviews and New Books | December 


perforce to stop the Bank in any attempt to decrease the amount of money. 
In terms of his own argument, unemployment would follow when the Bank 
began to deflate. The unemployment would mechanically start a flow of 
consumers’ credits which would increase the amount of money and thus 
nullify the policy of deflation. 

Obstacles like these do not mar the pertinence of Meade’s insistence 
that immediate steps be taken at the start of a depression to prevent a 
decline in consumers’ purchasing power. Nor do they imply that the steps 
ought not to be in the unorthodox direction of payments of new money to 
consumers. Instead they indicate only a necessity for alterations in a plan 
which, were it made feasible, would have the highest practical value. 

R. S. Howry 

University of Kansas 


Das Problem der Sozialökonomischen Synthese. By JOHAN ÅKERMAN. 
(Lund: Gleerup. 1938. Pp. 329.) 

This book must have been difficult to write; it is difficult to read, espe- 
cially for review. The author sets up, as a prerequisite to an understanding 
of it, a knowledge of classical, neo-classical, mathematical, and business- 
cycle economics, as well as most of the assigaments of sociology. The re- 
viewer is tempted to warn those who are not familiar with the related social 
sciences, particularly philosophy and psychology. 

The title promises a discussion, not necessarily a solution, of the problem 
of a synthesis of social economic theory. The theses that are to be synthe- 
sized are the equilibrium-economics, the dynamic (zeitékonomische), and 
the sociological. ‘To each of these one long chapter is devoted. 

The equilibrium thesis is static and abstract. Given a number of proposi- 
tions, say a set of demand and supply schedules, and the conclusion of a 
definite price follows as a necessary consequence. But the data are arbitrary, 
however closely it may be attempted to have them correspond with reality, 
and the result is unrealistic. The author finds this method of analysis in- 
adequate but, apparently reluctantly, finds it indispensable. It yields in 
result only what was put into it to begin with—an interesting exercise in 
logic. Its timelessness renders it incapable of disclosing causal relationships 
in a stream of events, since time is the essence of causation. 

In contrast, the dynamic thesis, best exemplified in business-cycle studies, 
is adapted to the disclosing of causal relationships. Its data are empirical, 
based upon observations. The causal analysis proceeds with the selection of 
standard series (since the data are too numerous and unequally important), 
dispersion, rates of acceleration, points of inflection, correlation, periodicity, 
and other statistical devices, to disclose what “determines the variations in 
the on-going economy.” One defect of this procedure is the disposition of 
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investigators to convert the statistical series into mathematical functions, 
whereby the causal analysis is divorced from reality and pro tanto acquires 
the attributes of the equilibrium analysis. But the worst defect is the fact 
that the demonstration of causation involves time, say ten or fifteen years, 
whereby the analysis is rendered partly useless-for the interpretation of cur- 
rent events, and as a guide for their control. 

Because neither of these two theses can disclose anything about the 
“driving forces” in a stream of events, the sociological thesis is required. 
These forces operate chiefly through group action, guided by group inter- 
ests, as realized. The final moment in the socio-economic analysis is the 
human will. 

But there is really no synthesis, nor can there be one, according to the 
author, in the sense of the unification of the three theses set up, or the two 
methods of analysis, the causal and the alternative. If this conclusion is - 
correct and final, then the primary interest of the book, save to the few who 
revel in methodological speculations, will be found in its by-products, 
which are many and interesting. 

JENS P. JENSEN 

University of Kansas 

| NEW BOOKS 


ALIHAN, M. A. Social ecology: a critical analysis. (New York: Columbia Univ. 
Press. 1938. Pp. xiii, 267. $2.75.) 


Amoroso, L. Principii di economica corporativa. (Bologna: Zanichelli. 1938. 
Pp. xix, 367. L. 30.) 

The author of the standard treatise on mathematical economics (Lezione di 
Economia Matematica, Bologna, 1921) presents in this new volume a re- 
vised, nearly non-mathematical, treatment of the same subject. 

Problems of “economic equilibrium” are treated on classical lines of Walras 
and Pareto without substantial changes, but with some greater emphasis on 
monopolistic forms. The first part of the book, devoted to the monetary 
theory of prices, gives prominent place to theoretical and statistical analysis 
of economic fluctuations—the author may be considered to be one of the 
originators of the dynamic explanation of cyclical movements based on time 
Jags. The entirely new Book III deals with problems of the corporate state 
“as a mystical entity and as an organization.” Professor Amoroso is strongly 
devoted to the new regime and occupies the prominent position of the presi- 
dent of the Institute of Political Economy and Finance at the University of 
Rome. He gives a concise, authoritative interpretation of the official point of 
view on the subject. 

WASSILY LEONTIEF 


BEER, M. Early British economics from the XIIth to the middle of the XVIIth 
century. (New York: Macmillan. London: Allen and Unwin. 1938. Pp. 250. 
$3.25.) 

BoyNToN, P. H., Gipzonse, H. D., AND HANSEN, A. H. The economics of 
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pump-priming: a University of Chicago round table broadcast. (Chicago: Univ. 
of Chicago. 1938. Pp. 12.) 

Bre, R. T. and Hewett, W. W. Applied economics: the application of eco- 
nomic principles to the problems of economic life. 3rd ed., rev. (New York: 
Crofts. 1938. Pp. x, 690. $3.75.) 

“There is a new chapter on social security, instead of the former chapter 
on unemployment, and the chapters devoted to business cycles and to com- 
munism and fascism have been largely rewritten. Elsewhere, increasing atten- 
tion has been paid to the growth of industrial concentration, the new labor 
situations developed by the rise of the C.L.O. and the National Labor Rela- 
tions Board, and the control of exchanges by the Security and Exchange Com- 
mission. There is also a new discussion of the changes in our banking system 
wrought by recent legislation, the ideas of the ‘neutral money’ school, agti- 
cultural crop control, the growth of trade barriers, especially of exchange 
control, new revenue legislation, and the development of such governmental 
ventures as the Tennessee Valley Authority. In addition, statistics and charts 
have been brought up to date wherever possible.” 


CHAMBERLIN, E. The theory of monopolistic competition: a reorientation of the 
theory of value. 3rd ed. Harvard econ. stud., vol. 38. (Cambridge: Harvard 
Univ. Press. 1938. Pp. 253. $2.50.) 

ELLSWORTH, P. T. International economics. (New York: Macmillan. 1938. Pp. 
xiii, 529. $4.) 

FERGUSON, J. M. Landmarks of economic thought. (New York: Longmans 
Green. 1938. Pp. xvi, 295. $2.) 


GiDEONSE, H. D., HANSEN, A. H., and Jacosy, N. H. Purchasing power and 
prosperity: a University of Chicago round table broadcast. (Chicago: Univ. of 
Chicago. 1938. Pp. 12.) 

Hasek, C. W. Principles of economics. (New York: Prentice-Hall. 1938. Pp. 
xiv, 643. $3.50.) 

INNIS, H. A., editor. Essays in political economy in honour of E. J. Urwice. 
(Chicago: Univ. of Chicago Press. Toronto: Univ. of Toronto Press and 
Maurice Cody Found. 1938. Pp. xl, 236. $2.50.) 

JANZEN, C. C. Everyday terms in economics. (Chicago: Thiessen Printing Corp. 
1938. Pp. 75. 35c.) 

LESCURE, J. Des crises générales et périodiques de sur production. Tome I et Il. 
(Paris. Domat-Montchrestien. 1938. Pp. xvi, 445; 453-702. 100 fr., les 
deux tomes.) 

MEADE, J. E. Introduction to economic analysis and policy. Am. ed. edited by 
C. J. Hrrcu. (New York: Oxford Univ. Press. 1938. Pp. xvii, 428. $2.50.) 

Mopin, G. M. and McIsaac, A. M. Social control of industry. Econ. and soc. 
inst. vol. iii. (Boston: Little, Brown. 1938. Pp. x, 499. $1.40.) 

The essential part of this book concerns itself with four major industrial 
divisions, each with particular characteristics which may necessitate some sort 
of social intervention. (1) Manufacturing gives rise to the problem of monop- 
olistic competition; (2) the agricultural and natural-resource industries can- 
not always depend on competition to produce desirable results; (3) transpor- 
tation and (4) public utilities are the two divisions of industry in which un- 
regulated competition has long ago given way to government intervention. 
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One of the purposes of the book is “to evaluate the problems of effective 
social control and the techniques that may be employed to carry that control 
into effect” (p. 6). The alternatives of public policy, according to the authors, 
are four: (1) to rely upon the self-regulation of industry through organized 
business groups; (2) to accept and regulate private monopoly; (3) to sub- 
stitute state and codperative enterprise for private enterprise; (4) to pre- 
serve and enforce competitive conditions (p. 458). The possibilities and diff- 
culties of each of these alternatives are briefly considered; and in the concluding 
chapter the authors state: “It is clear from the most superficial examination 
that no one of them alone affords an easy solution of the problem. . . . The 
problem of policy therefore resolves itself virtually into a selection of the 
course of action that will involve the minimum of disadvantage, and at the 
same time will give the greatest possible protection to the interests of the 
entire community” (p. 469). l 

Presumably something more definite than this should emerge from a book 
devoted to social control of industry—a book in which the authors promise 
to evaluate the problems of effective social control. It may be quite true that 
“no one of them [major alternatives of social policy} alone affords an easy 
solution of the problem.” Nevertheless, one expects that in a study of this 
kind some central position, though it be one subject to many exceptions, will 
be worked out. One can agree with the authors that “diversification and flext- 
bility of social policy seem to be desirable”; but too much diversification and 
flexibility mean no social policy at all. 

Harry HENIG 


PROU, G. Les théories de Véquilibre économique: L. Walras et V. Pareto. 2nd 
ed, (Paris: Domat-Montchrestien. 1938. Pp. 465. 85 fr.) 


Rosey, R. W. Purchasing power: an introduction to qualitative credit control 
based on the theories of Stephen A. Colwell. (New York: Prentice-Hall. 1938. 
Pp. xiii, 163. $2.50.) 

SCHULTZ, H. The theory and measurement of demand, (Chicago: Univ. of Chi- 
cago Press. 1938. Pp. xxxi, 817. $7.50.) 


SELSETH, N. H. Basic economics, (Philadelphia: Dorrance. 1938. Pp. 248. 
$2.50.) 


This popular treatise consists of a series of discussions covering unemploy- 
ment, pensions, taxation, the New Deal, the gold standard, the employment of 
martied women, debts and reparations, banking, the farm problem, tariffs, 
and prison labor. The panacea for the difficulties arising from these problems 
is an equal division of labor time among the available supply of man power. 

W. B. L. 


SHARIF, M. M. A critique of economics. (Simla: Fine Art Printers. 1937. 
Pp. 39.) 

In this essay traditional value theory is criticized for disregarding moral 
ends and accepting the psychological fact of desire as the source of value, 
thus unduly emphasizing commodities and neglecting conscious experience 
and ultimate goods. It is insisted that needs may be more important than 
desires; hence value theory should be drawn from ethics rather than from 
psychology. The latter may help to explain particular economic laws, but 
ethics alone can make possible valid conclusions regarding ultimate ends and 
the means to their attainment. 
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The author stresses the basic importance, in value theory, of the ideas of 
purpose and control. He defines economics as “the science which investigates 
into the best means for achieving welfare” (p. 37), maintaining that man is 
more interested in improving the economic system than in merely under- 
standing it. The distinction between pure economics, as a non-ethical study, 
and applied economics, involving selected ends, is branded as absurd. The 
trend is toward intervention in the field of economic forces, “and intervention 
is meaningless without a goal, and if this goal consists in the well-being of 
humanity, even if by that be meant mere pleasure, it is essentially ethical’’ 
(p. 22). 


JAMES E. MOFFAT 


SOMBART, W. Weltanschauung, Wissenschaft und Wirtschaft. (Berlin: Buch- 
holz und Weisswange. 1938. Pp. 46.) 


This pamphlet (a reprint from essays in honor of Dr. Schacht) contains 
what may be a Ta of the scientific testament of the now almost octogenarian 
author of Modern Capitalism. It is dedicated to “the young and youngest” 
(p. 46), it embodies “the principles of a future political economy” (p. 44), 
though these principles, as the author writes, are not new. “I have contended 
them in speech and writing since many years” (p. 44). Such theoretical 
propositions as the following are indeed well known: the spiritual habitus 
(Weltanschauung) of man determines his economic actions as it also influences 
his scientific aT economics is a historical, a positive and an interpretative 
science; the economic epoch (modern capitalism) is unique and closing, and 
liberalistic economic theory loses its validity and usefulness with the passing 
of its object. New, however, are two practical propositions: v7z., (1) that 
an up-to-date practical economics (zeitgemässe Kameralistik) be worked out 
for the benefit of those who have to administer the controlled and regulated 
economy that is succeeding the liberal economy; (2) that the students of today 
be told again that good intentions alone are not enough in scientific work. 
“Nothing but a cool head, a sharp mind and methodical discipline can help 
here. All science is ‘rationalistic,’ or there is no science” (p. 46). 

Sombart’s most loyal friends will agree that it would be unfair to compare 
this pamphlet with his magnum opus; his worst detractors will admit that there 
is still a ray of light in the darkness; the admirers of the “high” and mourners 
of the “late” Sombart will wish that he would not add such pages to the ten 
thousand outstanding in his name. 

There are two slips of the pen. One name in the list: “the sharp Jewish 
mind of Ricardo or Marx or Keynes” (p. 17) seems out of place; on p. 26, 
lL 8 read “Die Wissenschaft” for “Die Wirtschaft.” A generous theoretical 
carelessness pervades this as the other recent writings of Sombart. 

KARL BODE 


Vrro, F., and others. Cicli economici. (Milan: Soc. Ed. “Vita e Pensiero.” 1937. 
Pp. 213. L. 20.) 

These four essays by Vito, Biucchi, Caccia-Fuchs, and Gobello, published 
under the auspices of the Università Cattolica del Sacro Cuore in Milan, 
deal with the conversion of savings into capital, the presumptive connection 
of recurrent disturbances of the economic system with the nature of the 
system itself, and the bearing of recent institutional innovations (including 
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changes in money and adoption of a managed economy) on economic fluctua- 
tions. 
R. F. FOERSTER 


WAaLras, L. Abrégé des éléments d'économie hala ad pure. Rev. by Gaston 
Lepuc. (Paris: Lib. Gén. de Droit et de Jurisprudence. 1938. Pp. 395.) 


Gaston Leduc elected to have the Abrégé published for the first time in 
preference to a reissue of the fourth and definitive edition of the Eléments 
d'Economie Politique Pure. The Abrégé, which Walras left among his un- 
published manuscripts, was a final attempt to popularize the Eléments. Walras 
had correctly ascribed a part of the neglect of the Eléments to its mathematical 
dress, but evidently he had been restrained from substituting a non-mathematical 
cloak by his conviction that pure economics was strictly a quantitative and, 
hence, mathematical study. Consequently he could hope to draw readers only 
by employing simpler, more widely understood mathematics. To this end he 
first published several geometric demonstrations of his equilibria, and later 
joined them to the Eléments as an appendix. The Abrégé aimed to perfect the 
simplification by omitting sections of the Eléments that would perplex a 
reader inexpert in mathematics. In more detail the Abrégé was prepared by 
removing approximately 140 pages of the Eléments and inserting a few transi- 
tional pages, by incorporating the geometric explanations in the text, and by 
transferring a dozen pages on money from the Études d’Economie Politique 
ed pliquée. Walras did not use the occasion to augment, amend or refine his 
theory. 

The main benefit from the publication of the Abrégé resides in the addition 
it makes to the works of a writer important in the history of economic thought, 
rather than in the expectation that it will achieve tardily the purpose of its 
author. Even had the Abrégé been published earlier it is doubtful if Walras’ 
ideas would have been sensibly popularized, for Walras quite possibly over- 
estimated the ability of those with slight mathematical training to interpret 
an essentially mathematical explanation howsoever simplified. The over- 
estimation seems likely since the only mathematical cimnplifeations undertaken, 
in the Abrégé were (1) the substitution of geometric for analytic solutions 
of some, but not all, of the equations, and (2) a gloss over the small amount 
of calculus found in the Eléments. It is doubtful if these changes would 
vouchsafe an understanding of Walras to many who are unable to read the 
Eléments; and those who could read both books ought to prefer the more 
precise and characteristic exposition of the Walrasian equilibria that the 
Eléments contains, 

R. S. Howey 


WILLIAMS, J. B. The theory of investment value. (Cambridge: Harvard Univ. 
Press. 1938. Pp. xxiii, 613. $5.) 

Wootton, B. Lament for economics. (New York: Farrar and Rinehart. 1938. 
Pp. 320.) 

The title of this book results from Barbara Wootton’s observation that 
“there can seldom have been an age in which the public at large placed a 
lower estimate on the usefulness of professional students of economics” (p. 
14). One of the six chapters, is devoted to a demonstration that economics 1s 
not a science, is a product of the unreality and unintelligibility of economic 


768 Reviews and New Books [December 


theory as expounded by economists who quarrel too frequently among them- 
selves and who are often justly accused of being merely unimaginative pleaders 
for the preservation of the status quo. The author discusses each of these four 
separate charges in this “essay” that is written in a spirited, gossipy, half 
serious, half amused manner. This is a very personal book with the personal 
pronoun “I” used seven times in one sentence on page 190. 

With the recent growth in the popularity of attacks on the economics of 
planning one would expect the author of Plan or No Plan to answer the lead- 
ing arguments of the best known critics of planning—von Hayek and von 
Mises. The critics are answered here but not in a systematic way; for that is 
not the purpose of the Lament, After reading these men the author still be- 
lieves, and this is really the crux of the whole matter (presented in former 
decades as the conflict between ethics and economics), that she. . . 


“,.. cannot help thinking that the fertility and value of economic studies 
depends upon a ruthless disregard of present boundaries and definitions. 
If anything of substantial utility is to come out of the economist’s work, 
he must be allowed to poke his nose into questions of the quality of social 
ends, and of the means by which these are formulated. He must retain 
his freedom to be as sceptical as he thinks proper about market optima” 


(p. 261). 


The book contains many constructive ideas, especially in the last chapter, 
“Towards a new foundation” ; it contains excellent chapter summaries, There 
is much good laughter as well as tears in this Lament. Barbara Wootton even 
formulates a definition of an “economist” that every “economist” will want 
to know about for purposes of self-protection. 

JAMES MCCREARY 


Cowles Commission for Research in Economics: report of fourth annual re- 
search conference on economics and statistics, July 5 to 29, 1938. (Colorado 
Springs: Cowles Commission for Res. in Econ, 1938. Pp. 106.) 


Economic History and Geography 


An Island Community Ecological Succession in Hawaii. By ANDREW W. 
LIND. (Chicago: Univ. of Chicago Press. 1938. Pp. xxii, 337. $3.00.) 
From an economic and sociological standpoint the Territory of Hawait 
is probably the most interesting community under the American flag. Its 
history comprehends several completed cycles of development compressed 
within the short record of a century and a half; its population is one of the 
most diversified yet harmoniously interrelated in the world; its economy is 
a laboratory specimen of adaptation to physical and political environment; 
and, with due allowance for changed time and circumstance, its civic ad- 
ministration has been almost Periclean. No wonder it has tempted the pro- 
fessor of sociology at the University of Hawaii to apply his calipers and 
computations to its dimensions. 
After an introductory chapter to focus the picture and a short account of 
Polynesian feudal subsistence economy at the time of discovery, the author 
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describes the beginning of individual ownership of land, its rapid aliena- 
tion by the natives, and the appearance of new land uses, parallel with the 
coming of competing races and the ensuing biological struggle for survival. 
Western economic impacts started with a trade invasion accompanied by 
robbery of the forests for sandalwood and of the sea for whales, and have 
ended with the rise of cane and pineapple plantations which are technically 
the most efficient instruments of agricultural production hitherto devised. 
These determined the capital structure of the Territory and intrenched 
Caucasians in control of its resources. But they also brought in successive 
waves of imported labor and built up a predominantly Oriental population. 

Now after reaching labor saturation, Island society is attaining maturity, 
age and sex ratios are approaching normal, and workers are increasingly 
native born. Intermarriage, the gradual obliteration of racial boundaries in 
occupations, and the unifying influence of the public schools and the Eng- | 
lish language are making a new Hawaiian people—a subtype of continental 
Americans. The author cites as “typical of the evolving residential pattern 
of the community” a new suburban home development where three Cau- 
casians, four Chinese, four Portuguese, one full Hawaiian and two part 
Hawatian families are immediate neighbors. Some marginal lands are being 
diverted from plantation to subsistence crops, “but the further stabilization 
of Island economy appears to involve no violent withdrawal from plantation 
production.” In spite of the traditional paternalism of the plantation sys- 
tem “the population of Hawaii has acquired an increasing experience in 
democratic modes of thinking and acting,” and capacity for political self- 
direction. Even “the electorate of Japanese ancestry, which may sometime 
during the 1940’s cast as high as 35 per cent of all the votes, responds like 
all other racial groups to the varied political interests of the region.” The 
diverse origins of the people may show themselves longest in subtler things 
than economic and political institutions, and for many years to come “Ori- 
ental, Polynesian and European cultures, in attenuated and modified forms, 
will persist alongside the neo-American pattern of life and add color and 
interest to the Island scene.” Yet these changes proceed in such rapid suc- 
cession that many of us have seen several of their stages. They are fasci- 
nating to watch and they carry lessons of more than insular application. Like 
. Archimedes among his circles, however, the author ignores the soldiers at 
the gate. 


VICTOR S. CLARK 
Washington, D.C. 


An Economic History of Modern Britain. Vol. III. Machines and National 
Rivalries (1887-1914) with an Epilogue (1914-1929). By J. H. 
CLAPHAM. (New York: Macmillan. Cambridge: Univ. Press. 1938. 
Pp. xv, 577. $7.00.) 
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Professor Clapham is to be congratulated on the completion of this the 
third volume of his series on the Economic History of Modern Britain 
(since 1820), which, especially when taken with his outline of the Eco- 
nomic Development of France and Germany, 1815-1914, constitute a first- 
rate achievement—the work of over twenty years. All students in the field 
are aided vastly by his efforts. 

This third volume covers much the same sort of material as the other 
two—manufacture, agriculture, commerce, communications, and companies, 
both codperative and non-codperative. The chapters on business conditions 
and the competitive international position, economic activities of the state, 
and life and labor will prove useful to a great many scholars. 

The sources used are the Economist and other journals, monographs, 
government reports, and memory. How refreshing to read a book on eco- 
nomic history which is even partly drawn from life! We as scholars have 
forgotten that somebody at some point must do the hazardous thing of 
putting down on paper for the first time a fact or a generalization. 

Reviewing books is like going to church on Easter Sunday: we have a 
rare opportunity to criticize. I find the lack of a pattern for the whole vol- 
ume a fault, minor but real. The pattern might have come in chapter 5 
entitled “Commercial and industrial organisation.” As it stands, the chap- 
ter is a medley of banking, stock exchange, insurance, associations, and 
trade unions. Here was an opportunity to give to the period 1887-1914 its 
chief distinction—-the financial hegemony of Great Britain. As the author 
points out (pp. 71, 292), Britain. was losing in the competitive economic 
race. Though not decadent by 1914, her pace was slowing up and she was 
being outdistanced by Germany and the United States. 

I find it hard to understand the lack of emphasis on profits in any treat- 
ment of a period when profits were still the dominant consideration. On 
the other hand the demand for social security receives ample attention. 

The choice of the period covered is not without some justification. It 
followed the Great Depression of 1873-86 and it preceded the Great 
War. Without arguing the point, I should suggest 1897-1920 as more 
appropriate because it constituted an upward secular trend in prices with 
all the attendant and concomitant results. 

The three volumes, and this third volume in particular, are a typically 
realistic performance of a North Briton, not so brilliant in broad generaliza- 
tions as suggestive and judicious in particular fields. Little bits of unexpected 
humor peer out at odd places and sallies of wit sparkle at otherwise dull 
moments. Here is no Little Englander but a Briton who observes how 
Liverpool trades with the world and Manchester manufactures for it. It is 
too bad that he does not explain at length how London does the financial 
work of the world. 
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Not a textbook, this work is a rich fountain for historians. It will long 
remain a reference book for economists and sociologists. 
N. S. B. GRAS 
Harvard University 


The Colonial Problem: An Economic Analysis. By GIUSEPPE UGO PAPI. 
(London: P. S. King. 1938. Pp. 70. 4s. 6d.) 


The distinctive characteristic of both the first and second phase of Euro- 
pean colonial expansion—the first determined by the principles of mer- 
cantilism and the second by the industrialization of mainly agricultural’ 
countries—consisted in the search of profitable investments that yielded too 
low an interest rate in the mother countries. Long experience with the mer- 
cantile phase of colonial expansion has shown that the exportation of 
tropical products solely to the mother country is detrimental to both the 
mother country and the colonies. 

In the industrial phase of colonial expansion it was because of two bar- 
riers—a fall in the price of agricultural products on the international mar- 
ket and an increase in the cost of production—that the old countries were 
prevented from exporting agricultural produce in exchange for manu- 
factured goods. Each country therefore limited its production of foodstuffs 
to the supply necessary for home consumption, and was forced to protect 
itself from the invasion of foreign produce at lower prices by means of 
tariff barriers. While the lesson of the fall in the price of foodstuffs led to 
the growth of protective tariff barriers, the decreasing costs of manufac- 
tured goods, owing to the requirement of each country, called for the 
establishment of free trade. Thus economic nationalism under the aegis of 
mercantilism, the alternative rise of protective measures and free trade, all 
constitute so many different aspects of the exportation of capital to the 
colonies. 

The actual period of free trade was shortened as a result of the increasing 
industrial progress of the United States and Germany in competition with 
Great Britain, the first to reach the industrial goal. The ensuing struggle 
for economic supremacy between the most progressive countries by the 
weapons of competitive barriers, especially aggravated by the World War 
and its aftermath, led capitalistically poor countries to enter the third phase 
of colonial expansion, that of a still more radical form of protectionism. 

The bulk of the book relates a critical theoretical review of the problem of 
colonial economy in the light of the conceptions advocated by the students 
of international trade from Adam Smith down to Professor Haberler. The 
author in supplementing the existing body of theory on international trade 
by connecting it with the fluctuations of national incomes finds that foreign 
trade is most directly beneficial to the national economic structure during 
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periods of depression. When international trade as a corrective to the fluctua- 
tions of national economic structure has reached its point of saturation, the 
expedients adopted for checking the decline of national incomes leads to 
negative results. It is balanced trade, the ultimate aim of protectionism, that 
is responsible for the ever-increasing impoverishment of the national econo- 
mies of both “creditor” and “debtor” countries. This wholesale impoverish- 
ment is the costly price paid for by economic national self-sufficiency. The 
yawning economic “grave,” which economic nationalism at any price entails, 
militates against the call for sanity borne of economic realities. 

The present colonial problem is a new form of the old difficulty as to 
the distribution of raw materials. There being no equal distribution of raw 
material throughout the globe, no country, whatever its size, can be com- 
pletely self-sufficient. Colonies are of little importance so long as foreign 
trade flourishes. They become of undue significance only when nationalism, 
and above all economic nationalism, reaches insane and self-defeating di- 
mensions due to the war of protective tariff barriers. 

The rabid growth of economic nationalism on the part of “debtor” 
nations, while due in no small degree to the unreasonable policies of the 
more wealthy nations, represents a serious menace to all national economies. 
Sanity in national economy and world affairs thus rests in the reduction of 
trade barriers, in the facilitation of international trade; a view seen most 
clearly by our Secretary of State, Cordell Hull. The solution of the menace 
of supernationalistic economic totalitarianism lies thus in the hands of the 
great “creditor” nations. By a resumption of international trade on a large 
scale, the romantic inanities of fascist and nazi countries will be relieved 
of their poisonous fangs. 

HERMAN HAUSHEER 

Spokane, Washington 


NEW BOOKS 


BENSON, A. B. and HEDIN, N., editors. Swedes in America, 1638-1938. (New 
Haven: Yale Univ. Press, for the Swedish American Tercentenary Assoc. 1938. 
Pp. xvi, 614. $3.) 

Thirty-seven authors have written 39 chapters dealing with various aspects 
of Swedish contributions to American life. With one exception, the authors 
themselves belong to the category of “Swedes in America”; the introduction 
is by Henry Goddard Leach, the editor of Forum. The chapters which are of 
special interest to students of economic and business history are: “Colonists” 
by Amandus Johnson; “Farmers” by Eric Englund; “Pioneers of the North- 
west” by A. A. Stomberg; “Geographical distribution” by W. Elmer Ekblaw; 
“Inventors” by J. Liljencrants; “Engineers” by L. E. Widmark; “Architects 
and builders” by C. T. Larson; “Manufacturers” by B. Peterson; ‘Business- 
men” by G. Sundelius; and “Imports and importers” by V. O. Freeburg. 

Ekblaw points out that 57 per cent of the Swedes in the United States live 
in the North Central States. In Minnesota, one of every ten of the total 
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population, and “one of every five of foreign stock, is Swedish, by birth or 
parentage” (p. 115). Especially enlightening is the chapter on “Inventors.” 
The list of names and inventions is long, from John Ericsson (the screw 
propeller) down to Sundstrand (the adding machine), Bendix (the self- 
starter), Alexanderson (the field of wireless), Johansson (precision instru- 
ments), and Sundbäck (the zipper}. 

The book is replete with authentic information. The selection of material— 
a difficult but important task in a one-volume work of this character—is well 
done, and the presentation is logical and readable. A good index enhances the 
usefulness of the book. 

S. A. ANDERSON 


BOGART, E. L. Economic history of the United States. 1938 ed. (New York: 
Longmans Green. 1938. Pp. 664. $2.40.) 


A thorough revision, including the economic changes of the last decade. 


CARRILLO, A. Mexico’s resources for livelibood. (The Hague and New York: 
Internat. Industrial Relations Inst. 1938. Pp, 34.) 


The thesis of this pamphlet, written by a leader of the Mexican labor move- 
ment for the IRI Social Economic Series on the world’s natural resources and 
standards of living, is that foreign capital controls the resources of Mexico 
and prevents their development for the people’s livelihood. The importance of 
foreign capital in the development of mineral resources, transportation, com- 
munications, manufacturing, commerce, and banking is evident even in this 
brief discussion. The argument is made that foreign capital has taken wealth 
out of Mexico, that wages are still low, and therefore that foreign capital 
has not benefited the people of Mexico. It should be noted, however, that 
foreign capital pays the highest wages in Mexico and that Mexico’s resources 
would have been developed slowly, if at all, without foreign capital. Now 
that foreign capital has been invested its confiscation may benefit the Mexican 
people immediately, but such gain will probably not offset the ultimate loss to 
Mexico. Much of the early development in the United States was made with 
foreign capital, to the material benefit of the standard of living. 

Although the major part of the pamphlet is devoted to the discussion of 
foreign investments in Mexico, it is stated that the future of Mexico depends 
upon the efficient solution of the agrarian problem through the development of 
ejidal agriculture. It is of interest that by 1937 the people owning ejidos 
had about one-fifth of the agricultural wealth of Mexico. Concerning the 
collective experiment at La Laguna, it is stated: “If certain faults of a bureau- 
cratic type are corrected .. . this experiment will be a national success of untold 
importance.” The result thus far can hardly be called a success but it will be 
of interest to watch the future results because of the importance attributed 
to this experiment. 

RICHARD J. GONZALEZ 


CHASSERY, E. Les illusions de V Amérique en matière de crédit de 1914 à lex péri- 
ence Roosevelt. (Paris: Lib. Technique et Economique. 1937. Pp. 307. 35 fr.) 


In a study based largely on French secondary sources or French translations 
of foreign authors, Dr. Chassery has told the story of American inconsistency, 
1914-1936: its attempt to collect war debts and maintain a large favorable 
balance of payments. The prosperity of the 1920’s here and abroad depended 


774 Reviews and New Books | December 


upon American credit expansion and the debacle came when American lenders, 
rendered uneasy by developments in Germany and Austtia, tried to reduce their 
foreign commitments, That marked the end of reparations and inter-allied 
debts. Following the lead of France, all the other claimants on Germany, 
refusing to be victims “of an obvious injustice,” ceased their payments to the 
United States. “After a period of reproach and recrimination the United 
States resigned itself to an inevitable situation without, however, abandoning 
its legal position” (p. 235). “The contradiction between America’s financial 
and economic policy had borne its fruit. If it was bitter, it was just” (p. 236). 

This reviewet would not quarrel with Dr. Chassery’s general thesis. He 
too believes that the prosperity of the 1920’s was built upon inflated credits and 
that American tariff policy played a major rôle in the boom and in the sub- 
sequent collapse. His chief complaint is that the author found it necessary to 
use 300 pages to make the indictment. The treatment is cumbersome, repetitive 
and badly organized. The American statistical materials are quoted at second 
hand a French sources. The charts and tabular presentation leave much to be 
desired. 

While the author has judged American policy severely, it is only fair to 
say he has been equally aware of the inconsistency of French policy. From 
this point of view the book is to be regarded as a welcome addition to the 
French literature on American conditions and American policy. He would 
have further assisted his public to understand American debt policy if he 
had explained the political difficulty confronting any American administration 
that openly advocated a radical solution of the inter-allied debt problem at 
a time when the countries concerned, face to face with a democratic and dis- 
armed Germany, were spending vast sums on armament designed to maintain 
an untenable status quo. But of this Dr. Chassery appears himself to have been 
unaware. 

The book is divided into six chapters: international credits and transfers; 
the economic and financial position of the United States on the eve of the 
war; the financing of the European War by the United States; American 
credit policy, 1920-24; the revival of foreign investment and credit inflation, 
1925-31; from the Hoover debacle to the Roosevelt experiment. The author 
regards Roosevelt’s triumphal reélection as complete vindication of the eco- 
nomic soundness of his policies. He is convinced that the Americans under 
such a leader “certainly have no further expectation of seeing their foreign 
claims repaid” (p. 301)!! They have at last understood the advice of that 
eminent American publicist, Frank H. Simons, whose book, America Must 
Candel (!), he repeatedly cites and misspells. 

There is no index and no indication in his bibliography of the places and 
dates of publication of the books used in this study. 

JoHN Y. VAN SICKLE 


CREIGHTON, D. G. The commercial empire of the St, Lawrence, 1760-1850. 
(New Haven: Yale Univ. Press. Toronto: Ryerson Press. 1937. Pp. vii, 441. 
$3.75.) 

DuBois, A. B. The English business company after the Bubble Act, 1720-1800. 
Pubs. of the Found. for Res. in Legal Hist., Columbia Univ. School of Law. 
(New York: Commonwealth Fund. 1938. Pp. xxii, 522. $5.) 

Emnzic, P. World finance, 1937-1938. (New York: Macmillan, 1938. Pp. vit, 
336. $3.) 
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This new volume by Dr. Einzig suffers more from the twin diseases of 
journalism and cynicism than his earlier surveys of world finance. The facts 
are many and the analyses, except for those bearing on the belief that the 
world is a very sinful place indeed, are few. 

The book purports to be an account of gold scares, currency misdemeanors, 
war and rearmament finance, and trade setbacks. But it might have borne the 
sub-title, “Inside the Gold Scare of 1937-1938.” Dr. Einzig believes that this 
earth was in a parlous state at that time, that the gold scare was a first cause 
of that state, and that a number of misguided people and institutions (who 
make strange bed-fellows) were responsible for that scare; among them 
President Roosevelt, Professor Sprague, the Soviet State, American banking 
circles, Professor Cassel, the French government, the Bank for International 
Settlements, and again President Roosevelt, who “bears a large share of the 
responsibility for the wave of pessimism that developed in the autumn of 
1937, since it was his anti-boom statement in March more than anything else 
that gave rise to the gold scare” (p. 202). 

Some of the interpretations of American affairs are . . . unusual, shall we 
say? It is thought-provoking to read (p. 321) that “even in countries such as 
the United States, where politicians and economists have until recently paid 
lip-service to the necessity of balancing the budget, the idea has been dropped 
as a result of the decision to rearm.” (Italics the reviewet’s.) 

But let us not be captious. The book contains a valuable record. And be- 
neath the bumper crop of facts and criticisms lie certain durable ideas. Dr. 
Einzig points to 1937 as the year of the rich men’s revolt in the democratic 
countries against government, Parliament and the electorate; and he considers 
it also remarkable as the year of the evidence of the supreme importance of 
the psychological factor in financial affairs. 

ALZADA COMSTOCK 


FRANK, T., editor. An economic survey of ancient Rome. Vol. IV. Roman Africa, 
Roman Syria, Roman Greece, Roman Asia, (Baltimore: Johns Hopkins Press. 
1938. Pp. vi, 950. $5.) 


The present volume is a worthy companion to Volume HI. Roman Africa, 
że, Tripoli, Tunis, Algiers and Morocco, is discussed by R. M. Hayward; 
Roman Syria, with Palestine and the adjacent parts of Arabia and Mesopotamia, 
by F. M. Heichelheim already well known for his numerous contributions to 
the study of ancient economic history; Roman Greece (including Macedonia) 
by J. A. O. Larsen; and Roman Asia, z.e., Asia Minor, by T. R. S. Broughton. 
In all of these areas Roman expansion was activated almost exclusively by 
political rather than economic motives, and under Roman rule political con- 
siderations always carried the greater weight. Nevertheless, Roman conquest 
and Roman government both were attended by economic consequences of the 
greatest importance. 

Before the Roman occupation only a limited area in North Africa had ex- 
perienced urbanization or intensive agricultural exploitation. Through coloniza- 
tion from Italy and the pacification of the native tribes, Rome between 43 B.C. 
and A.D. 235 stimulated the rise of town life on a wide scale and developed 
the agricultural resources of the region to a point not yet attained in modern 
times, Outside the urban territories, there grew up vast estates at first held by 
Roman nobles but later concentrated in the hands of the emperor. 

In Greece, Syria, and a large part of Asia Minor the Romans found the 
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highly urbanized Hellenistic society with a flourishing industry, commerce 
and agriculture. Under the Republic, partly through misgovernment, but 
mainly owing to the ravages of the wars of the last century B.C., Greece and 
much of Asia Minor were devastated to the point of exhaustion. The two 
and a half centuries of peace, orderly government, and freedom of intercourse 
provided by the Principate witnessed the gradual return of prosperity. This 
recovery was not due to Roman capital or Roman colonization, but to Roman 
support of Hellenistic institutions and the freedom of opportunity provided 
by an enlightened imperial policy. 

Urbanization was widely extended in the interior of Asia Minor and along 
the borders of the Arabian desert. In Greece, recovery was only partial, al- 
though Larsen shows that conditions were much better than currently believed. 
Asia Minor and Syria, however, in spite of local fluctuations did attain a high 
degree of prosperity. Everywhere conditions remained favorable well into 
the third century A.D., but then came a general collapse brought on by re- 
newed misgovernment, internal disorders, foreign invasions and plague, From 
this depression only a partial recovery was made in the era of Diocletian. 

A. E. R. BOAK 


GUERNIER, E. Pour une politique d’empire. (Paris: Felix Alcan. Paris. 1938. 
Pp. 208. 30 fr.) 


This is a collection of articles on French imperial policy which have ap- 
peared in various journals together with some newspaper interviews and con- 
tributions to learned societies. It is divided into two parts, theory and practice. 
It is concerned chiefly with problems of the maintenance or reëstablishment 
of the prestige of France in her African possessions. Mr. Guernier thinks of 
prestige not only in terms of military power but also in terms of economics, 
law, science and moral values. He believes that since civilization progresses 
through the development of the peculiar genius of each race, peace between 
the white and colored peoples should be sought, not in the suppression of 
racial differences, but in the codrdination of varying ideas n diverse ac- 
tivities. 

RALPH E. FREEMAN 


HIGHLEY, A. E. The first sanctions experiment (a study of League procedures). 
Geneva stud., vol. ix, no. 4. (Geneva: Geneva Research Centre. 1938. Pp. 141.) 


Hopson, H. V. Slump and recovery: a survey of world economic affairs, (New 
York: Oxford Univ. Press. 1938. Pp. viii, 484, $4.25.) 

HuTCHESON, H. Tench Coxe: a study in American economic development. 
(Baltimore: Johns Hopkins Press. 1938. Pp. ix, 227. $2.25.) 

This little book deals with the life of Tench Coxe, his efforts on behalf 
of the federal Constitution, his early plea for a national economy based on 
manufactures, agriculture, and commerce, his efforts to promote manufactur- 
ing and self-sufficiency during the Napoleonic wars, and his promotion of 
cotton culture and manufacture. 

The work is carefully documented. It is based primarily on original sources, 
especially the o works of Coxe and the manuscripts as found in Wash- 
ington, Philadelphia, and elsewhere. Both the author and the reader regret 
that the Coxe family collection of manuscripts was not available in the 
preparation of this book. No matter how careful the work of the author, no 
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definitive life of Coxe is possible unless based upon that collection. In these 
inaccessible manuscripts are the key to Coxe’s own writings (he often used 
a pseudonym), information about his part in the writing of Hamilton’s Re- 
port on Manufactures, and the whole background of Coxe’s business ac- 
tivity. 

Coxe was first a merchant in Philadelphia where he continued his father’s 
business, 1776-90. Then, he was an officeholder for the rest of his life. He 
was anti-British, eager for a strong economic basis for his country’s existence, 
and one of our earliest protectionists. Always in need of earning a livelihood, 
he was influenced first by his patriotism and then by his need for a job. Per- 
haps the summary characterization by an opponent is not so far wrong: he 
was “a wily, winding, subtle and insidious character.” 

We might remember that Coxe was the first to answer the challenge of 
Lord Sheffield that the former colonies could not exist alone, that he made 
the first industrial census of America, and that, as the author says, he was the 
first enthusiastic advocate of cotton culture. 

N. S. B. G. 


Jacossson, P. Vergleich des Wirtschaftsaufstiegs in Grossbritannien, den Verei- 
nigten Staaten und Schweden, 1932-1936. Kieler Vorträge 56. (Jena: Fischer. 
1938. Pp. 19.) 

KNoop, D., JoNnEs, G. P., and HAMER, D., editors. The two earliest masonic mss.: 
the Regius ms. (B. M. Bibl. Reg. 17 41); the Cooke ms. (B. M. Add. Ms. 
23198). (Manchester: Manchester Univ. Press. 1938. Pp. viii, 216. 12s. 6d.) 


The authors have prepared a very carefully edited critical edition of the 
Regius and the Cooke mss. Both texts have been transcribed and published a 
number of times in the course of the last hundred years, so that their general 
content is not in any sense new. None of the text editions, however, includes 
both; and the relations of the mss. to each other have not been worked out in 
any great detail. The present edition will meet all the needs of critical scholar- 
ship in the aspects of history, philology, and folklore that are involved in 
these materials. The introduction deals with the more general problems of the 
primary elements of the legends of masonry: the seven liberal arts and their 
origins, the history of geometry, the two pillars, and the four crowned martyrs. 
There is also a critical examination of the early mss, of masonic lore. It is 
clearly necessary to assume the existence of two distinct mss. prior to those we 
now have. One of these is represented in substance by the Regius ms. The 
other, giving a longer account of the legends, was used by the author of the 
Cooke ms. and combined with the older “short history” typified by the Regius 
ms. No less than five seventeenth-century versions of the Cooke ms. are still 
extant based presumably upon earlier emended versions now lost. The related 
portions of the text of the mss. are printed on opposed pages, so that the de- 
pendence of the Cooke ms. upon the early version of the “short history” may 
be clearly seen. Notes and glossary supply materials for critical study that have 
not hitherto been available in any convenient form; and on many points new 
material is added. 

A PU, 


LEND, E. The underground struggle in Germany. (New York: League for Indus- 
trial Democracy. 1938. Pp. 64.) 


Lewis, O. The Big Four: the story of Huntington, Stanford, Hopkins and 
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Crocker, and of the building of the Central Pacific. (New York: Knopf. 1938. 
Pp. xi, 418. $4.50.) 

This is a colorfully written collection of short biographies of the six men 
who founded and controlled: California’s Central Pacific and (after 1865) 
Southern Pacific railroad system, the “Octopus” made famous by Frank Norris 
a generation ago. It is the first history of the Big Four. The biographies are 
sketches of the type familiar to readers of the New Yorker magazine’s “pro- 
files.” The leisure class antics of the families of these railroad magnates, five 
of whom built,palatial residences on Nob Hill in San Francisco, will delight 
Veblenites. A seventh chapter, “The iron horse,” portraying train travel condi- 
tions in the 1870's, is reminiscent of Seymour Dunbars writings. The last 
chapter, “Monopoly,” is a journalistic recital of the major scandals in which 
the railroad became involved while maintaining its controlling position. 

Theodore D. Judah, an eastern engineer of promise, and a fanatic on the 
subject of a continental railroad, persuaded four Sacramento merchants in 
1860 to put up most of the preliminary funds for a railroad line to what was 
soon Nevada. These practical business men——Leland Stanford, a wholesale 
grocer, Charles Crocker, a dry-goods dealer, and Mark Hopkins and Collis P. 
Huntington, partners in hardware—tregarded the project as a profitable route 
to the booming silver towns to the east. Judah hac visions of a rail Northwest 
Passage that would bring trade between Europe and Asia across America. 

Only one of the Big Four—Huntington—had real ability. Vice-president 
Crocker, tirelessly overseered the actual construction of the Central Pacific. 
When laborers brought east from the coast at considerable expense deserted 
to go prospecting, he hired and later imported dependable Chinese coolies. 
Thin, stubborn, parsimonious “Uncle? Mark Hopkins was in charge of the 
financial details of the corporation. President Stanford, who served California 
as governor and later as senator, was the showman and the spendthrift. Hunt- 
ington, “a hard and cheery old man with no more soul than a shark” put in 
long hours managing the growing business. He wins the author’s respect be- 
cause, though unscrupulous, he was no hypocrite. 

The Big Four had one of the most effective monopolies in our history: they 
made agreements with competing steamship companies, got control of all 
wharfage space, and kept other transcontinental lines from obtaining a port 
terminus until 1900. By guarding and exploiting these advantages they were 
able to obtain a large part of the profit of every important business on the coast 
for about 40 years. 

Mr. Lewis has collected his material from newspaper files, the Colton letters, 
the papers of Alfred Cohen who was the ratlroad’s attorney, the manuscript 
statements of three of the Big Four collected by H. H. Bancroft in the 1880's 
and now in the Bancroft Library, and the Pacific Railway Commission hearings 
of 1887. 

DONALD L. KEMMERER 


LOANE, H, J. Industry and commerce of the city of Rome (50 B.C.-200 A.D.). 
(Baltimore: Johns Hopkins Press. 1938, Pp. 158. $1.50.) 

MADGE, S. J. The domesday of crown lands: a study of the legislation, surveys, 
and sales of royal estates under the commonwealth. (London: Routledge. 
1938. Pp. xvii, 499. 25s.) 

This is one of those works which are of more value to the research student 
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than to the general historian. It is the product of years of hard grubbing 
among the sources. In it are listed many of the older sources; and much new 
material has been unearthed and classified for the first time. As the sub-title 
indicates, the major portion of the work describes the vicissitudes of crown 
lands under the commonwealth; but the origins and early history of royal 
estates are by no means overlooked; and furthermore the account is projected 
in a brief outline down to the present time. From 1688 onward the functions 
of reigning and ruling became sharply separated; and logically enough the 
financial provisions for each function were likewise demarcated. The Civil 
List act of 1 Anne, in seeking to provide for the former function, tended 
to prevent further alienation of crown lands by introducing the element of 
parliamentary control; while parliamentary grants provided the costs of 
government. 

The work includes several appendices, over 80 statistical tables, an index 
of counties in addition to the general index, four maps and numerous other 
illustrations. 

An almost complete Jack of interpretation greatly limits the usefulness of 
the volume to the general historian. Surely such a laborious and painstaking 
piece of research must have offered many a suggestion of political and eco- 
nomic importance, If so, the writer has for the most part carefully avoided 
them. And where interpretation, conscious or otherwise, has appeared, its nar- 
rowness seriously circumscribes its general validity. Charles I undoubtedly did 
feel the financial pinch brought about by declining revenues from the crown 
lands. That financial stringency did force him to look elsewhere for addi- 
tional sources of revenue, and eventually got him into trouble. But to attribute 
the revolt almost entirely to that one factor is to overlook much that recent 
research has brought forth. In spite, however, of this general defect, Mr. 
Madge has made a valuable contribution to political and economic history. 
Future students engaged in research on the history of crown lands will find 
this work indispensable to them even if they are inclined to question the use 
of the term domesday. | 

LORNE T. MORGAN 


MAGIL, A. B. and STEVENS, H. The peril of fascism: the crisis of American de- 
mocracy, (New York: Internat. Pubs. 1938. Pp. 319. $2.50.) 


MAULDON, F. R. E., assisted by ANDERSON, D. L. The Tasmanian economy in 
1937-38: a survey prepared on behalf of the State Finance Committee. (Ho- 
bart: H. M. Stationery Office. 1938. Pp. vii, 27.) 


Maxey, M. Occupations of the lower classes in Roman society. (Chicago: Univ: 
of Chicago Press. 1938. Pp. viii, 98. $1.50.) 

The author has taken the various occupations mentioned in the Digest, and 
has tried to explain the functions of each in the light of references contained 
in earlier literature and inscriptions. Altogether 69 titles have been studied. 
The work represents a great deal of careful, laborious effort and should prove 
exceedingly useful for reference purposes. One conclusion challenges comment: 
that the part which slavery plays in the references in the Digest “makes it 
difficult to believe that the number of slaves was rapidly decreasing during the 
period covered by the jurists cited and that the ratio of slaves to free citizens was 
as low as historians compute it.” Actually, the citations only show that up to 
about A.D. 235 slaves continued to be used for the same purposes as during 
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the early Principate. From their very nature these references can give no in- 
formation about a decrease in the total number of slaves, In any case the rapid 
decline of slavery came after the date mentioned above. 
A. E. R. BOAK 


MUKERJEE, R. The changing face of Bengal: a study in Riverine economy. (Cal- 
cutta: Univ. of Calcutta. 1938. Pp. viii, 293.) 


NETTELS, C. P. Bhe roots of American civilization: a history of American colo- 
nial life. (New York: Crofts. 1938. Pp. xx, 748. $4.) 


This college textbook on colonial history is one of a series edited by Dixon 
Ryan Fox. There are 35 chapters divided into 105 sections, 31 maps, 25 illus- 
trations and a good index. The handling of the bibliography is a particularly 
attractive feature. As the author takes up each new subject he refers the reader 
by briefly descriptive footnotes to the standard authorities in various phases 
of that subject. In addition there is a short bibliography at the end of each 
chapter. The book devotes almost as much attention to economic as to political 
history. 

The roots of American civilization are repeatedly followed back to Europe 
where the economic and political background of the colonists is described and 
the reasons for exploring expeditions, emigration, or government policy clearly 
presented. Considerable attention is given to the important but too often neg- 
lected question of how the first settlements were financed. The sections on 
this subject, those on colonial currency (the authors specialty), the well 
rounded chapters on colonial industries and on immigration, the one on com- 
merce, business and finance, and that on the growth of American capitalism 
are especially recommended. There are very few errors of fact. New Jersey 
did not lack ports suitable for ocean vessels (p. 147): there were several, the 
best being Perth Amboy. The statement that the Indians did little farming but 
relied chiefly on hunting and fishing (p. 150) under-estimates the importance 
of agriculture among the eastern and southwestern tribes. 

DONALD L. KEMMERER 


Nrrosé, I. Lectures on Japan: an outline of the development of the Japanese 
people and their culture. (Chicago: Univ. of Chicago Press. 1938. Pp. xii, 
393. $2.) 

Chapter 14 discusses economic and financial problems, 


Opum, H. W., and Moors, H. E. American regionalism: a cultural-historical 
approach to national integration. (New York: Holt. 1938. Pp. x, 693. $3.80.) 


The authors hold to the view that regionalism is different from old-time 
sectionalism, Whereas sectionalism put itself before and above the nation, 
regionalism stands as a subordinate and essentially codperative segment of the 
nation. That this is currently the case is obvious, but that it is inherently so or 
will indefinitely remain so is by no means clear. The acceptance of this view 
really constitutes the underlying thesis of the book. Or, we may express it in 
this way, that out of the currently developing regions will come a freshly inte- 
grated nationalism. 

Many kinds of regions are considered—natural, metropolitan, rural, artistic, 
governmental, and non-governmental (such as marketing and manufacturing). 
The treatment of rural and non-governmental regions is perhaps weaker than it 
should be. Metropolitan regionalism is of special interest to readers of this 
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Review. Some scholars cannot accept it because it is unplanned, unorganized, 
has no definite boundaries, no cultural pattern, and no homogeneity. None of 
these points is important in comparison with the fact that it is a working nexus 
of business relationships which are maintained on a basis of the most efficient 
use of capital, labor, and management. Whether the metropolitan region can 
integrate its territory and spread its culture and whether the competition be- 
tween the metropolitan centers will cease seems to the reviewer of little sig- 
nificance unless we begin with the national obsession. 

Six regions have been chosen as the integral parts of thé United States—the 
Middle States, the Northeast, the Southeast, the Far West, the Northwest, and 
the Southwest. Others would divide some of these and recombine the parts. 
Certainly, the judgments here expressed should carry great weight. The evidence 
will be of interest to most students of current conditions. 

The book provides a many-sided treatment of a theme of growing interest 
in America and abroad. Many quotations from a wide variety of sources are 
given to create a rich mosaic of value even to the student only remotely con- 
cerned with regionalism. To the socialist or communist, immersed in class strug- 
gle, this theme of regionalism will have little interest, although in fact it has 
a definite bearing on his program. To economists, political scientists; sociolo- 
gists, historians, and ecologists, however, the book is an indispensable com- 
pendium of facts and opinions. 

N. S. B. Gras 


PARKINS, A. E. The South: its economic-geographic development. (New York: 
Wiley. 1938. Pp. ix, 528. $4.) i 

Dr. A. E. Parkins, professor of geography at George Peabody College, 
states that his purpose in writing this book “is an attempt to describe the 
civilization of the South, mainly in its economic-geographic aspects, and to 
interpret this civilization in terms of its regional setting and its historical 
antecedents.” In other words, “it is a study of the evolution of Southern 
civilization” (p. vii). It was not intended to be a textbook, but was written 
rather “for the general reader and for the thoughtful student of Southern 
institutions.” 

In carrying out this purpose the author has discussed the subjects which 
would evidently suggest themselves in an economic history of a region. 
There seems to be no greater amount of geography included than would nor- 
mally appear in a well-executed economic history, though in its title the ex- 
pression “economic-geographic” is used. Nature endowed the South with 
mountains, plains, rivers, coastlines, forests, soils, minerals, climates, and so 
on, Man came and began to change most of them, for better or worse; and 
a normal development of a civilization proceeded, sometimes misdirected © 
and delayed—but nevertheless normal. Transportation came on the rivers, 
the highways, and the railways; agriculture developed down through the 
stages of slavery, free labor, and tenancy, producing the staple crops of 
cotton, tobacco, rice, and sugar, in addition to various minor crops. Though 
halting in its manufacturing developments in ante-bellum times, the South 
in recent years has made outstanding progress in power development, textile 
industries, production of iron and steel, natural gas and oil, lumbering, 
various chemical industries, and in its latest activities of paper-making. With 
the industrial development of the South has come its PRA About 
these things Dr. Parkins writes. 
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Although the slant of this book rightfully points to the present, there is 
a judicious proportion of historical development interwoven, and the most 
modern interpretation of the historical processes is used. It is not a book 
of the ax-grinding variety. There are no startling theories advanced and 
there is neither laudation nor condemnation of the Southern scene, present 
or past. On the whole it is a cheerful book. Though well-laden with sta- 
tistics where they seemed necessary, it still is thoroughly readable. It is a 
sound work, though it is slightly marred by a considerable number of mis- 
spellings and ofher minor slips, as Salida for Saluda (29), Von Rich for 
Von Reck (193), A. H. Stevens for Stephens (209), 1787 for 1789 for 
the charter of the University of North Carolina (212), Georgia for Georgian 
in the title of Fanny Kemble’s book (222), J. B. D. DeBow for J. D. B. De- 
Bow (317, 507), and Euka for Enka (432). 
The book is based on sound sources both historical and economic. It has 
a useful bibliography and an index entirely too short to be of much use. 
E. MERTON COULTER 


RIDGEWAY, G. L. Merchants of peace: twenty years of business diplomacy through 
the International Chamber of Commerce, 1919-1938. (New York: Columbia 
Univ. Press. 1938. Pp. xii, 419. $3.75.) 

This arresting title suggests the emphasis in the volume and the point of 
view of the author and of Professor Shotwell who contributes the foreword. 
This is not a formal history of the I.C.C2 Its structure and its technical services 
in oiling the machinery of international business, are given a subordinate place 
in a section headed “The diplomacy of technics,” which deals with the organi- 
zation of the Chamber and with its activities relating to protection of industrial 
property, double taxation, The Hague rules, and a world court of commercial 
arbitration. 

The author is concerned primarily with the part played by the I.C.C. in the 
shaping of post-war international policy from reparations through European 
reconstruction toward world restoration. Its activities are traced from the days 
of the old Allied industrial war front through the successive biennial meetings, 
pik committees, and regional and international conferences. Data from 
official and business sources, published and unpublished, are skillfully mar- 
shalled to give a clear view of the complex situation at each stage. Whatever 
the specific problem, it is always the struggle for an objective international ap- 
proach against political nationalism and powerful sections of national industry. 

High points of I.C.C. influence are seen in the Dawes plan and the tariff 
pronouncements of the Economic Conference at Geneva in 1927. Thereafter 
came the eclipse of internationalism, the tragedy of the London conference of 
1933 from which organized world business was excluded, and the day of mili- 
tary economics. Still the ILC.C. | aie its objective, backing the Hull program, 
sounding the keynote of “world peace through world trade” in Berlin, and col- 
laborating with the Carnegie Endowment in monographic studies and practical 
recommendations covering the world commercial and monetary situation. A 
new démarche in economic peacemaking is now under way. 

PAUL S. PEIRCE 


Rosert, J. C. The tobacco kingdom: plantation, market, and factory in Virginia 
and North Carolina, 1800-1860. (Durham: Duke Univ. Press. 1938. Pp. ix, 
286. $3.) 


*To be distinguished from Interstate Commerce Commission. 
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This book “is one of a group published in connection with the Duke Univer- 
sity Centennial, celebrating in 1938-1939 the anniversary of the origins of 
Trinity College from which Duke University developed.” 

It is unavoidable that an economic history of the Old South should be cen- 
tered upon agriculture and such a product, as tobacco not only dominated the 
seventeenth-century but continued as one of the most important sources of 
human and capital employment. The parallels which the author establishes be- 
tween the tobacco practices of four centuries of southern development offer 
an adequate answer to those who at times complain of the sterility of historical 
research. 

After a brief treatment of the colonial period Dr. Robert presents three 
major divisions. The first has to do with plantation practices; the second covers 
transportation of the leaf, inspection, sales in domestic and foreign markets, and 
the trend of prices. Part 3 on manufacturing includes the treatment of the negro 
slaves in the factories. The liberty and initiative allowed such workers gave 
some intimation of the growing problem of social adjustment. Such foreshadow- 
ing of the Civil War is carried on in the last chapter which describes the in- 
creasing friction between the northern agents and the southern planters and 
manufacturers. 

The problem of handling much factual material in smooth composition has 
been well solved by Dr. Robert. Furthermore, there will be little profit for 
subsequent scholars working on this particular subject to replow these fields; 
the soil has been exhausted, Selected illustrations add to the pleasure of reading 
and the end papers have reproductions of the month-by-month tobacco activities 
taken from the Mayo Tobacco Calendar. 

VERTREES J. WYCKOFF 


ROBINSON, O. W. Early days of the Lake Superior copper country. (Houghton, 
Mich.: D. L. Robinson, College News Stand. 1938. Pp. 39. 50c.) 

Ty er, J. E. The struggle for imperial unity (1868-1895). (New York: Long- 
mans Green. 1938. Pp. viii, 219. $5.) 

K i K. The class conflict in Italy. (London: P. S. King. 1938. Pp. ix, 137. 
DS. 

ey C. V. Tom Watson: agrarian rebel. (New York: Macmillan. 1938. 

p. 518. 

Annali di economia. Vol. xiii, no. 1. (Padua: Milani. 1938. Pp. 325.) 

Ceylon: report on the economic survey of five villages in Puttalam District, Bull. 
no. 8. (Colombo: Ceylon Govt. Press. 1938. Pp. 48. 25c.) 

Commercial travelers’ guide to Latin America. Part. I. West Coast of South Amer- 
ica, (Washington: Supt. Docs, 1938. Pp. iv, 116. 20c.) 

Concise statistical year-book of Poland, 1938. (Warsaw: Chief Bureau of Stat. of 
the Republic of Poland. 1938. Pp. xxiv, 387.) 

The crucial problem of imperial development. Royal Empire Soc. imperial stud. 
repre (New York and London: Longmans Green. 1938. Pp. xiii, 201. 

The papers read to the conference on empire development convened by the 

Empire Society in London last year are here presented to the public, together 
with discussions and a foreword by Malcolm Macdonald then secretary for 
the Dominions. The book, under the general editorship of Professor A. P. 


784 Reviews and New Books | December 


Newton, contains contributions from F. L. McDougall, Sir Frank Noyce, the 
Marquess of Dufferin and Ava, Sir Wardlaw Milne, Professor N. F. Hall and 
Mr. H. V. Hodson, among others. The emphasis is upon the economic develop- 
ment of the British Empire, but the exclusiveness that characterized the Ottawa 
Conference of 1933 is conspicuously absent. In the words of Mr. Hodson who 
summarizes the proceedings, “The belief that an improvement in world trade, 
particularly the trade between the British Empire and foreign countries, is 
necessary to the economic development of the Empire has, I think, been one 
of the outstanding features of the Conference.” Professor Hall contributes an 
interesting paper on “The relation between production and consumption,” and 
the discussions evidenced a generally critical attitude toward “the pernicious 
doctrine” that permanent world economic betterment can be achieved through 
restrictions upon output. 
RALPH E. FREEMAN 


Economic survey of the colonial empire (1936). (New York: British Library of 
Information. London: H. M. Stationery Office. 1938. Pp. vi, 639. $7.15.) 

Fascist era: year XV, with addenda for year 1938-XVI. (Rome: Fascist Confed- 
eration of Industrialists. 1937. Pp. 24.) 

International abstract of economic statistics, 1931-1936. (The Hague: Internat. 
Stat. Inst. 1938. Pp. 249. Guilders 4.) 

Quebec: statistical year book, 1937. (Quebec: H. M. Stationery Office. 1938. Pp. 
xxxiii, 480.) 

Regional planning. Part VI. The Rio Grande joint investigation in the Upper Rio 
Grande Basin in Colorado, New Mexico, and Texas, 1936-1937. Vol. I. Text. 
Vol. Il. Maps. (Washington: Nat. Resources Committee and Supt. Docs. 1938. 
Pp. xii, 566. $3.50.) 

World economic survey: seventh year, 1937-1938. (Geneva: League of Nations. 
New York: Columbia Univ. Press. 1938. Pp. 244. $1.50.) 


Agriculture, Mining, Forestry and Fisheries 


NEW BOOKS 


BRESSLER, R. G., JR., and HOPKINS, J. A. Trends in size and production of the 
aggregate farm enterprise, 1909-36. Rep. no. A-6. (Philadelphia: WPA, Nat. 
Res. Project. 1938. Pp. xvi, 255. 

Bunce, A. C. Economic nationalism and the farmer. (Ames, Iowa: Collegiate 
Press. 1938. Pp. ix, 232. $1.50.) 

Co.vin, E. M. and Foisom, J. C., compilers. Agricultural labor in the United 
States, 1936-1937: a selected list of references. Agric. econ. bibliog. no. 72 
(supplements no. 64). (Washington: U. S. Dept. of Agric. 1938. Pp. vii, 
205.) 

COPELAND, M. T. A raw commodity revolution, Stud. no. 19. (Boston: Harvard 
Univ. Bur. of Bus. Res. 1938. Pp. 97.) 

The raw commodity revolution which is the subject of this study, is the sum- 
mation and accumulation of technological changes which for the last two or 
three decades have materially and progressively, at times even cataclysmically, 
affected and altered the cost of producing basic raw commodities, thus playing 
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havoc with supply and price relationships. In significant instances these changes 
on the supply side have been seriously aggravated by similarly drastic shifts on 
the demand side. That the resultant price adjustments did not obligingly stop 
at some new equilibrial point but were wildly carried beyond that point and 
that the parties injured by such gyrations would try to fight back with price 
control schemes of varying and generally doubtful wisdom was to be expected. 
The author feels that such defensive measures have invariably failed and may, 
in fact, have made matters worse. 

This is a fascinating and vitally important chapter of recent economic his- 
tory, gripping and tense as a Greek tragedy. At the same tinfe, it is replete with 
valuable factual information on three main topics: (1) technological develop- 
ments affecting the production of nineteen basic raw commodities; (2) 
prices; (3) control measures to manipulate prices. The section on prices, to- 

ether with its rich appendices, is by far the most detailed and elaborate part 
of the study and, together with Professor Copeland’s two preceding studies on 
international raw commodity prices, constitutes probably the most valuable 
documentation of that segment of world economics. _ 

Before he would take issue with the author on his position re failure of arti- 
ficial price control, the reviewer would first wish to see a clear-cut statement of 
what constitutes failure in this sense and by what criteria such failure can be 
scientifically established. 

ERICH W. ZIMMERMANN 


CORRY, A. V. and KIESSLING, O. E. Mineral technology and output per man stud- 
zes: grade of ore. Rep. no. E-6. (Philadelphia: WPA, Nat. Res. Project. 1938. 
Pp. xv, 114.) 

DANTWALA, M. L. Marketing of raw cotton in India. (New York: Longmans 
Green. 1938. Pp. xxv, 268. $3.75.) 

Duppy, E. A. and Revzan, D. A. The changing relative importance of the cen- 
tral livestock market, (Chicago: Univ. of Chicago Press. 1938. Pp. vii, 125. $1.) 

HANSON, S. G. Argentine meat and the British market: chapters in the history of 
the Argentine meat industry. (Stanford University, Calif.: Stanford Univ. 
Press. London: Oxford Univ. Press. 1938. Pp. vii, 294. $3.50.) 


Jasny, M. Family selection on a federal reclamation project—Tule Lake Division 
of the Klamath Irrigation Project, Oregon-California, Social res. rep. no. v. 
(Washington: U. S. Dept. of Agric. 1938. Pp. 88.) 

JAsny, N. Research methods on farm use of tractors. (New York: Columbia 
Univ. Press. 1938.) 

Lazo, H. and BLetz, M. H. Who gets your food dollar? (New York: Harper. 
1938. Pp. xv, 129. $1.25.) 

Macy, L. K., ARNOLD, L. E., and McKipBEn, E. G. Changes in technology and 
labor requirements in crop production: corn. Rep. no. A-5. (Philadelphia: 
WPA, Nat. Res. Project. 1938. Pp. xviii, 181.) 

TIMOSHENKO, V. P. Monetary influences on postwar wheat prices. Wheat stud., 
vol. xiv, no. 7. (Stanford University, Calif.: Food Research Inst. 1938. Pp. 
263-318. $1.) 

Two notable departures from traditional procedure are found in this treatise. 
First, in attempting to isolate the influence of monetary factors on wheat prices, 
the approach has been first to evaluate the effects of conditions peculiar to the, 
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particular commodity, and then to attribute price movements not so explained 
to “extraneous” factors, of which the principal type is held to be monetary. This 
differs from the more conventional approach based on association between 
specific commodity prices and index numbers designed to measure changes in 
the general level of prices. 

Second, the author distinguishes between the demand for #se and speculative 
demand. The latter, he holds, was affected during much of the post-war period 
by monetary influences which resulted in market prices “unduly” high in the 
years prior to 1929. This, in turn, stimulated wheat production in excess of 
consumption and an increase in stocks, which inevitably led to price collapse, 
which was further aggravated by monetary developments and certain govern- 
mental policies during the depression. 

In his analysis leading to these conclusions, the author makes a real con- 
tribution to our understanding of the movement of wheat prices. There are 
numerous specific points, however, over which disagreement could arise. For 
example, there is evidence of considerable confusion with respect to the con- 
cept of “gold prices.” Although apparently recognizing some of their limita- 
tions, the author proceeds to use gold prices in a manner which the present 
writer believes to be unwarranted. It cannot be assumed that in the absence of 
changes in the price of gold over a period of years the value of gold would 
have remained unchanged. The use of gold prices for comparison with similar 
prices in other years, or with currency prices, since the World War and par- 
ticularly since 1929, probably contributes more to confusion than to clarifica- 
tion of the issues. 

: F. L. THOMSEN 


TINLEY, J. M. Public regulation of milk marketing in California. (Berkeley: 
Univ. of California Press. 1938. Pp. xi, 213.) 


VILLEGAS, A. W. Memoria de la asesoria letrada de la Comisión Nacional de 
Granos y Elevadores correspondiente al periodo 2 de Noviembre de 1936—31 
de Diciembre de 1937. Pub. no. 26. (Buenos Aires: Comisión Nac. de Granos y 
Elevadores. 1938. Pp. 89.) 


Agricultural labor in the Pacific Coast states: a bibliography and suggestions for 
research. (Berkeley: Pacific Coast Regional Committee of the Social Science 
Research Council, Sub-Committee on Seasonal Agricultural Labor in the West. 
1938. Pp. 64.) 


Dominion of Canada: Report of the Royal Grain Inquiry Commission (Turgeon 
Report). (Ottawa: H. M. Stationery Office. 1938. Pp. 264. $1.) 

This, the latest of many reports on the Canadian grain trade, is justified by 

the new and critical situation in the world wheat market which has emerged 
since 1929, and by the consequent economic crisis in western Canada. 
. Chief emphasis is on the decline of external markets, and the extent to which 
exports may have been diminished by negligence or mistaken policy in Canada. 
Past marketing methods—competitive, codperative, and governmental—are 
thoroughly analyzed, to determine their effect, both upon the return to the 
producer, and upon the volume of exports. An effort by the Pool to maintain 
prices in 1929 is shown, and both this and the subsequent “stabilization” 
policy receive criticism. Perhaps too much weight is given to the psychological 
effect upon the overseas buyer, of public or codperative intervention in the 
market. Many Canadians will resent the criticism of Pool idealism, that ‘‘too 
much talk and agitation were mixed with business.” 
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The marketing system favored, “under normal conditions,” is the open mat- 
ket, with codperatives selling through the regular channels, But the continuance 
of the Canadian Wheat Board is recommended as a provision against emer- 
gencies, ard the importance of this recommendation has been speedily shown by 
events. 

Other recommendations are increased supervision of future trading, better 
attention to overseas complaints, and increased production of flax and barley. 

F. W. BURTON 


Investigation into an alleged combine in the distribution of tobacco products in 
the Province of Alberta and elsewhere in Canada. (Ottawa: H. M. Stationery 
Office. 1938. Pp. 106.) 


Leyes, decretos y resoluciones del Ministro de Agricultura, referentes a la produc- 
ción y comercio de granos aparacidos en el periodo 1932 a Septiembre de 1937, 
Pub. no. 25. (Buenos Aires: Comisión Nacional de Granos y Elevadores. 1938. 
Pp. 161.) 


Minerals yearbook, 1938. (Washington: Supt. Docs, 1938. Pp. x, 1339. $2.) 


Manufacturing Industries 


Vertical Integration in the Textile Industries. By Hiram S. DAVIS, GEORGE 
W. TAYLOR, C. CANBY BALDERSTON and ANNE BEZANSON. (Phila- 
delphia: Univ. of Pennsylvania Industrial Res. Dept. 1938. Pp. xii, 
132. $1.50.) 

The Textile Foundation has rendered economists in general as well as 
the industries it represents, a genuine service in sponsoring the comprehen- 
sive study of vertical integration upon which this report 1s based. It throws 
much-needed light upon a problem currently of broad public interest— 
the most efficient size of firm in the industry. 

By approaching this problem of optimum size of firm from the standpoint 
of the vertical spread of its operation, this study has tackled the subject 
more realistically than if it had approached it from the more common view- 
point of horizontal combination and monopolistic tendencies. For a good 
many years, attention in this industry has been directed primarily toward 
seeing if more stability cannot be introduced into a firm’s own operation, not 
by controlling its competitors, but by gaining control of some process before 
or after its own, that is, by integrating through two or more of the half dozen 
stages of textile manufacturing. This report shows definitely where the 
prospects for such vertical expansion are most promising and where past 
experience shows them to be impracticable. ae 

In a general sense, perhaps the greatest contribution of this study is 
that it effectively lays the ghost of the widely held idea that vertical integra- 
tion is a simple solution for the economic problems of the textile industries. 
Only a couple of years ago in fact, in one of the innumerable drafts of what 
was called the Ellenbogen Bill, someone inserted a provision whereby funds 
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would be made available to any mill that wanted to integrate its operations. 
Thus were our legislators going to solve once and for all the economic 
problems of the textile industry. 

While there are conditions under which integration may be a desirable 
policy for firms possessing the caliber of management able to make it effec- 
tive, that does not apply throughout the industry and in fact in most cases 
it is a difficult procedure at best. The contribution of the authors of this 
report has been that they have formulated carefully what might be termed 
the general principles of integration as they apply to the textile industry, 
and have shown under what specific conditions these principles may be 
successfully applied. 

Fortunately the authors have not attempted to demonstrate statistically 
that firms which have integrated have been successful simply because after- 
wards they showed larger profits than before. Such demonstration would, of 
course, be impossible. Qualitative information based upon the experience 
and judgment of executives in the firms consulted has, however, been in- 
corporated into the text. This is more authoritative than any attempted 
statistical demonstration could possibly be, which would have to reckon 
with innumerable other factors. 

The chief reservation which economists may have in using such a report 
might be that since it has been based upon close collaboration with the in- 
dustry, the record may have been glossed over where integration attempts 
have been unsuccessful. However, since the approach to this report has not 
been with a view to developing case histories, but rather a search for prin- 
ciples, this reservation need not be of particular concern. In fact, from the 
standpoint of the industry itself, this report ranks as one of the most valuable 
studies of the textile industry that has ever been made. 

S. J. KENNEDY 

New York City 


NEW BOOKS 


HeNc, W. M. Trends in the size of industrial companies in Philadelphia from 
1915 through 1930. A dissertation. (Philadelphia: Univ. of Pennsylvania. 1938. 
Pp. x, 91.) 

VON KELLER, R. Die Verlagerung der grosstadtischen Industrie: eine wirtschafts- 
politische Studie. (Leipzig: Felix Meiner. 1938. Pp. vii, 160. RM. 7.50.) 


MCLAUGHLIN; G: E. Growth of American manufacturing areas. Monog. no. 7. 
(Pittsburgh: Univ. of Pittsburgh Bur. of Bus. Res. 1938. Pp. 358.) 


Mr, McLaughlin’s inquiry tackles the relevant and far-reaching problem of 
industrial growth. Although the monograph focuses upon the development of 
the Pittsburgh area, it is really an ambitious survey of the growth since 1869 
of the principal industrial areas of the United States, thirty-three in all. The 
data are largely those of the United States Census, and the method consists of 
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measuring the rates of increase of wage earners, population, and manufacturing 
output, and of comparing these rates in and among the various regions. 

The author centers his findings in the comparative trends of the various 
industrial areas; in the pull on the center of industry by the movement of popu- 
lation to the west; and in the characteristic flattened-S pattern of industrial 
growth. He points out that the westward drift of the center of industry has 
been brought about, not by the actual migration of manufacturing plants, but 
by the rise of new industries and new units. And he observes that, however 
rapid the rate of growth in any of the areas since the war, industry everywhere 
in the post-war period seems to have been in the mature stage of declining rate 
of increase. l 

The second part of the book is devoted partly to interpretation and discusses 
nine chief factors as explanations for the regional differences in trend. Although 
no attempt is made to integrate these factors either statistically or theoretically, 
chief emphasis is laid upon differences in costs, in natural advantages, and in 
stages of economic development. The last two chapters compose an intensive 
analysis of the growth, present position, and future of the Pittsburgh area. 

A number of omissions detract from this otherwise painstaking and valuable 
contribution. In the descriptive sections of the book almost no interpretation is 
given to what is usually a textual repetition of the tedious details of the tables. 
No evaluation is made of the basic data in regard to statistical suitability. No 
attention is paid to the fact that new industries, better products, cost-reducing 
inventions, and economies of large-scale production create an inevitable defect 
in the value statistics—the downward growth-bias. And in the brief theoretical 
discussion no mention is made of most of the writers on industrial location, or 
even of the pioneers of industrial location theory: von Thünen, Alfred Weber, 
and Frederick Hall. 

CLARENCE D. LONG, JR. 


Transportation and Communication 
NEW BOOKS 


Boncers, H, M. Deutschlands Anteil am Weltluftverkebr. Schriften des Instituts 
fiir Verkehrswissenschaft an der Universität Leipzig, Heft 4. (Leipzig: Felix 
Meiner. 1938. Pp. 36. RM. 1.) 


ESSBERGER, J. T. Die deutsche Seeschiffahrt. Schriften des Instituts für Verkehrs- 
wissenschaft an der Universitat Leipzig, Heft 5. (Leipzig: Felix Meiner! 1938. 
Pp. 24. RM. .80.) 


GLAZEBROOK, G. P. DE T. A bistory of transportation in Canada, (New Haven: 
Yale Univ. Press. Toronto: Ryerson Press. 1938. Pp. xxv, 475. $4.) 


Most, O. Binnenwasserstrassen und deutsches Wasserstrassensystem. Schriften 
des Instituts fiir Verkehrswissenschaft an der Universität Leipzig, Heft 2. 
(Leipzig: Felix Meiner. 1938. Pp. 40. RM. 1.20.) a 

PALMER, H. Investment salvage in railroad reorganizations. (New York: Harper. 
1938. Pp. xi, 136. $2.) . 

Roperts, C. The Middlesex Canal, 1793-1860. Harvard econ. stud., no. 61. 
(Cambridge: Harvard Univ. Press. 1938. Pp. xii, 252. $3.) 


The Middlesex Canal was a pioneering venture in the development of in- 
ternal commerce in America. Incorporated so early, 1793, when capital was 
scarce, when experience, trained engineers, adequate tools and materials were 
lacking, it was a courageous undertaking. Morecver, the project required a 
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very large number of locks, aqueducts and bridges, and the only English ex- 
perience that could be drawn upon was occasional advice, and the employment 
of an English surveyor. But the undaunted proprietors, public-spirited men of 
Medford and important Boston families, saw the venture through, without 
government aid. After ten years it was opened frem Chelmsford to Boston, 
and later the system was extended to the canals of the Merrimack River, to 
Concord, thus realizing the original aim of developing the Vermont and New 
Hampshire trade for the port of Boston. 

The canal proved valuable in developing the area, before the railroads came. 
The first tugboat in America was tried out on it, although steam never replaced 
oxen and horses. The experience gained in the Middlesex Canal proved useful 
to the builders of the Erie. Financially the canal was never successful, and 
finally, competition of the railroads put an end to it. 

Dr. Roberts has assembled a mass of material from corporate records and 
records he discovered of the engineer who constructed the canal; and he has 
woven into the account the contribution of the leaders of the enterprise. From 
these sources he has constructed a detailed account of the building, operating 
and financing of the canal; and he has supplied many helpful tables of tolls, 
wages, owners, employers, craft rules, and the like, which throw light on the 
period studied. 

H. F. R. SHaw 


SCHMIDT, W. Leitgedanken der Eisenbabngitertarif politik mit Ausblicken auf die 
Tarif politik der Reichsbahn im sächsischen Wirtschaftsgebiete. Schriften des 
Instituts fir Verkehrswissenschaft an der Universität Leipzig, Heft 1. (Letp- 
zig: Felix Meiner. 1938. Pp. 24. RM. .80.) 

ZEIS, P. M. American ship ping policy. (Princeton: Princeton Univ. Press. London: 
Oxford Univ. Press. 1938, Pp. vii, 254. $3.) 

Freight commodity statistics: Class I steam railways in the United States, year 
ended December 31, 1937. Statement no. 38100. (Washington: Interstate 
Commerce Commission. 1938. Pp. 155.) 

The International gee Conference of Cairo (1st February—4th April, 
1938). report approved by the Council of the I. C. C. on 20th May, 1938. 
Brochure no. 99. (Paris: Internat. Chamber of Commerce. 1938. Pp. 11.) 

Railroads and railroad wages, 1938. (New York: Bureau of Information of the 
Eastern Railways. 1938. Pp. 16.) 

Statement read to the representatives of the employees by Mr. H. A. Enochs, 
chairman of the Carriers’ Joint Conference Committee, at the opening of the 
wage conferences in Chicago. 


Trade, Commerce, and Commercial Crises 


State and Local Barriers to Interstate Commerce in the United States: A 

Study in Economic Sectionalism. By FREDERICK EUGENE MELDER. 

_ Univ. of Maine stud., 2nd ser., no. 43. (Orono: Univ. of Maine. 1937. 
Pp. xiv, 181. 75c.) 

Free trade among the states, the existence within our national boundaries 

of the world’s greatest free market, has always been recognized as one of the 

foremost causes of our economic progress. The federal Constitution, as 
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every high-school student knows, forbids the states to levy import or export 
duties; it reserves for the Congress the control of interstate commerce. How 
far have these provisions proved effective? To answer this question is the 
purpose of Dr. Melder’s monograph. He calls it “a study in economic sec- 
tionalism.” He might have added, as a descriptive sub-title, “other ways of 
skinning the cat.” He shows that the Constitution did not abolish economic 
rivalries between the states. Local business interests continued to resent 
competition, as much from a neighboring state as from a foreign country. 
The development of a national system of cheap transportation, which created 
our national market, also multiplied the points at which a single community 
was exposed to the competition of others. 

Denied by the Constitution tariff protection against domestic competi- 
tion, the state legislatures had recourse to other measures. In purchasing 
supplies and awarding contracts, the states favored “home industries.” In 
appointments to administrative jobs, and in the disbursement of relief 
funds, they favored their own citizens. The domestic labor market was pro- 
tected by barriers to the immigration of transients. But the chief weapons of 
economic sectionalism were found in the taxing powers and the police 
powers of the states. By taxes, local merchants were “protected” against the 
activities of out-of-state canvassers, mail-order houses and chain stores. Dairy 
farmers were protected by excise taxes on oleomargarine, the product of 
other states. By inspection laws, upheld by the courts as a justifiable use 
of police power, the sales of “western” cream in the markets of Boston and 
New York were restricted, with consequent advantage to farmers in New 
York State and in New England. 

In their restrictions on exports, the states have attempted to make use of 
an economic weapon denied by the Constitution even to the federal govern- 
ment. Laws prohibiting the export of natural gas from West Virginia and 
Oklahoma failed to pass the test of constitutionality. New Hampshire, Wis- 
consin, West Virginia and Maine have put the control of exports of electric 
power into the hands of public-utility commissions. These laws must still be 
tested in the courts. Minnesota and Pennsylvania impose severance taxes 
on iron ore and anthracite coal, respectively, natural resources which are 
consumed for the most part outside of the producing states. A common 
purpose animates all this legislation, v7z.: to prevent free trade in certain 
valuable resources, thereby giving the citizens and industries of the states 
where they are found economic advantage over other states. 

The depression of 1929 gave a great impetus to legislation having as its 
purpose the restriction of interstate trade. At the same time, and for the 
same reasons, tariff barriers were raised against international trade. Thus 
economic sectionalism repeats on a smaller scale the errors of economic 
nationalism. 

Dr. Melder has shown great skill in the cataloguing and analysis of the 
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great mass of legislation on which his study is based, and has given com- 
petent discussion of questions of constitutionality. The economic implica- 
tions of trade restrictions are given particular attention. While clearly recog- 
nizing the losses which in principle ensue from interferences with geographi- 
cal division of labor, the author is not inclined to magnify the damage which 
has resulted. The more serious burdens on interstate commerce, he finds, are 
not tax laws which discriminate against goods and services crossing internal 
political boundaries. Although to some extent effective in the short run, 
margarine excise taxes and milk-control legislation have not brought large 
permanent benefits to the protected dairy interests. More serious results may 
be expected from discriminatory or conflicting police or corporate regula- 
tions, such as the regulations which are imposed by various states on motor 
trucks and buses entering from other states. The trouble and expense in- 
volved in complying with these regulations threaten to interfere substantially 
with the free flow of commerce between states. “Probably a more important 
effect of trade barrier legislation,” says the author, “ts the increased section- 
alism it inspires. ... The propaganda which emanates from both sides in 
the ensuing controversies undoubtedly increases the spirit of localism within 
the country.” 

The book is written clearly, at times forcibly. It is provided with copious 
footnotes and a bibliography. 

Percy W. BOWELL 
Council on Foreign Relations, 
New York City 


Soviet Trade and Distribution. By LEONARD E. HUBBARD. (New York: 
Macmillan. 1938. Pp. xiv, 381. $5.00.) 

The author is well acquainted with economic problems of Soviet Russia. 
This is not his first book about Russia. His knowledge of the Russian lan- 
guage makes accessible to him sources which are usually closed for most 
foreign investigators of Russia. But even with this, the author recognizes 
that “a great deal of the contents of this book is based on principle... and 
must not be accepted as an accurate description of what is done in practice” 
because “ . . . it is only by occasional hints and chance peeps behind the 
scenes that the foreign investigator begins to realize how different are Plan 
and Practice.” The benevolent position of the author in relation to the - 
Soviet economic experiment may be deduced from the following statement 
in the same note: “Better to give a too optimistic view of Soviet trade than 
risk being over-critical and so render the system less than justice.” But this 
benevolent attitude of the author does not prevent him from being ob- 
jective in his analysis of the Soviet distributive system and of “the accom- 
plishments of bolshevism.’’ 

The book is divided into seven parts. The first three are historical in 
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character. A description is given of the organization of Soviet trade and 
distribution in the three consecutive periods: the early phase, mainly the 
period of the New Economic Policy with considerable room for private 
trade; the period of the first Five-Year Plan (1928-32) with its planned 
distribution and rationing of practically all foodstuffs and necessities; and, 
finally, the period following 1932 with its gradual return to the “commer- 
cial” trade. Detailed analysis of the organization of distribution during this 
last period comprises the fourth part of the book, in wHich greater space is 
given to the trade in agricultural products and rural trade generally, rather 
than to the urban distributive system, about which the author presumably 
could not get other factual data except official plans and regulations. 

In the fifth part Mr. Hubbard approaches some fundamental economic 
problems of the Soviet trade. Speaking about the functioning of the price 
system he emphasizes that the government, in order to equate the value of 
the available supply of consumers’ goods to the aggregate money income 
of the population, imposes a heavy turnover or sales tax, accounting on the 
average for something around 50 per cent of the retail value of all goods. 
During recent years, these taxes tended to increase further and amounted in 
1934-36 to more than three-fifths of the retail turnover. This explains partly 
the relatively low trading costs in per cent to the wholesale price of goods 
claimed by Soviet economists. Exclusion of taxes from the turnover value 
would raise these percentages more than twice and make them approach 
those in capitalist trade, and this last provides much more service to its cus- 
tomers than Soviet trade usually does. 

Important problems of the level of real incomes of various social groups 
in Soviet Russia and its changes during recent years are discussed in the 
sixth part of the book. Emphasizing extreme difficulties in estimating real 
wages in Soviet Russia because of the discontinuance since 1930 of the pub- 
lication of the cost of living and price indices, Mr. Hubbard, using available 
data, comes to the conclusion that it is doubtful that the real wages of the 
lower strata of wage-earners increased from 1928 to 1937. The data pre- 
sented by him permit even more pessimistic conclusions. His conclusion about 
the share of the peasants in the national income is that “though latterly 
(since 1933) the peasants seem to have received better treatment in the dis- 
tribution of the consumable part of the national income, they have not re- 
ceived as large a share as they would if it were in strict proportion to their 
contribution to the national consumption.” 

Generally speaking, Mr. Hubbard’s book gives very useful ‘information 
on important problems of Soviet economy, as far as they are accessible to 
an outsider; and his analysis of the problems is clear and objective. The 
book is well written and is read with interest. 

V. P. TIMOSHENKO 

Stanford University 
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NEW BOOKS 


CONDLIFFE, J. B. Markets and the problem of peaceful change. (Paris: Internat. 
Inst. of Intellectual Codperation. 1938. Pp. 63.) 


This monograph was prepared in connection with a two-year study, by mem- 
bers of the International Studies Conference, of international problems of 
population, migration and colonization, and of markets and the distribution 
of raw materials. Their findings are to appear in several volumes issued by 
the International Institute of Intellectual Codperation. 

Professor Condlitfe states the problem of peaceful change as, first, finding 
ways and means of satisfying urgent present needs without recourse to war or 
economic conflict comparable with and likely to lead to war; and, second, 
devising procedures whereby the legitimate aspirations of dissatisfied peoples in 
a rapidly changing world may in the future be reasonably and justly met. Analy- 
sis of Germany’s situation as illustrative of the immediate problem, is followed 
by discussion of the larger long-run problem of international coöperation to 
provide flexibility and allow for different rates of economic development in the 
world community. l 

Assuming that nation-states are not to be replaced by a world state, that there 
will be a gradual evolution away from uncontrolled laissez-faire in international 
as well as national activity, and that restoration of an automatic, or semi- 
automatic, gold standard is highly improbable, the choice lies between the 
building of great preferential trading areas and the reconstitution of world 
trade on a regulated basis. In such “regulated expansion,” he sees the only 
promise of early international coöperation making for increased volume of 
trade, reversal of the terms of trade and its direction into channels which will 
correct rather than accentuate international disequilibria. 

Any steps taken must be cautious and experimental, and the present firm man- 
agement of currency and trade maintained. Specific proposals include: con- 
tinuation and acceleration of American tariff reductions by bilateral treaties 
which will increase imports more than exports; re-opening of British colonial 
markets and modification of British tariff and quota policy and generous exten- 
sion of her bilateral treaties; enlargement of import quotas by the former gold 
bloc countries; and appropriate domestic policies involving re-distribution of 
income. 

The author sees in the present situation certain factors favorable to gradual 
relaxation of monetary and trade restrictions. ‘The main difficulties are not 
technical and economic, but political. Ways and means of coöperation could 
be found if the nations were willing, and not afraid, to codperate.” 

PAUL S. PEIRCE 


EINARSEN, J. Reinvestment cycles and their manifestation in the Norwegian ship- 
ping industry. Pub. no. 14. (Oslo: Univ. Inst. of Economics, 1938. Pp. 222.) 


This publication by a member of the vigorous group of younger economists 
working under the leadership of Professors Wedervang, Frisch, and Keilhau at 
the University of Norway is concerned with the problem: What is the sig- 
nificance of the length of life of capital instruments for the interpretation of 
the phenomenon of the business cycle? 

The author develops the following theory as an approach to an answer: 

One of the causes of the business cycle is to be found... in... pure 
reinvestment cycles. In large part these are due to the fact that concentrated 
construction of equipment will reappear as an “echo” when the original capital 
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goods are “ripe for replacement.” Such “pure reinvestment cycles,” however, 
will be “damped” by the stretching out of replacement over a somewhat longer 
period than was used in the original construction and by the fact that some 
of the original capital will be lost or withdrawn from industry. Therefore, to 
explain the continuance of the business cycle phenomenon in these terms, it 
is necessary to observe, among other factors, that the “pure reinvestment cycles” 
themselves generate “secondary cycles” of mew investment and reinvestment. 
Also, it appears, that “outside ou anual serve to contribute to concentration in 
the construction of capital goods. ° 

The theoretical treatment is followed by the presentation of the results of a 
statistical investigation of reinvestment (as indicated by replacement, more ac- 
curately still perhaps, assumed replacement) in the Norwegian merchant marine. 
This section contains a mass of ingeniously analyzed new data (some of it has 
appeared in the Harvard Review of Economic Statistics, Feb., 1938). Some of 
the main findings of this section are: there is revealed the presence of a five- 
year cycle in both reinvestment and new investment during the period 1883- 
1932, with reinvestment apparently leading during the upswing of each cycle; 
the age distribution of ships replaced by new construction shows “strong con- 
centrations about the ages of 9 and 19 years”; and “84.6 per cent of the ships 
(z.e., shipping tonnage) acquired as new constructions left their owners before 
they reached the age of 30 years, but only 39.8 per cent of the ships were re- 
placed” (p. 52). These findings are taken as support for the claim that “the 
reinvestment theory delivers a plausible solution of the . . . main points” in the 
theory of the business cycle (p. 83). 

One may well question the author’s modification of Frisch’s definition of 
reinvestment as occurring when “new machines are of the same capacity as the 
old ones” (p. 41). On beyond this, of course, lies the question as to what 
economic significance “technical capacity” has in any case. Closely related to 
this is the problem of physical depreciation as compared to obsolescence. Does 
the reinvestment theory rest on the assumption that the physical life of capital 
goods has economic significance? If it were shown that this assumption is not 
true, or that it is only half-true, would it be possible to state the reinvestment 
theory entirely in terms of what the author (following Marx), has called the 
“moral” life of capital goods; and if it were so stated, what is the meaning of 
the measurement of the replacement of shipping facilities in terms of tonnage? 
Other questions arise concerning the specific manner of financing replacement, 
and the inter-relations between industries, and countries. 

C. L. CHRISTENSON 


HUFNER, W. Die Neuordnung der Deutschen Verkehrswirtschaft unter dem 
Einfluss der Arbeitsheschaffungsmassnahmen. (Berlin: Junker und Dünnhaupt. 
1936. Pp. x, 120. RM. 5.50.) 


Concerning itself exclusively with recent changes in the German transporta- 
tion system, Dr. Hiifner’s volume undertakes first a detailed study of the finan- 
cial and work-creating measures of the Third Reich directed toward the im- 
provement of automotive equipment and roads, internal waterways, and rail- 
roads, A second section is devoted to an examination of the consequences of 
these measures with respect to the improvement of transport equipment and 
with respect to freight and passenger services; and a third section studies the 
steps taken by the German government to unify the organization and direction 
of national transportation facilities. P. T. ELLSWORTH 


+ 
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PANDIT, Y. S. India’s balance of indebtedness, 1898-1913. (London: Allen and 
Unwin. 1938. Pp. 210. 10s. 6d.) 

SCHOLZ, W. Der Güterverkehr mit lastwagen im Rahmen des deutschen Giterum- 
schlages. Schriften des Instituts für Verkehrswissenschaft an der Universitat 
Leipzig, Heft 3. (Leipzig: Felix Meiner. 1938. Pp. 44. RM. 1.40.) 

Trucuy, H. La crise des échanges internationaux: conférences données a l Ecole 
des Hautes Etudes Commerciales de Montréal du 7 février au 4 mars, 1938. 
(Montreal: L’Ecole des Hautes Etudes Commerciales de Montréal, Univ. de 
Montréal. 1938. Pp. 187.) 

M. Henry Laureys has done an excellent work in bringing out distinguished 
social scientists from France to lecture at the Higher School of Commercial 
Studies. The results have been evident in several publications. The present 
volume represents French scholarship at its best in the breadth of its approach 
and the simplicity of its arrangement. The first three chapters trace the history 
of international trade from the beginning of the nineteenth century to the 
present. These are followed by a discussion of capital movements with special 
relation to short-term loans, and monetary and commercial policies, with a 
description of the difficulties of adjustment and the numerous efforts closing 
with the Van Zeeland Report. The volume can be commended as an introduc- 
tion to the intensive study of modern problems of international trade. 

H. A. I. 


VAKIL, C. N. and MALUSTE, D. N. Commercial relations between India and 
Japan. (New York: Longmans Green. 1938. Pp. xiii, 210. $3.75.) 

YOUNG, J. P. International trade and finance. (New York: Ronald. 1938. Pp. 
xviii, 526. $4.) 

The purpose of this volume is to present as simply as possible the economic 
and financial principles underlying international affairs, together with facts and 
descriptive material necessary to an understanding of international economic 
developments. The author seeks to give an inclusive and balanced treatment 
more adequate than that provided in existing texts, with more than usual at- 
tention to the monetary problem. This emphasis is perhaps the most distinctive 
feature of the work, differentiating it on the one hand from most introductory 
texts on international trade and on the other hand from more highly specialized 
treatises on financial institutions and international monetary issues. 

The 31 short chapters cover a wide range, but most of them are focussed upon 
(1) monetary and financial principles, institutions and influences (foreign ex- 
change, currency credit and price levels, gold and international price level rela- 
tionships, international aspects of currency and exchange, international mone- 
tary and exchange codperation, financing foreign trade, international money 
markets, movement of capital, American dollars abroad, reparations and war 
debts, the course of international finance since the war, silver in international 
finance, trade and finance of Great Britain and France) and (2) upon tariffs 
and trade barriers (protection and free trade, protectionist fallacies, tariff prac- 
tices and other restrictive devices, tariff policies of the United States and of 
foreign countries). Consideration of trade theory is limited to two chapters 
(law of comparative advantage and quantities and value of goods traded) and 
to material interwoven with monetary and financial discussions. There is none 
of the exposition of trade-promoting institutions, methods, and policies so com- 
mon in texts on international trade, and geographical background is confined 
to a brief chapter on raw materials in world trade. Two chapters are given to 
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the historical development of trade and two to ocean shipping, trade routes, and 
the American merchant marine. 

A text with such an emphasis is a welcome addition. Professor Young's 
previous writings on currency and finance in Europe and Central America, on 
international aspects of the gold standard, and on the United States silver policy, 
speak for his competence in the international monetary field. He has now given 
us a more comprehensive treatise. PAUL $. PEIRCE 


Clearing and payments agreements, (Paris: International Chamber of Commerce. 
1938. Pp. 400. Swiss Fr. 25.) 

Delegations for the promotion of economic coöperation between the northern 
countries: the northern countries in world economy. (Helsinki: Otava. 1937. 
Pp. 240.) 


This volume possesses two distinctive features. In the first place, the five 
countries of Northern Europe—-Denmark, Finland, Iceland, Norway, and 
Sweden—are treated together. This, because of their geographical situation and 
economic character, is manifestly a sound approach. Second, the book repre- 
sents the most nearly complete survey of the economic factors of the northern 
countries so far available, as well as a lucid evaluation of the rôle these countries 
play in present-day world economy. The following are some of the topics dealt 
with: agriculture; fishing and whaling; forestry and woodworking industries; 
mining, metal and quarrying industries; the northern countries as consumers; 
shipping; the international balance; and commercial policy of the Northern 
countries. In addition to the abundant statistical material interspersed with the 
text, 43 pages of tables are appended. 

Taken together, the five northern countries occupy a prominent place in the 
world’s industry and trade. Although having less than 1 per cent of the total 
world population, these countries possess 11 per cent of the world’s shipping 
tonnage. The northern countries “control almost half of the world’s free paper 
trade” (p. 72). In 1935 the United States, for example, received 62 per cent 
of its imports of mechanical and chemical pulp from the northern countries. 
For Germany and France, the equivalent figures were even higher—namely 86 
and 80 per cent respectively. Ore and metals, lumber, fish, and agricultural 
products are other important export commodities. Together, the northern 
countries are among the world’s leading importers of such commodities as 
coffee, grain, fruit, fuel oils, and coal; in fact, only France imports more coal 
than do these countries. Briefly, the northern countries account for 5 per cent 
of the world’s trade, which prompts the authors to give to these countries, con- 
sidered together, the fifth place among the trading nations of the world (p. 
177). S. A. ANDERSON 


Review of world trade, 1937. Economic and financial. (Geneva: League of Na- 
tions. New York: Columbia Univ. Press. 1938. Pp. 95. 60c.) 


Accounting, Business Methods, Investments 
and the Exchanges 


Corporations and Their Financing. By Hastincs Lyon. (Boston: Heath. 
1938. Pp. vii, 946. $4.25.) 
Students acquainted with Professor Lyon’s earlier text on Corporation 
Finance (1912) and his later Investment (1926) will not be surprised that 


798 . Reviews and New Books [December 


legal phenomena figure prominently in this new work on corporate organiza- 
tion and finance. But, fortunately for the lay reader, the author succeeds with 
some exceptions in avoiding a cumbersome juristic style. 

The book is divided into eleven major sections, each comprising from two 
to ten chapters. The customary topics found in a work on corporation finance 
are treated. In addition, the author devotes roughly one-tenth of his text 
space to a discussion of corporate organization and procedure, and another 
one-tenth to stock- -exchange techniques. Substantial chapters deal with the 
revised procedures that arise because of “New Deal” legislation, but the 
author makes no pretense that these treatments are exhaustive. 

The approach used is that of group functioning (of stockholders, credi- 
tors, etc.) which Professor Lyon believes (p. iv) to be “at the core of the 
subject.” One hesitates to enter objections to so carefully prepared a work, 
but the query may be raised whether this approach, unless carefully qualified, 
is not more legalistic than real? As a practical man the author of course is 
well aware that the groups concerned with the corporate mechanism do 
not always function effectively in accordance with the rights, etc., laid down 
for them. He recognizes at various spots (pp. 43, 69, 581-82, ¿nter alia) the 
difficulties that sometimes confront effective group action by bondholders, 
stockholders or other groups; but more extended explanation might have 
been helpful, from the standpoint of practicality. 

An admirable feature not always found in works of this kind is the sub- 
stantial attention (three chapters) devoted to the place of the mortgage in 
corporate finance. The reasons assigned for this rather full treatment are 
(p. 244): “A student of corporate financing cannot comprehend the sub- 
ject unless he understands corporation mortgage bonds. He cannot under- 
stand these instruments unless he knows something about corporation mort- 
gages. And he cannot know anything of real value about corporation 
mortgages unless he has some knowledge of the rights and liabilities of 
the parties to an ordinary individual mortgage.” 

Some readers will wish that, in the section on creditor securities, more 
extensive treatment had been accorded the subject of bonds—particularly 
the nature and characteristics of the various types. Others will wish for a 
decidedly greater use of illustrative examples, and possibly for a more 
liberal sprinkling of reference notes. Among minor objections, the discus- 
sions on capital accumulation and on federal taxation seem to this reviewer 
rather too brief to be of positive value. 

Delightful features are the homely bits of philosophy interspersed 
throughout the work. These not only contribute to readability, but offer 
calm advice in a hectic world. Well worth reading are Professor Lyon’s ob- 
servations on the proper function of credit in business expansion (p. 179), 
his slightly caustic comments on instalment selling ( p. 352), the frank words 
to students regarding the limitations of positions in statistical departments 
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of investment banking houses as roads to fame and fortune (p. 466), and 
his good-humored observations on the difficulties of successful speculation 
(p. 894, et seq.). 
Cor iss LLOYD PARRY 
New Canaan, Connecticut 


Business and Modern Society: Papers by Members of, the Faculty of the 
Graduate School of Business Administration, Harvard University. 
Edited by MALCOLM P. McNair and Howarp T. Lewis. (Cambridge: 
Harvard Univ. Press. 1938. Pp. viii, 411. $5.00.) 


Economists actively engaged in teaching should be more familiar with this 
book than with certain other recent collections of essays devoted to more 
“theoretical” phases of economics. Certainly Professor Hosmer’s discussion 
of the effect of direct charges to surplus upon stated income of corporations 
is theory in a very direct sense and extraordinarily important to the student of 
the economic mechanism. Nor can the enthusiast in the theory of imperfect 
competition afford to overlook Professor Teele’s analysis of marketing 
“logics and emotions.” Needless to say, the thinking businessman—to 
whom the book is primarily addressed—will find many a connecting link 
here between his own problems and the areas of economic analysis which 
should concern him. 

If there is a central theme in the collection of essays, it is that emotional 
reactions and attitudes are as important in the business world as logical 
reasoning. The Harvard Graduate School has emphasized this for several 
years; and, whether or not the teaching economist believes that it is over- 
emphasized, it seems certain that he has often failed to comprehend its sig- 
nificance in the determination of prices, consumption habits, labor attitudes, 
and the trend toward governmental interference. Articles by Dean Donham, 
Professor Isaacs, Professor Roethlisberger, and that by Professor Teele 
mentioned above, all touch on this field from different points of view. 

Professor Gras brings out what needs today constant reiteration—that the 
bulk of English and European tradition is on the side of government inter- 
vention and regulation, and that the laissez-faire ideal has been but a “brief 
interlude” (to use one of Professor Gay’s phrases). Everything depends 
upon what piece of history is seized upon for precedents—and Americans 
are weak in their knowledge of the strength of government prerogatives be- 
fore the end of the eighteenth century. 

A similar analysis, ranging over theory rather than history, is that by 
Professor McNair, who ably and helpfully surveys the principal contribu- 
tions to business-cycle theory of the past half-century; here again the econo- 
mist will find the clarity and insight too often lacking in the short essay. 
Professor Slichter offers a revised version of his familiar “instability” analy- 
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sis of recent years as a companion study of the problems of the cycle. Two 
specific problems which have puzzled the country for nearly a generation 
are discussed by Professors Ruggles and Malott—public-utility regulation 
and agriculture. The fallacy of a sliding-scale system of rates is the chief 
point of Professor Ruggles’ article, for that is the latest “pet” of regulators. 
Perhaps the most interesting articles are three by accountants—Professors 
Walker, Sanders agd Hosmer—for they show the reader how deeply ac- 
counting theory and methods can affect the raw materials of business state- 
ments and figures from which the economist must make inductive analyses. 
This is most clearly portrayed by Professor Sanders in assessing various re- 
forms proposed for accounting in recent years. Articles on the federal debt 
and on the study of consumer demand, by Professors Hubbard and Tosdal, 
complete this stimulating book. 
SHAW LIVERMORE 
University of Buffalo i 


NEW BOOKS 


ANDERSON, E. H. and SCHWENNING, G. T. The science of production organiza- 
tion. (New York: Wiley. 1938. Pp. x, 282. $3.50.) 

Basson, R. W. The folly of installment buying. (New York: Stokes. 1938. Pp. 
257. $1.50.) 

BABSON, R. W. and STONE, C. N. Consumer protection: how it can be secured. 
(New York: Harper. 1938. Pp. viii, 207. $2.50.) 


“The protection of consumers calls for a united thrust by all sectors: mer- 
chandise reporting services, buyers’ codperative societies, consumer repre- 
sentatives at Washington, educational drives, pressure groups, alliances of con- 
sumers and business interests, and all other bona fide attacks on America’s cru- 
cial problem. Hence, the purpose of this book is to supply a handbook of the 
whole Consumers’ Front. It is based on the thought that consumers cannot 
depend upon somebody else for their salvation.” 


BAKER, J. C. Executive salaries and bonus plans. (New York: McGraw-Hill. 1938. 
Pp. xxiv, 274. $3.50.) 

Based upon the Federal Trade Commission’s investigation of executive com- 
pensation which made newspaper headlines in 1934 and on the salary and 
bonus data now currently compiled by the S. E. C., the book comprises a series 
of statistical studies of the nature and behavior of corporate salary and bonus 
payments to executives during the period 1928-36. These studies, most of 
which have appeared before as articles, represent the first systematic attempt to 
analyze this new material. 

With the exception of a chapter on investment trusts, only industrial com- 
panies are considered, Salary and bonus data are given in considerable detail, 
and some interesting comparisons are made between these figures and sales, 
earnings, and dividends. Dollar compensation tended to be greater in large 
than in small companies, but represented a smaller fraction of earnings in the 
former. There were wide variations among individual companies in the amounts 
and proportions of earnings paid to executives. Perhaps the most interesting 
chapter in the book deals with the prevalence and nature of bonus arrange- 
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ments in large industrial firms. Such schemes were surprisingly widespread in 
1929 but lost popularity rapidly during the depression. 

The author has (deliberately) made little attempt to analyze the theoretical 
implications of his material; economists will find the book most useful for 
its able presentation of the facts. It is to be regretted that the selection of sam- 
ples for study is somewhat haphazard. The omission of public utilities and 
railroads is most to be regretted. 


- R.A. GORDON 


BECKMAN, T. N. and Noren, H. C. The chain store problem: a critical analysis. 
(New York: McGraw-Hill. 1938. Pp. viii, 350. $3.50.) 


Two chief contributions are made in this book. First, data are presented re- 
sulting from a comprehensive study of: (1) prices charged by mand Pea and. 
chain stores in several different kinds of business, for a large list of items; (2): 
consumers’ reactions and preferences with respect to chain and independent 
stores. The data for this study were gathered throughout Florida. The second. 
contribution is a rational discussion of the economic, social, and political aspects: 
of chain-store legislation and taxation. 

The conclusions reached by the authors may be paraphrased as follows: 

(1) Chain stores undersell independent stores in a substantial degree in alf 
of the lines of business studied; and the price differential between these 
stores increases with increases in the number of retail units in the chain. 

(2) The Fae between the prices charged by chain and independent stores: 
is sufhcient in most lines of business to permit the chains to shift exist- 
ing special chain taxes to the consumer, without endangering their com- 
petitive position. 

(3) Recent studies of prices charged by chain and independent stores, 
compared with earlier studies, suggest that the price spread between 
these stores is narrowing. 

(4) Special chain-store taxes should take account of variations in sales 
volume and profits per retail unit for chains in different kinds of busi- 
ness. 

(5) State legislation and taxation with respect to chain stores, should take 
account of the superior advantages of long chains over shorter chains by 
using the total number of retail units in a chain as the base, rather than. 
the number operated in the state. 

(6) Chain stores have been guilty of a number of unfair practices which: 
should be made definitely illegal; “such was the intent of the Robinson- 
Patman act.” 

(7) Chain stores may bear less than their share of the burden of local taxes, 
or of public undertakings of a local nature. Taxes designed to equalize 
chain and independent store participation in these local activities, are 
equitable. 

(8) Punitive taxes upon chain stores, taxes designed to “equalize whatever 
economic advantages the chain stores possess,” are not beneficial to the 
public. Such taxes are “definitely inimical to progress and advancement 
in our standard of living.” 

For a book which takes the determination of public policy with respect to 

chain stores as an objective, surprisingly little attention is devoted to the mo- 
nopolistic aspects or tendencies of chain stores. The two pages devoted to this: 
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subject may be compared to 15 or more pages given over to a discussion of 
statistical and sampling problems. 
JOHN A. PFANNER, JR. 


BLOOMBERG, L. N. The investment value of goodwill. Stad. in hist. and pol. 
sci., ser. Ivi, no, 3. (Baltimore: Johns Hopkins Press. 1938. Pp. 70.) 

CANFIELD, B. T. Sales administration principles and problems. (New York: 
Prentice-Hall. 1938. Pp. 670. $5; textbook ed., $3.75.) 

CHAYROU. Achats vationnels: caractère du plus avantageux de deux achats 
semblables, (Paris: Recueil Sirey. 1938. Pp. xxxi, 123. 26 fr.) 

CLIFFORD, A. M. The evaluation of corporate securities including the determina- 
lsd of fair market value. (Los Angeles: Author, 639 South Spring St. 1938. 

p. 112.) 

DONALDSON, E. F. Business organization and procedure. (New York: McGraw- 
Hill. 1938. Pp. x, 579. $4.) 

“This text presents a brief, concise treatment of the non-corporate forms of 
business organization; the corporation and problems in connection with its 
organization; and the various types of combinations and their legality. Special 
attention is given to the rights, powers, and liabilities of stockholders, officers, 
and directors, and to the right of a corporation formed in one state to tran- 
sact business in other states.” 


FIELD, K. Corporation finance. (New York: Ronald. 1938. Pp. xvi, 529. $4.) 


The first eight chapters (131 pages) are largely simplified exposition of 
material usually found in sections covering the introduction, forms of busi- 
ness organization and corporate securities. Explanation of the balance sheet and 
income statement is given in the first chapter. 

The logic involved in the organization of the balance of the text is difficult 
to ascertain. A chapter on extinction of bonds (13 pages) and one on segre- 
gated risk financing (28 pages) are followed by a scant 12-page chapter 
covering the subject of working capital (including the financing of foreign 

. trade), and one of 17 pages (5 of which present the Schedule A registration 
requirements of the S.E.C.) on investment banking. The theory of issuing 
securities, financial structure and recapitalization precede the nine chapters 
dealing with expansion and consolidation. Chapters on income and reserves, 
depreciation and dividend policies are followed by business failures, re- 
organization procedure and reorganization plans. 

Professor Field’s book is probably better suited than any other corporation 
finance text for undergraduates poorly grounded in economics, accounting 
and finance. It may be questioned whether such students should take a course 
in corporation finance; for there is a danger that they will be left with the 
impressions that the subject deals only with giant corporations whose executives 
are chiefly concerned with raising capital, manipulating the capital structure 
for various and sundry purposes, and in evolving complicated holding company 
structures. However, as Professor Field points out in his preface, “Each chap- 
ter leaves many opportunities for active class discussion. The professor is 
given ample opportunity to perform his own particular function.” 

Donard M. HALLEY 


Fouts, F. E. Introduction to industrial management: text, cases, and problems. 
2nd ed. (New York: McGraw-Hill. 1938. Pp. xiv, 566. $4.) 
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More problem material is included in this second edition than in the first 
edition, prepared in 1933, by the present author and Professor E. C. Robbins. 


FOULKE, R. A. Signs of the times. (New York: Dun and Bradstreet. 1938. Pp. 
43.) 

This pamphlet, like the parent volume which preceded it, Behind the Scenes 
of Business, presents a series of 14 significant balance sheet and operating ratios 
for 63 lines of business activity, including manufacturing, wholesaling, and 
retailing. ° 

The author, manager of Dun and Bradstreet’s Analytical Report Depart- 
ment, draws his data (covering over 10,000 concerns) from the wealth of 
material to which he has access. One of the principal merits of the analysis 
is the presentation of comparisons which trace the changes in the ratios for 
each line of business over a five-year period (1932-36). While the ratios are 
not based upon the same concerns each year, the trends shown in many of 
the ratios reveal significant changes in the economic condition of various in- 
dustries. 

Most of the ratios. refer to working capital, net worth, inventories, debts, 
sales or profits. The use of ratios makes it possible not only to compare the 
figures for an individual business with the norm established by average con- 
ditions in the industry to which it belongs, but also to secure an insight into 
important differences between the norms for different types of industries. 

In addition to the statistical compilations which have great value as raw 
material for analytical work by individual businessmen as well as economists 
and financial analysts, the author has presented a discussion illustrating the 
ways in which his ratios may be used to detect fraudulent practices, weaknesses 
in corporate financial structures, or bad management. Moreover, despite their 
tardy appearance which cuts down their value to forecasters, the ratios are 
of value in tracing and interpreting economic sequences as they are revealed 
in internal workings of corporations, 

HENRY B. ARTHUR 


Frey, E. Der englische Kapitalmarkt mit besonderer Berücksichtigung der 
Finanzierung der englischen Industrie. (Zurich: Schulthess. 1938. Pp. xvi, 296. 
Fr. 7.50.) 

GILLESPIE, J. J. The principles of rational industrial management. (New York: 
Pitman. 1938. Pp. 244. $4.) 

GRANT, E. L. Principles of engineering economy. Rev. ed. (New York: Ronald. 
1938. Pp. xix, 431. $3.75.) 

This revised edition of a book of the same title originally published in 1930 
has been entirely rewritten around a new outline. A first section emphasizes . 
the need for a special approach and presents “a pattern for engineering 
economy studies.” The interest element in economy is then the subject of 
seven chapters. The final two sections cover the technical problems and some 
of the obstacles to economy. Appendices include notes on the technique of 
estimating costs, interest tables and a bibliography. There is an accompanying 
problem book of some 140 pages which parallels the text. 

The area covered by Professor Grant is important. He recognizes the need 
for a special analytical approach to meet the special problem of selection among 
alternatives and makes his presentation more generally helpful by avoiding 
involved mathematics. 

W. P. FISKE 
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HAVLIK, H. F. Service charges in gas and electric rates. (New York: Columbia 
Univ. Press. 1938. Pp. 234. $2.75.) 

HOAGLAND, H. E. Corporation finance. New 2nd ed. (New York: McGraw-Hill. 
1938. Pp. xii, 596. $4.) 

Hotcukiss, G. B. Milestones of marketing: a brief history of the evolution of 
market distribution. (New York: Macmillan. 1938. Pp. 321. $2.50.) 

JANZEN, C. C. Everyday terms in economics. (Chicago: Thiessen Printing Corp. 
1938. Pp. 75.) 


A convenient pamphlet containing brief definitions of 800 economic and 
business terms used in current textbooks and business publications. 


Kirsu, B. S. and SHapiro, H. R. Trade associations in law and business. (New 
York: Central Book Co. 1938. Pp. 399. $5.) 

Knox, F. “We planned it that way.’ (New York: Longmans Green. 1938. 
Pp. viii, 82. 50c.) 

McKEE, R. = Handbook of petroleum accounting. (New York: Harper. 1938. 
Pp. 458. $5.) 

MEEK, H. B. Hotel administration: a theory of hotel room rates. (Ithaca: Cor- 
nell Univ. Dept. of Hotel Admin. 1938. Pp. iti, 120. $2.) 

MERIAM, L. Public personnel problems: from the standpoint of the operating 
officer. (Washington: Brookings Inst. 1938. Pp. xii, 440. $3.) 

MOUuLIK, M. M. La politica finanziaria britannica in India. (Bologna: Zanichelli. 
1938. Pp. xiii, 238. L. 25.) 

MOULTON, H. G. Financial organization and the economic system. (New York: 
McGraw-Hill. 1938. Pp. xviii, 515. $3.50.) 

OPPENHEIM, S. C. Cases on trade regulation, (St. Paul: West Pub. Co. 1938. 
Pp. 1500, $6.50.) 

ee A. Essentials of accounting. (New York: Macmillan. 1938. Pp. xxi, 
830. $5.) 

roe C. F. Marketing. (Boston: Houghton Mifflin. 1938. Pp. xviii, 781. 

3.75.) 

READ, W. H. Accounting manual for counties of Tennessee. Vol. 41, no. 4. 
(Knoxville: Univ. of Tennessee Record. 1938. Pp. 127.) 

SCHMALZ, C, N. Operating results of department and specialty stores in 1937. 
ee no. 106. (Boston: Harvard Univ. Bur. of Bus. Res. 1938. Pp. vi, 34. 

2.50.) 

TAGGART, H. F. The cost principle in minimum price regulation. Michigan bus. 
stud., vol, viii, no. 3. (Ann Arbor: Univ. of Michigan Bur. of Bus. Res. 
1938, Pp. 182. $1.) 

This study is complementary to the author’s Minimum Prices under the 
NRA. His purpose has been to make a critical and comprehensive analysis of 
the application of the individual cost principle under the NRA and at the 
same time “to point the study toward the current spread of legislation which 
attempts to use the no-sales-below-cost principle as a panacea for all the 
annoyances of price competition.” 

Prohibition of sales below cost is not a simple matter either in theory or 
in practice. The devising of an adequate cost formula is beset with difficulty. 
The application of the formula is even more troublesome. These are the 
problems to which the greater part of the book is devoted. This involves 
a detailed discussion of the major questions met with in code formulation— 
the elements of cost to be included or excluded and the methods of distributing 
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these elements to the individual units of product. These are too numerous to 
be reviewed here, but among them are the general problems of material pricing, 
the determination of normal capacity, and the distribution of overhead costs. 
All of these are considered in the light of administrative feasibility as well 
as that of wise public policy. Numerous references to codes, both submitted and 
approved, are made to show the various attempts at solution. 

Three appendices are included, the first giving complete cost formulas for 
several industries, the second on the Minnesota Anti-Discrimination act, and 
the third on the “Established Cost Survey.” R 

The cumulative evidence that Professor Taggart has presented amply justi- 
fies his conclusion that “. . . the working out of such rules in any complete 
sense is impossible and that, therefore, the rule against sales below individual 
cost is chimerical and incapable of enforcement.” The attempt to base 
‘“.. . Minimum prices on individual costs in any literal sense is so utterly im- 
practicable that price fixing is the inevitable result.” Trade and industry are 
too complex, and the variations among members of a single group are too great 
to be adequately fitted with uniform costing rules. Furthermore the determina- 
tion of price policies is not the primary function of cost accounting in its 
present stage of growth. It has been developed as an essential tool of manage- 
ment and its great usefulness is still in that field. 

To all those interested in the problems of price controls, Professor Taggart 
has rendered a valuable service. 

W. C. BEATTY 


TEELE, S. F. Expenses and profits of limited price variety chains in 1937. Bull. 
no. 107. (Boston: Harvard Univ. Bur. of Bus. Res. 1938. Pp. 39. $1.) 

TYLER, C. Chemical engineering economics. 2nd ed. (New York: McGraw-Hill. 
1938. Pp. ix, 241. $3.) 

WRIGHT, J. W. Marketing practices in producers’ local cotton markets. (Wash- 
ington: Supt. Docs. 1938. Pp. 92.) 

American direct investments in foreign countries, 1936. Econ. ser. no. 1. (Wash- 
ington: Supt. Docs. 1938. 10c.) 

The assessment of psychological qualities by verbal methods. Rep. no. 83. (Lon- 
don: Industrial Health Res. Board, 1938. Pp. vi, 132. 2s. 3d.) 


Subjects under discussion include attitude tests, rating scales and personality 
questionnaires. 


Plans for rating employees. Stud. in personnel policy no. 8. (New York: Nat. 
Industrial Conf. Board. 1938. Pp. 39. $2.) 

A practical program for the codrdination of government, labor and management. 
A series of addresses delivered at the twenty-second annual meeting of the 
National Industrial Conference Board. (New York: Nat. Industrial Conf. 
Board. 1938. Pp. 81.) 


The addresses are those of Messrs. Virgil Jordan, A. A. Berle, Jr., Otto S. 
Beyer, W. A. Harriman, George H. Houston, Philip Murray, and Donald A. 
Richberg. There is general agreement that some form of codrdination or co- 
operation between the three groups—government, labor, and management— 
is now or will sooner or later be necessary. There is far less unanimity on 
more specific methods of procedure. 

Messts. Jordan, Houston and Berle would place the responsibility for study 
and action primarily upon management. The other speakers lay rather more 
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stress upon the joint efforts of management and labor. Mr. Berle and Mr. 
Murray emphasize the importance of study and basic research. Mr. Beyer and 
Mr. Richberg suggest that the establishment of peaceful methods for the 
settlement of industrial disputes, along the lines of mediation, is a primary 
requisite. Stronger trade associations, with broader powers of action, are advo- 
cated by several of the speakers. In general, the rôle of government is con- 
ceived as that of a recipient of advice, either eager or unwilling, an implement 
for the furtherance of plans previously agreed upon by one or both of the 
other groups. As*Mr. Harriman puts it: “If we can go to government with 
united objectives, we can expect and obtain coöperation from government.” 
Douctass V. BROWN 


The retailer and the 75th Congress: a legislative review of the three sessions. 
(Washington: Am. Retail Federation. 1938. Pp. v, 30.) 

Security and Exchange Commission: report on the study of investment trusts 
and investment companies pursuant to Section 30 of the Public Utility Hold- 
ing Company act of 1935. Part 1. Origin, scope and conduct of the study; 
nature and classification of investment trusts and investment companies; origins 
of the investment trust and investment company movement in the United 
States, Part 2. Statistical survey of investment trusts and investment companies. 
(Washington: Securities and Exchange Commission. 1938. Pp. 149; 119.) 

Small scale retailing, statistical analysis of unpublished data from Census of 
American business (1933), Dom. comm. ser. 100. (Washington: Bur. of For. 
and Dom. Commerce. 1938. Pp. 48. 10c.) i 

Trading in commodity futures. (Washington: U. S. Dept. of Agric., Com- 
modity Exchange Admin. 1938. Pp. 40.) 


Capital and Capitalistic Organization 


The Tennessee Valley Authority: A National Experiment in Regionalism. 
By CLARENCE Lewis HopcE. (Washington: Am. Univ. Press. 1938. 
Pp. xii, 272.) 

Dr. Hodge, Teaching Fellow in Political Science at the American Uni- 
versity, examines the Tennessee Valley Authority to ascertain whether or 
not it provides a workable pattern for future regionalism. In a brief intro- 
duction he establishes the case for, and traces the progress of, regionalism. 
He then analyzes the Tennessee Valley act, with special emphasis on the 
sections providing for regional planning; and follows with a brief descrip- 
tion of the Valley—its resources, people, problems and potentialities. In 
the main part of the study, chapters 4 to 7, the author describes the adminis- 
trative units of the Authority that deal with regional planning, the public 
organizations (160 in number) involved in regional inter-governmental co- 
operation, the lay organizations (79 in number) that codperate with TVA, 
and the technique used to secure coöperation. The material, for the most part, 
is derived from government documents and personal interviews with offi- 
cials of TVA; an excellent bibliography is appended. 

The purely administrative aspects of regional planning in the area are 
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analyzed decisively. The author appraises carefully the institutional obstacles, 
the defects of the Act itself, and the successes and failures of the Authority. 
He concludes that the regional planning activities of TVA, in so far as they 
relate to specifically defined objectives, have been successful, but that little 
progress has been made in the broader and more nebulous fields of eco- 
nomic and social planning. He recommends a series of administrative 
changes designed to strengthen and to extend codperative planning. Though 
he favors regional planning and thinks TVA generally sound from an ad- 
ministrative point of view, Dr. Hodge hesitates to advocate the same type 
of organization for other regions. He suggests that other arrangements may 
serve regional needs in particular areas better than watershed authorities 
modelled after TVA. 

The economic aspects of the problem are treated with less assurance. The 
study fails to answer the fundamental question whether TVA, or any system 
of regional planning that operates within the framework of capitalisth, can 
improve the economic and social well-being of the people. Here the author, 
like so many advocates of planning, confronts a dilemma and falls into 
confusion. Practical administration is concerned with effecting adjustments 
between TVA and existing institutions; yet TVA cannot attain its social 
. objectives unless these institutions are changed. Although cognizant of this 
difficulty in respect to hydro, forestry, agricultural land, industrial develop- 
ment, fertilizer and other vital functions, the author presents no definite 
program for institutional changes. He merely suggests, vaguely and without 
specification, the desirability of legislation to clarify and implement the 
Act in respect to these matters. His reluctance to recommend the extension 
of TVA to other areas may be due in part to his uncertainty regarding the 
solution of the economic problems involved. The advocates of regional plan- 
ning should recognize that no significant progress in this direction can be 
made until certain basic institutions of capitalism are modified. 

Horace M. GRAY 

University of Ilinois 


Rebirth of Monopoly: A Critical Analysis of Economic Conduct in the 
Petroleum Industry of the United States. By WILLIAM J. KEMNITZER. 
(New York: Harper. 1938. Pp. 261. $2.50.) 

The title of this book is suggestive. So is the book itself. This is about all 
that can be said for it. The publisher’s blurb states that the book “is written 
in the belief that monopoly in the petroleum industry of the United States 
is being reborn.” The belief is clearly apparent but the evidence to support 
this belief is quite inadequate. There is an easy assumption of proof which 
reminds one of the naive rule of the Scotch juryman: “I look at the prisoner 
in the box and I say to myself, ‘If ye are not guilty, why are ye here? ” For 
instance, while the common policies of conduct followed by large oil com- 
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panies “might seem a coincidence or merely the result of similarity in eco- 
nomic position,” the reason “is more likely” to be found in their common 
dominating stockholders, or interlocking affiliates, or both. On this point 
the treatment, at best, is unconvincing. For example, there is a loosely- 
drawn chart of interlocking stockholding groups; but there are no sup- 
porting tables or other data to show whether the interownership amounts 
to 100, 1,000, or 1,000,000 shares in any given case. The inclusion of the 
General Education Board, the University of Chicago, the Society of New 
York Hospital, the Sun Life Assurance Company of Canada and some half 
dozen brokerage concerns in the list of interlocking holders does not 
strengthen the charge of monopoly. 

Again, the author sees an opportunity for monopoly in the circumstance 
that twenty companies account for approximately 87 per cent of the business 
of the industry. This can hardly be denied. What is needed is definite 
evidence that these companies actually are operating in such concert as to 
constitute a monopoly. 

Likewise, the author finds the ordinary technologist “an unpretentious, 
conscientious individual” who often has “struggled to get through college” 
hoping for a job from a big company, and who, when he gets one, joins 
the various clubs to which other major-company technologists belong, takes 
out company insurance, buys company stock and generally “falls in line.” 
Grant all this, yet it hardly justifies the author’s sweeping assumption: “Is 
it any wonder, then, that most major company technologists will ‘blow hot 
or blow cold’ whichever is wanted?” 

Such easy reasoning necessarily impairs confidence in the main argument 
of the book. This is not to deny that monopoly may be in process of forma- 
tion. The point here emphasized is merely that the author does not make 
out an adequate case. LUTHER CONANT ` 

Winchester, Massachusetts 


The Middle W ay: A Study of the Problem of Economic and Social Progress 
in a Free and Democratic Society. By HAROLD MACMILLAN. (London 
and New York: Macmillan. 1938. Pp. ix, 382. $2.50.) 

Under a title similar to that used by Childs for his study of Sweden, this 
author, a member of Parliament, outlines a middle course toward greater 
rationalization, regulation and economic planning for Britain. 

The individual has sacrificed much of his economic freedom and inde- 
pendence to gain the advantages of a more efficient industrial and social 
system. That system, however, continues to fail in its responsibility to him 
and to yield only limited benefits together with poverty and insecurity for 
large groups of its members. For Britain the author proposes reform the 
middle way. On the one hand he concedes the impossibility of a return to 
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a “free economy” as known in the past or as theoretically defined. On the 
other he rejects fascism, communism, and socialism as remote and undesir- 
able. With customary clarity and conviction he outlines the middle way, 
revealing occasional traces of concern lest the remoteness or political im- 
possibility of one or another of the rejected “isms” be doubtful. 

The way sought is a desirable and feasible one in harmony with the trend 
of evolutionary development. A review of this trend shows the abandon- 
ment of Jaissez-faire and free competition in practice, the extension of 
“public enterprise,” and increased governmental intervention in economic ' 
life. This is regarded as an accelerating trend toward planning; the next 
step is from piecemeal planning to national planning. 

As usual the goal is the achievement of acceptable minimum standards 
of living, security, and individual freedom for the masses. The necessary 
economic welfare cannot be had without insuring larger incomes and lower 
prices. Nor will legal minimum wages alone suffice. Fundamental improve- 
ments in the system are required. 

For present costly methods of distributing basic essentials, like bread, 
sugar, milk, butter, eggs, and potatoes, the most economical methods of 
large-scale codperative enterprise are proposed. By eliminating competitive 
redundancy, increasing efficiency, and establishing public utility control in. 
this field, essentials may be provided at the lowest possible cost. Similarly, 
public ownership and management or regulation is advocated for those 
fully developed industries affected with the public interest. The remaining 
branches of industry are to be left largely free. Freedom and uncontrolled 
competition are positively advocated for new industries needing the “vigor- 
ous initiative of private enterprise.” Upon achieving full development, how- 
ever, industries are regarded as inclined to over-expansion, thus necessitating 
reorganization and rationalization. Such industries, whose facilities threaten 
to outrun market demand, will be permitted to integrate or they may be 
permitted, encouraged, or required to reorganize and engage in business 
self-government under a proposed enabling act reminiscent of the NIRA. 

In tentative and often vague terms the rationalization of finance and the 
central supervision and control of foreign trade are made part of the general 
program. All these directed activities are to be endowed with the inspiration 
of national planning through a National Economic Council as central co- 
ordinating body. Out of the increased efficiency and employment expected 
in this rationalized economy will come the possibility of additional wages 
and even statutory minimum wages without higher retail prices. Moreover, 
the consequent reduction in cyclical fluctuations will render employment 
and consumer incomes more secure. 

The line of argument is strangely similar to that prevalent in this country 
during 1932-35. Persuasiveness gives way to generality and tentative sug- 
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gestions at crucial points. Nevertheless, the general philosophy and method 
presented are sufficient to constitute a case worthy of discussion. 

Of the multitude of points on which the reviewer is inclined to take issue, 
only a few need to be recorded here. The facility with which wages are to 
be raised and employment provided for low income groups is unconvincing. 
The goals, methods and principles of regulating foreign trade and finance 
surely call for morg thorough analysis and formulation. But a critical part of 
the whole scheme is business rationalization and self-government under a 
proposal involving few safeguards for the protection of the public. The 
author gives no evidence of having examined the American experience or 
the disillusionment which followed. Before hastening monopoly capitalism 
in the interest of greater economic freedom for the masses, this might be 
recommended. In any event a clearer insight into the incidental results of 
business planning and the manner of meeting the conflict between industrial 
progress and security is needed before encouragement is given to this trend. 

ROBERT D. CALKINS 

University of California 


International Raw Materials Cartels. By WILLIAM OQUALD, assisted by L 
BALLANDE. (Paris: Internat. Inst. of Intellectual Codperation. 1938. 
Pp. 54.) 

Under the auspices of the League-sponsored International Institute of 
Intellectual Codperation the tenth session of the International Studies Con- 
ference met in Paris from June 28 to July 3, 1937. This conference was dedi- 
cated to the task of contributing to the vital problem of Peaceful Change. 

A valuable part of the preparatory documentation of this conference con- 
sists of monographs contributed by experts appointed by the Institute or 
its subsidiary national ‘‘codperating’’ committees. In this country Eugene 
Staley, now of the Fletcher School of Diplomacy, and Frederick Sherwood 
Dunn, of the Yale Institute of International Studies, contributed such mono- 
graphs, while Isaiah Bowman, President of Johns Hopkins University, ed- 
ited a valuable volume on Limits of Land Settlement. The study here re- 
viewed is a French contribution to this documentary preparation of the 
Paris Conference of 1937. 

In a nutshell, this study might be described as a proposal to apply to inter- 
national economics, especially to the field of internationally traded basic 
raw materials, the general ideas and philosophies underlying the NIRA 
experiment. The authors hope to promote the cause of Peaceful Change by 
eliminating unfair international competition from one of the most vital 
and hence most delicate sectors of world economy—basic raw materials. 
The means to that end are seen in international cartels regulated by inter- 
national conventions. 

In a historical section of the study, which appears to be based on a larger 
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study of the assistant author entitled Les Ententes Internationales (Paris, 
1937), cartels affecting the production of thirteen commodities (aluminum, 
mercury, wood pulp, nitrates, phosphates, potash, copper, steel, zinc, lead, 
tin, rubber, tea) are briefly discussed. The evidence cited appears to be se- 
lected with forensic skill, though too meager to warrant the faith the authors 
place in the international cartel as an instrument of international economic 
policy. Those suspicious of, or even prejudiced against, the cartel as an 
instrument of social control will hatdly forget their scruples simply because 
certain cartels during a brief span of a business cycle marked by most un- 
usual, almost unique, economic conditions, are credited with having behaved 
fairly well. Moreover, the consolation that even monopolists cannot drive 
prices up ad libitum will hardly silence the objections of critical economists. 
However, in this time of storm and stress, every contribution made to the 
cause of Peaceful Change is most gratefully welcomed; for change alone 
can assure the continuity of world peace. 
Erich W. ZIMMERMANN 
University of North Carolina 


NEW BOOKS 


BARNES, I. R. Cases on public utility regulation. (New York: Crofts. 1938. Pp. 
xx, 984, $5.) 

Cases are arranged under the following headings: the public utility concept 
and the power to regulate; federal and state jurisdiction; the courts and the 
commissions; certificates of convenience and necessity; the tegulation of ac- 
counts; rate regulation—utility price policies, the present fair value doctrine, 
valuation methods, the prudent investment program, the rate of return, the 
practices of state commissions, critical appraisal, operating expenses; control 
of security issues and capitalization; the holding company and intercorporate 
n service regulations; the Federal Power Commission; public owner- 
ship. 

kihe selected cases are divided about equally between the opinions of the 
United States Supreme Court and the decisions of lower courts and commis- 
sions. . . . An introductory note at the beginning of each chapter presents 
the nature of the regulatory problems under consideration and their relation 
to other phases of utility regulation. . . . For the convenience of instructor 
and student, each chapter contains references to parallel readings in the com- 
monly available texts and treatises.” 


BEHLING, B. N. Competition and monopoly in public utility industries. Stad. 
in soc. sci., vol. 23, nos. 1-2. (Urbana: Univ. of Illinois. 1938. Pp. 187. $2.) 

CHANTLER, P. The British gas industry: an economic study. (Manchester: Man- 
chester Univ. Press. 1938. Pp. xi, 141. 7s. 6d.) 


Studies in public utility economics in Great Britain are rather sadly lacking, 
but recently there has developed a definite tendency to overcome this deficiency. 
The book under review is an excellent and much needed contribution in this 
direction, The author first presents a concise treatment of the growth of the 
gas industry in Great Britain, supporting his discussion with ample statistics. 
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He then gives an excellent presentation of the structure of the industry, analyz- 
ing the types of ownership and organization, the complex problems connected 
with by-products, and the growth of integration and coérdination. Serious prob- 
lems are found to exist in the latter field, the author finding no positive evi- 
dence of any relation between size and efficiency. The holding company has 
made some headway, but its prospects from the standpoint of public policy 
do not seem to be very alluring. It is suggested that no single medium can 
bring about satisfactory codrdination. | 

The discussion on public regulation and price policy is exceedingly illumi- 
nating. “British public-utility control has developed primarily through the 
medium of statutory instruments” (p. 62), and since 1870 regulations have 
been mainly under the supervision of the Board of Trade. On the whole 
this has not been a very satisfactory procedure, because statutory arrangements 
for price and profit control are too discontinuous. Similar difficulties arise in 
connection with service standards. An extensive analysis of the sliding-scale 
leads to the conclusion that it is not a suitable means of securing appropriate 
rates. The basic-price system is similarly deficient. While these schemes were 
aimed at preventing monopoly exploitation, they failed to deal with discrimi- 
nation, yet this is the chief problem now that competition with electricity has 
destroyed the dangers of monopoly profits. 

“Price policy in gas supply requires flexibility to meet widely different market 
conditions” (p. 109), and for this there is no “theoretically correct rate” 
(p. 111). Therefore Mr. Chantler feels that there should be a body of gas 
commissioners, whose functions would be similar to a “strong” public-utility 
commission in this country. It is interesting to note the frequent suggestions 
in British literature today favoring such quasi-judicial bodies. 

; Dubey F. PEGRUM 


Epwarps, G. W. The evolution of finance capitalism. (New York: Longmans 
Green. 1938. Pp. xvi, 429. $4.) 

GORDON, L. The public corporation in Great Britain. (New York: Oxford 
Univ, Press. 1938. Pp. viii, 351. $3.50.) 


The complex social problems presented in industries, essentially large-scale 
or monopolistic in nature, have created a definite challenge to democratic 
government. Great Britain’s experiments with the problem are eliciting wide- 
spread interest and have resulted in the publication of three books in rapid 
succession. The one under review, like the other two, is essentially a study 
in public administration. In addition to the three best known and youngest 
of these public corporations—namely, the Central Electricity Board, the British 
Broadcasting Corporation and the London Passenger Transport Board, there 
is included a chapter on the Port of London Authority. The book contains a 
large amount of factual detail and is heavily documented. 

The four corporations dealt with operate in completely different lines of 
endeavor but have the common characteristics of close affiliation with public 
interest, monopolistic tendencies or possibilities, and consequent close govern- 
mental supervision. The use of the public corporation to deal with the issues 
involved is a logical outgrowth of developments in these various fields but 
it is by no means the only possibility. It is significant to note that the author 
suggests the use of quasi-judicial bodies to supervise pricing problems. It is 
felt that even a public corporation needs some checks that cannot be included 
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in the statutes, but that Parliament is not the agency, since it is unsuited to 
guiding business policy. 

The point of view of the author is that of the New Fabian Research Bureau, 
with a rather definite bias in favor of socialization of large-scale industry. The 
public corporation is in this respect, however, not a solution free from diff- 
culty. The financial problems presented by business fluctuations and the need 
for stimulating efficiency present a somewhat interesting dilemma to those 
who favor socialization but who are sceptical of the fortunes of outright 
government ownership. The analysis of the financial problems facing the 
C.E.B. illustrate this. It is curious, to the reviewer at least, that the T.V.A. 
is regarded as a public corporation in the same category as the British, espe- 
cially when the methods of financing are so radically different. 

While the author supports strongly the idea and use of the public corpora- 
tion, and while he praises the accomplishments to date, he is nevertheless very 
critical of the compromises involved in both the establishment of them and 
their operation. This is a typical point of view. The British Broadcasting 
Company comes in for the most critical treatment and this is because its 
services are less subject to economic measurement than the others. It should 
be remembered, in connection with the broadcasting problem in Great Britain, 
that only 12 wave-lengths are available to her under the Lucerne plan. 

Dubey F. PEGRUM 


HAUSSMANN, F. Konzerne und Kartelle im Zeichen der “Wirtschafislenkung.” 
(Zürich: Recht und Gesellschaft. 1938. Pp. 371.) 

HAVLIK, H. F. Service charges in gas and electric rates. (New York: Columbia 
Univ. Press. 1938. Pp. 234. $2.75.) 


This study treats service charges as collection devices by which gas and 
electric companies secure “the revenues to which they are entitled by law.” 
This approach ignores the fact that these charges, by their nature and historic 
usage, are merely forms of monopolistic pricing invoked by private monopolists 
to maximize eat Much of the voluminous material adduced to justify the 
imposition of service charges is derived from private monopolistic sources 
and, hence, is nothing more than rationalization. The author, at many points, 
is cognizant of these difficulties; he recognizes the evils inherent in the un- 
restricted operation of the profit motivation and the desirability of adjusting 
rates to social rather than private ends. Yet, under present institutions, he sees 
no way to attain this latter objective; consequently, he is disposed to accept 
the service charge with suggested modifications to obviate abuses. The ample 
documentation, a carefully selected bibliography, and a detailed index con- 
tribute to the usefulness of the book for reference purposes. 

Horace M. Gray 


McDiarmMip, J. Government corporations and federal funds. (Chicago: Univ. 
of Chicago Press. 1938. Pp. xx, 244. $2.50.) 


The chapters of Dr. McDiarmid’s book constitute a group of somewhat 
unrelated studies dealing, mainly, with existing federal corporations. Descriptive 
rather than analytical, the volume is an excellent introduction to this compli- 
cated subject, though it is unfortunate the author does not indicate more plainly 
that he is dealing with only a portion of the field of federal corporate activity. 
One of Dr. McDiarmid’s chief interests is the extent to which government 
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corporations have been freed from the necessity of annual appropriations and 
the dictates of the comptroller general, aand the administrative importance of 
this development. Other administrative problems, and the general significance 
of federal corporations in the American scheme, are not so thoroughly treated. 
CHARLES CORTEZ ABBOTT 


STOTZ, L. and JAMISON, A. History of the gas industry. (New York: Authors, 
Room 550, 420 Lexington Ave, 1938. Pp. 534. $3.50.) . l 

WILSON, G. L., and others. Public utility regulation. (New York: McGraw-Hill. 
1938. Pp. 586. $4.) 

Transactions of the Third World Power Conference and of the Second Con- 
a on Large Dams. (Washington: Supt. Docs. Pp. 7500; 2500. $22, per 
set. 


Labor and Labor Organizations 


L’ Esperimento Roosevelt e il Movimento Sociale negli Stati Uniti d America. 
By MARIANO PIERRO. 2nd ed. (Milan: Mondadori. 1937. Pp. xxxvi, 
631. L. 30.) 

This book illustrates the interest aroused abroad by the New Deal, since 
its second edition appeared only a month after the first. Professor Pierro, a 
student of labor problems and legislation, devotes his study to a description 
of the labor aspects of the New Deal, intended for Italians without prior 
familiarity with the American labor situation. To give perspective, some 
200 pages are given to a résumé of labor history from the early days of the 
republic to 1933. This part of the study is based almost wholly on the works 
' of Commons, Perlman, Taft and Yellen. Perhaps too much emphasis has 
been placed upon the spectacular strikes, but the main purpose is to show 
the relatively weak position of organized labor. 

The Roosevelt labor program is described on the basis of the Brookings 
and Harvard studies, supplemented by some primary documents. Americans 
will find nothing that is not quite familiar in this part, but it does give a 
fair presentation of the facts to 1936. Evidently the concluding section was 
rewritten in 1937, without however correcting earlier inconsistent state- 
ments, or incorporating new data. Thus the author expects that the Wagner 
act would be declared unconstitutional (p. 571) but subsequently reports 
the decision of the Supreme Court; the invalidation of the New York 
minimum wage law is noted, but not the reversal in the Washington case; 
the forecast of the passage of the court-packing bill is retained. There are 
some minor factual errors, incorrectly spelled or identified proper names, 
and errors in the reproduction of English words and phrases (e.g., pp. 107, 
108, 147, 159, 226, 249, 262, 309, 371, 417, 520, 544, 582). 

The author’s personal views do not affect his descriptive materials, al- 
though the views of the sources used are reflected to a great extent. One 
might criticize the adequacy of the presentation. The relief program and 


1938] Labor and Labor Organizations 815 


the Social Security act are not discussed adequately, though they would seem 
to be important parts in the program of restoring “equilibrium in the class 
struggle.” Other aspects of the New Deal and the interrelation of monetary, 
labor regulatory and taxation programs are scarcely mentioned. In his con- 
cluding chapter the author evaluates the program, and intimates that the 
attempt to solve the problem of class conflict and depression was doomed to 
failure under a democratic constitutional régime. Conflicting interests can 
be restrained, he holds, only by a stronger government than is consonant 
with American tradition. 
Henry J. BrrrERMANN 
Ohio State University 


NEW BOOKS 


ANDERSON, N. The right to work. (New York: Modern Age Books. 1938. Pp. 
152. 50c.) 


Much has been written during the past few years concerning the theoretical 
aspects of public works as a method of dealing with the problem of unemploy- 
ment, but relatively little about the difficulties inherent in the formulation 
and administration of a public works program. In the present volume the author 
is primarily concerned with the latter, particularly as they have manifested 
themselves under the Works Progress Administration. The relatively greater 
space given this agency is explained, first, by the fact that as Director of 
Labor Relations of WPA the author is more intimately acquainted with its 
activities than with those of other federal agencies having to do with public 
works; and second, because WPA has provided more than 80 per cent of 
the jobs made available to relief workers since its inception. 

The author readily admits a bias “. . . in favor of more public employment 
when and where it is needed.” With respect to the controversial question as 
to the form which work relief should take he is inclined toward “the most 
direct method possible and that is the force account” where the government 
itself buys the materials, hires the workers, and directs the project instead of 
letting it out to private contractors. A number of photographs illustrate the 
many types of work, ranging in magnitude from the construction of the 
Tri-Boro Bridge in New York City to a sewing p-zoject, undertaken by WPA. 

Mr. Anderson has done an extremely effective piece of work in pointing 
out the handicaps under which the government has labored in developing 
its work relief program. It has endeavored to provide useful, constructive 
work which would not’ encroach upon the domain of private industry. It has 
had to find projects which would not only meet these tests, but which, of 
course, would utilize the skills, or lack of skills, of the unemployed in each 
locality. It has had to take labor, much of which has been rejected by industry 
as too inefficient for its purposes and make the best of it. It has had to do 
this under the constant “heat” which various pressure groups have turned on 
to divert the program this way or that to promote their particular interests. 

Despite his official connection with WPA, the author denies possession 
of any “inside” information about how the administrative wheels go round. 
Fortunately, the inclusion of such information if, in fact, such exists, is not 


816 Reviews and New Books [ December 


needed to make this an extremely interesting and valuable addition to the 
literature on public works. 
H. D. WoLF 


eo J. B. Labor laws in action. (New York: Harper. 1938. Pp. xviii, 243, 

3.) 

Cuitps, M. W. This is democracy: collective bargaining in Scandinavia. (New ` 
Haven: Yale Univ. Press. 1938. Pp. xvii, 169. $2.50.) 

Deprick, C. L, and HANSEN, M. H. Final report on total and partial unem- 
ployment. Vol. IV. The enumerative check census. (Washington: Supt. Docs. 
1938. Pp. x, 187. 45c.) 

DENNISON, H. S., and others. Toward full employment. (New York: McGraw- 
Hill. 1938. Pp. xiii, 297. $2.50.) 

ae mame progrés technique et le chémage. (Paris: Recueil Sirey. 1938. Pp. 
245. 40 fr.) 

FOENANDER, O. DE R. Towards industrial peace in Australia: a series of essays 
on the history of the Commonwealth Court of Conciliation and Arbitration. 
(Melbourne: Melbourne Univ. Press. 1937. Pp. xxvii, 292.) 


This is a careful account of the development of the Commonwealth Court 
of Conciliation and Arbitration in Australia and an examination of its prin- 
ciples, policies and problems. The discussion is based in large measure on 
a review of the decisions of the Court itself. The author is a barrister and 
solicitor of the Supreme Court of Victoria and lecturer in history and eco- 
nomics at the University of Melbourne. 

Part 1 is devoted to a rather detailed history of the Court from its establish- 
ment in 1904 and provides an interesting account of the evolution of its legal 
powers. Worthy of note is the growth and increasing importance in recent 
years of conciliation machinery over the more formal processes of arbitration. 
Part 2, which forms the major portion of the book, is a study of the actual 
work of the Court in cases involving wage determination, regulation of hours 
of work, and granting of preference in employment to union members (pref- 
erential or closed shop) ; and a discussion of various specific problems which 
have faced the Court, among them, the conflict with state instrumentalities, 
the problem of establishing a “common rule in industry” (the application of a 
specific award governing parties in dispute to an entire industry), and the use 
of the injunction. The book ends with a brief chapter of miscellaneous and 
not always significant conclusions and observations. 

This study has merit as a complete and authoritative account of the method 
followed by the Australian Commonwealth in dealing with industrial dis- 
putes. It casts some light upon the problems which must be faced and the 
complexities which must be untangled in the establishment of federal control 
over industrial relations in a country where governmental powers are divided 
between a national government and the several states, The author does not, 
unfortunately, carry his investigations very far into the realm of consequences 
and results. We are not told in specific terms just how well the Court has 
fulfilled its major objective, “the prevention and settlement of industrial dis- 
putes.” The effects of the Court’s activities on industry and on the labor move- 
ment remain as unanswered questions. This book provides significant back- 
ground information for students of industrial relations in America where 

- many of the problems of the day are similar to those which have been faced 
and partially dealt with in Australia. 
TAULMAN A. MILLER 
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HALL, P. and Locks, H. W. Incentives and contentment: a study made in a 
British factory. (New York: Pitman. 1938. Pp. 202. $1.) 

HANSSON, S. Den svenska fackféreningsrérelsen. 6th ed. (Stockholm: Tiden. 
1938. Pp. 459. Kr. 3.75.) 


The character and extent of the Swedish labor movement is here ably 
described and discussed by the foremost authority on Swedish labor problems 
and the present head of Socialstyrelsen, the government’s fact finding agency 
in the field of industrial relations. This volume is the sixth edition, greatly 
revised and enlarged, of a work first published in 1923 aħd since then exten- 
sively used as a handbook and basic text in the libraries and study circles of 
the Swedish labor movement. 

The principal problems dealt with are: forms of organization; financial set- 
up; union aid (strike, lockout, unemployment and sickness) ; methods and 
tactics; types of agreements; labor legislation; wages, hours, and problems 
of technological advance; labor in politics; as well as a chapter on the Swedish 
Association of Employers, formed largely as a result of labor-union activities. 
Each topic is introduced historically, whereby the evolutionary character of 
the Swedish labor movement is emphasized. 

S. A. ANDERSON 


HERRMANN, H. Ten years of work experience of Philadelphia machinists. Rep. 
no. P-5. (Philadelphia: WPA, Nat. Res. Project. 1938. Pp. xiv, 132.) 

KLEIN, E. E. Work accidents to minors in Illinois. (Chicago: Univ. of Chicago 
Press, 1938. Pp. xvii, 256. $1.) 

Mirus, H. A. and MONTGOMERY, R. E. Labors progress and some basic labor 
problems. (New York: McGraw-Hill. 1938. Pp. 600. $3.75.) 

Morrison, H. British transport at Britains service. (London: The Labour 
Party. 1938. Pp, 11. 1d.) 

PALMER, G. L. Employment and unemployment in Philadelphia in 1936 and 
1937, Part 1. May, 1936. Rep. no. P-3. (Philadelphia: WPA, Nat. Res. 
Project. 1938. Pp. xii, 97.) | 

PALMER, G. L., and others. Ten years of work experience of Philadelphia weavers 
and loom fixers. Rep. no. P-4. (Philadelphia: WPA, Nat. Res. Project. 1938. 
Pp. xiv, 100.) . 

Treats of reémployment opportunities and recent changes in industrial tech- 
niques. Prepared in coöperation with the Industrial Research Department of 
the Wharton School. 

RICHARDSON, J. H. Industrial relations in Great Britain. 2nd ed. Stud. and rep., 
ser. A, no. 36. (Geneva and Washington: Internat. Labour Office. 1938. Pp. 
301. $1.) 

Rucker, A. W. Restoring management control of wages and hours, Address at 
40th annual convention, Nat. Metal Trades Assoc. (Chicago: Nat. Metal 
Trades Assoc. 1938. Pp. 23.) 

Saposs, D. J. and Buiss, E. T. Anti-labor activities in the United States. (New 
York: League for Industrial Democracy. 1938. Pp. 39. 15c.) 

STONE, N. I. Systems of shop management in the cotton-garment industry. Rep. 
no. B-5, Reprinted from Monthly Labor Review, Jane, 1938. (Philadelphia: 
WPA, Nat. Res. Project. 1938. Pp. 22.) 

WATKINS, G. S. and Dopp, P. A. The management of labor relations, (New 
York: McGraw-Hill. 1938. Pp. xviii, 780. $4.) 

. WOYTINSKY, W. S. Labor in the United States: basic statistics for social security. 
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A report prepared for the Committee on Social Security. (New York: Soc. Sci. 
Res. Council. 1938. Pp. xxii, 333. $3.50.) 

Collective bargaining and coé peration. Bull. no. 8. (Ann Arbor: Univ. of Michi- 
gan Bur. of Industrial Rel. 1938. Pp. 65.) 

Contains the text of some of the addresses presented in the Spring of 1938 
at two conferences sponsored by the Bureau of Industrial Relations at the 
University of Michigan. 

Elements of labor policy. Bull. no. 7. (Ann Arbor: Univ. of Michigan Bur. of 
Industrial Rel. 1938. Pp. 70.) 

Index to reference material on industrial relations. Bull. no. 5. (Ann Arbor: 
Univ. of Michigan Bur. of Industrial Rel. 1938. Pp. 24.) 

Industrial accident statistics. Stud. and rep., ser. N, no. 22. (Geneva and Wash- 
ington: Internat. Labour Office. 1938. Pp. xvii, 533. $2.50.) 

International survey of legal decisions on labour law, 1936-37 (twelfth year). 
Geneva and Washington: Internat. Labour Office. 1938. Pp. xvii, 533. $2.50.) 

Labor condemns Trotskyism: resolution unanimously adopted by First National 
Congress of the Mexican Confederation of Labor. (New York: Internat. Pubs. 

= 1938. Pp. 23. 3c.) 

Labour courts: an international survey of judicial systems for the settlement of 
disputes. Stud. and rep., ser. A, no, 40. (Geneva and Washington: Internat. 
Labour Office. 1938. Pp. viii, 220. $1.25.) 

Mexico labor controversy, 1936-1938: memoranda on the controversy arising out 
of Mexico’s impositions on foreign oil companies in Mexico leading up to the 
expropriation decree of March 18, 1938. Reprint. (New York: Standard Oil 
Co, 1938. Pp. vii, 226.) 

Minimum wage laws in the states. (Washington: Am. Retail Fed. 1938. Pp. 3.) 

Organization and functions of the Department of Labor and Industry. (Hatris- 
burg: Commonwealth of Pennsylvania. Pp. 63.) 

Report i the Nineteenth National Conference of Labour Women, held at the 
town hall, Leamington Spa, May 10th, 11th and 12th, 1938. (London: The 
Labour Party. 1938. Pp. 125. 6d.) 

Wages, hours, and employment in the United States, July, 1936-June, 1937. 
Supplement to Conf. Board service letter, June, 1938. (New York: Nat. In- 
dustrial Conf. Board. 1938. Pp. 31.) 

Where we stand: labor's road forward; the program and policies of the 1.L.L.A. 
(New York: Workers Age Pubs. 1938. Pp. 14. 5c.) 

Year-book of labour statistics. Third year of issue. (Geneva and Washington: 
Internat. Labour Office. 1938. Pp. viii, 267.) 


Money, Prices, Credit, and Banking 


Price and Price Policies. By WALTON HAMILTON, MARK ADAMS, IRENE 

TILL, ALBERT ABRAHAMSON, GEORGE MARSHALL and HELEN EVER- 

ETT MEIKLEJOHN. (New York: McGraw-Hill. 1938. Pp. xiii, 565. 
$4.00. ) 

This volume presents “clinical reports” on seven different industries— 

automobile, tire, gasoline, cottonseed, dress, whiskey, and milk—with an 

introductory and concluding chapter by Walton Hamilton. The data on the 
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several industries were secured for President Roosevelt’s Cabinet Committee 
on Price Policy and are now given public presentation. 

The studies in this volume make available a rich store of concrete, factual 
material on the methods, customs, and arrangements of industry which will 
be of wide interest. For this excellent service the authors are to be congratu- 
lated. However, woven into the work is a theoretical treatment confused and 
contradictory. Repeatedly it is stated that corppetition has failed to keep 
industry in order. Competition in practice, Hamilton says, has resulted in low 
wages, high prices, “a cutting of prices below the floor of costs,” overpro- 
duction, surrender to a “Ten Per Cent who refuse to abide by standards,” 
etc. The extent to which these phenomena are the result of industrial mo- 
nopoly and a failure to enforce established rules is not discussed. In fact, 
no distinction is made between the concept of competition as fair rivalry 
in regard to price, and the notion (held by the authors) of competition as 
mere rivalry for sales. 

The running analysis of competitive price by Hamilton and associates 
is mystical and obscure. Price is defined as “a monetary summary of all the 
conditions which give value to a ware.” As such, price is said to be “fixed” 
by demand, the “process of marketing,” the “subtleties of technology,” the 
“intricacies of financial structure,” as well as “a myriad of conditions” which 
go “beyond the confines of a continent and permeate the multiple aspects 
of a culture.” Although the book is entitled Price and Price Policies, its 
value is to be found in the detailed descriptions of productive activity in the 
selected industries rather than in the analysis of price and price policies. 

Each of the industries studied is characterized as “intensely competitive,” 
despite the use in several industries of basing-point plans, and the presence 
of trade associations which have “all refiners quote the same price.” Compe- 
tition to Hamilton and staff means in some cases the presence of several 
sellers in a given market, and in other cases the existence of substitute com- 
modities, notwithstanding the presence in the industry of “unified tactics 
with regard to prices.” What monopoly is, and how it differs from “‘compe- 
tition,” is nowhere discussed. 

A typical analysis of price and competition is found in the study of the 
gasoline industry. This industry is said to be “over-competitive’”—“‘a compe- 
tition which operates in a free, open, and national market.” It is admitted 
that once the industry was monopolistic, but now it “has gone competitive.” 
It is competitive because a “little gasoline seller . . . can cause tremors through 
the industry”; and because independents usually “start” a price war. Al- 
though it is true that the initial reduction is usually made by an independent 
—and rightly so—the reduction is thereupon seized by the “majors” as an 
excuse to cut prices drastically 72 4 given area only to eliminate or chastise 
the independent. It is amazing that a study of the gasoline industry should 
fail to mention this common technique. 
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In the discussion of gasoline prices it is said that “the price of one com- 
pany must be the price for all,” because of the “sensitive reaction of con- 
sumers to price differentials,” but whose price 7s the price for all? No an- 
swer is made to this question; and no consideration is given to the available 
evidence which indicates that gasoline sellers in particular follow the leader 
on price, and that independents generally dare not step out alone. 

The norm for the retail price of gasoline is said to be “the sum of the 
refinery price, freight and terminal charges, the margins for jobber and 
retailer, and the gasoline taxes.” But then it is confessed that "the refinery 
does not post quotations” and thereupon no mention is made of the divergent 
refinery net prices which exist because of freight absorption, local price 
wars, etc. The uniformity of refiners’ prices which is said to indicate “keen 
competition” is not a characteristic of the net refinery prices, but rather of 
delivered prices. Uniform delivered prices, however, are monopoly prices 
for they involve price discrimination. The uniformity of a competitive price 
applies only to the “mill nets” of a seller or group of sellers. 

A similar confusion of monopoly and competition is found in the studies 
of tire and cottonseed prices. A common complaint of the government 
(Report, U. S. Attorney General, 1937) has been the identity of tire prices 
which it finds when secret competitive bids are opened. In the study of tire 
prices this technique is not mentioned. The price “uniformity” of cotton- 
seed oil, the basing-point system for the sale of cottonseed meal, etc., are 
passed by as peculiarities of particular industries. 

Lacking a clear notion of price, competition, and monopoly, Hamilton and 
associates conclude that “proper freedom of collective action” or “‘self- 
government” must be given to industry so that it can cope with “destructive” 
competition. The state, thereupon, in protecting the public interest, “must 
have a wide discretion, and statutes written in the broadest of terms,” to 
subdue money making activities to the needs of the people. What a “proper” 
amount of self-government is, and how the state will “subdue” acquisitive 
excesses, are not discussed. Experience at home and abroad with legalized 
cartels does not indicate that they can be made to promote the public interest. 
Hamilton’s conclusion that the regulative authority of government must be 
pitted against the collective action of private business is based upon a con- 
fusion of competition with monopoly. 

VERNON A. MUND 

University of Washington 


NEW BOOKS 
BAUDIN, L. La réforme du crédit. (Paris: Lib. Gén. de Droit et de Jurisprudence. 
1938. Pp. 138. 15 fr.) 
A reprint of two lectures delivered by Professor Baudin, of the faculty of 
” law of the University of Paris, at the Conservatoire National des Aris-et- 
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Metiers at the time the recent act for reforming the Bank of France was under 
discussion. It does not pretend to bring to the reader the results of new re- 
search. Rather it is a series of loosely connected observations on popular il- 
lusions about credit and the dangers to be anticipated from excessive public 
regulation. Professor Baudin is highly orthodox. He has no use for pump- 
priming, looks askance at open-market operations and at a variety of devices 
artificially creating cheap credit. He holds that credit neither creates capital nor 
replaces it. Rigid rules regarding liquidity are ao substitute for honesty and 
judgment on the part of the banking fraternity. To those in France who cite 
President Roosevelt as gospel, he replies, “Qui nous protégera d’un tel pro- 
tecteur ?” 
JOHN V. VAN SICKLE 


DAVENPORT, D. H. The co-operative banks of Massachusetts. Bus. res. stud. no. 
20. (Boston: Harvard Univ. Bur. of Bus. Res. 1938. Pp. x, 53. $1.) 

GREEF, A. O. The commercial paper house in the United States. Harvard econ. 
stud., vol. Ix. (Cambridge: Harvard Univ. Press, 1938. Pp. xv, 459. $5.) 

GUENSER, G. Le marché monétaire francais et son aes par la Banque de 
France. (Paris: Recueil Sirey. 1938. Pp. 357. 65 fr.) 

Hesse, F. Die deutsche Wirtschaftslage von 1914 bis 1923: Krieg, Geldblabe 
und Wechsellagen. (Jena: Fischer. 1938. Pp. x, 498. RM. 15.) 

HuBACHEK, F. B. Annotations on small loan laws: based on the sixth draft of 
the Uniform Small Loan law. (New York: Russell Sage Found. 1938. Pp. 
Ixv, 255. $3.) 

This book is one of six, the last one in point of time, that the Russell Sage 
Foundation has published on the general subject of small-loan laws. It is based 
upon the sixth draft of the law, although there is now in process of formulation 
the seventh draft by the Foundation. The author has for ten years been chairman 
of the law committee of the Association of Personal Finance Companies and 
is counsel for the Household Finance Corporation, one of the more important 
units in the small-loan field. The book is designed as a reference guide for one 
who wishes to examine what the courts have said with regard to any of the 
provisions of the uniform small-loan law. As such it constitutes an invaluable 
reference volume. Each section of the law is examined in the light of the 
soe aaa of the courts in those cases in which litigation has been 

rougnt. 

Indicative of the scope of the uniform small-loan law is the observation that 
at present 33 states have more or less comprehensive small-loan laws that in- 
corporate the general philosophy enunciated by the Russell Sage Foundation 
in its pioneering work in this field of social legislation. 

While the po purpose of this volume is to give a careful and complete 
picture of judicial pronouncements on the law, the author does, in his intro- 
duction, engage in obiter dicta to the extent of subscribing to what this 
reviewer regards as one of the fundamental fallacies accepted by the Sage 
Foundation—namely, the reliance upon competition to determine the correct 
rate of interest for small loans. He indicates that “competition among lenders 
would eliminate the illegal lender, and would determine proper charges for 
various classes of loans within the regulated field.” This appraisal overlooks the 
fact that in this type of lending the overhead is a very important factor in deter- 
mining the price at which loans may be made with a profit. Excessive competi 
tion, with the small volume of loans by any one office, necessarily means a 
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heavy loading of the interest charge and the penalizing of the necessitous bor- 
rower to an extert that would be unnecessary if only the philosophy of a 
public utility were applied to the degree of limiting the number of offices in 
this activity in which the law of decreasing cost, with increasing volume, works. 
Along this line perhaps lies the most important modification that can come 
in this legislation in the future. Aside from this observation, which is merely 
incidental to the work of Mr. Hubachek, this volume will serve a useful pur- 
pose in the further educatjon of the American people in the business of small 
loans. z 
CLYDE OLIN FISHER 


Irons, W. H. A study of the causes underlying the international gold crisis. A 
dissertation, (Philadelphia: Univ. of Pennsylvania. 1938. Pp. 232.) 


This doctoral dissertation of Dr. Irons was written under the supervision 
and criticism of Drs. James, Young, Neiser, and Kuznets. The work, as re- 
vealed by the chapter captions, deals with “A comparison of the operation of 
the pre-war and post-war gold standards”; “Gold and the changed monetiza- 
tion process” ; “National financial structures and gold standard management” ; 
“Domestic credit policy and the stability of the gold standard”; ‘“The relation 
of certain price problems to the gold crisis’; “The foreign trade situation and 
gold standard operation”; “Long-term capital movements and gold standard 
instability” ; “The relation of short-term capital movements to the gold standard 
breakdown”; and “A summary of the causes of gold movements and their 
relation to the gold standard situation.” 

The general conclusions reached are stated by Dr. Irons as follows: 

“In brief, it has been these factors of disequilibrium, of nationalism and of 
questionable monetary practices, that have given rise to the gold movements 
of the period, and have so weakened the gold reserves of several nations as 
to force abandonment of the gold standard. This leads one to the conclusion 
that the gold crisis was not caused so much by inherent defects in the gold 
standard mechanism itself, but by the existence of an unsound and incom- 
patible economic and financial framework within which the gold standard 
mechanism has been forced to operate. Conditioned by such abnormal forces 
the operation of the post-war gold standard has consequently been very dif- 
ferent and much less stable than was characteristic of the gold standard of 
1914, 

“For the future, it would seem that financial authorities and monetary ex- 
perts must seek for either a change in the economic and financial framework, 
or a change in the gold standard mechanism. In view of the present prevalence 
of extreme economic nationalism, and its probable continuance for some time, 
it may be that the modification will have to be in the mechanism of the gold 
standard itself, for after all any monetary standard must be adapted to the 
conditions under which it is to operate.” 3 

In general the work is a solid study and in harmony with the most authorita- 
tive conclusions on the subjects examined. While it probably includes little 
that will be new to the close students of the gold standard and of the events 
of the period covered (particularly 1925-1934), the study brings together 
useful informative material, including 83 tables and some charts. 

WALTER E. SPAHR 


KŘÍŽ, M. Les opérations des bok a d'émission sur le marché libre, (Paris: 
Recueil Sirey. 1938. Pp. 282. 35 fr.) 
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M. Kříž undertakes an analysis of open-market operations because the prob- 
lems which follow such actions have been studied usually only incidentally 
in general treatises upon money and credit and because open-market policy 
has undergone a profound transformation since the war. Previously such ac- 
tivity was subsidiary to and sought to reénforce the discount policy of central 
banks. Since the war and particularly since the depression it has become an 
independent and active force in monetary policy. Until 1931 the primary pur- 
pose was to offset short-term capital movements; more recently it has been 
used as an instrument of monetary and credit expansiorf while equalization 
funds have taken care of capital flows. In this new rôle open-market opera- 
tions are a reflection of a realistic monetary policy wherein the internal credit 
base is protected and ample and cheap money is provided by influencing directly 
the reserves and free funds of commercial banks. On the whole they have been 
successful in achieving these ends and have generally overcome various broad 
limitations. The nations making use of open-market policy in this realistic 
manner are England, the United States (these being the only countries practis- 
ing the policy prior to 1931), Japan, Germany, Canada, Argentina, Poland, 
New Zealand, Norway, Netherlands, and Belgium. Its adoption has been 
recommended in Sweden, France, Switzerland, Czechoslovakia, and Australia. 

While perhaps true of continental Europe, one can hardly agree that open- 
market policy has been studied only facideneally in England and the United 
States. It is doubtful whether Kiiz with his many references to the Macmillan 
Report, Keynes, Hawtrey, Gregory, Willis, and Harris would hold too strongly 
to that point. Also his standards for measuring the success of open-market 
operations are so general that one may be inclined to disagree. Indeed it may 
be questioned whether any definite and accepted philosophy of open-market 
policy has been developed either in the United States or abroad. While Kříž 
adds little to knowledge in the field, his contribution (by no means a small 
one) is gathering from wide and varied sources the essence of much of the 
available material on the subject into one volume. He presents the various 
aspects clearly and, allowing for repetitions, interestingly. 


BRUCE LOCKLING 


Munro, H. Principles of monetary-industrial stability. (London: Blackie. 1938. 
Pp. xiii, 130. 5s.) 

On the assumption that “physical laws govern the interactions of money 
and goods,” Mr. Munro, a British engineer, confidently offers a “solution” to 
the problem of cyclical fluctuations. This he does principally through the 
medium of non-functional diagrams, essentially variants of those generally 
associated with Foster and Catchings, which purport to show that trade de- 
pression inevitably follows when for a given period the flow of the industrial 
system's average weekly output is not met by a money flow of such volume 
that the level of prices is left unchanged. If goods for whose production a 
certain amount of money has been expended are not sold for an equal amount 
of money during a “normal” selling period, hoarding is said to take place, 
“blocked” (unsold) goods appear in the market, output is restricted, and all 
the symptoms of industrial stagnation manifest themselves. The book is but 
a seemingly unending parade of variants of this simple thesis. 

The author persistently fails to state the conditions in terms of which the 
crucial sections of the argument are reasoned, has nothing to say with respect” 
to the rôle of demand in intercommodity relations and in the allocation of 
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resources, overlooks technical inflexibilities in production problems which are 
inseparable from the task which he sets himself, and time and again lays 
down generalizations in instances in which cognizance of probable cumulative 
disturbances would have rendered difficult or impossible many of the cavalier 
conclusions actually reached. Finally, Mr. Munro has the dubious honor of 
asserting in this undocumented book that the quantity theory no longer holds 
true. 
VIRGIL SALERA 


Norrurop, M. B. Control policies of the Reichsbank, 1924-1933. (New York: 
Columbia Univ. Press. 1938. Pp. 405. $4.) 

Paris, J. D. Monetary policies a the United States, 1932-1938. (New York: 
Columbia Univ. Press. 1938. Pp. xiv, 198. $2.75.) 


In August, 1934, the National Industrial Conference Board published a 
brief account of The New Monetary System of the United States, prepared 
by Dr. Ralph A. Young. Much water has flowed under the bridge and much 
gold and silver into the Treasury during the past four years, so that the present 
book by Dr. Paris will be welcomed for its brief account of the whole de- 
velopment to date. 

Various chapters discuss the underlying conditions, the “deliberate manipula- 
tion of the gold dollar,” “doing something” for silver, the changed federal 
reserve note, and the passing of the national bank note. The longest chapter 
is on silver. This traces the various steps taken largely as a result of pressure 
from interested groups. The author is critical of this action, but admits that 
it may have been necessary as a sop to inflationists to ward off even worse 
monetary legislation. He points out that the silver policy has not attained 
its goal of raising the p of the white metal, except for the bounty to 
American producers, and that it did not bring the promised increased trade 
with China but rather the opposite and a loss of good will. He favors repeal, 
but doubts if anyone in Congress is likely to take the initiative. 

The final chapter appraises the monetary policies of the country in recent 
years as a conglomeration of somewhat unrelated steps, taken toward rather 
vague goals, because of political pressure. In general the objectives were not 
reached. The only good accomplishment has been the progress in abolishing 
two superfluous elements of the currency system, national bank notes and 
federal reserve bank notes. The author advises the return to an international 
gold standard, the abandonment of the silver-purchase policy, and the retire- 
ment of the “greenbacks.” 

A valuable feature of the book is the 78 pages of appendixes, which give 
monetary chronologies from 1792 to 1938, the text of important monetary laws 
and other documents, and a bibliography. 

Dickson H. LEAVENS 


PIROU, G. La monnaie francaise de 1936 à 1938. (Paris: Recueil Sirey. 1938. Pp. 
129.) 

QUADEN, P. Les mutations monétaires en théorie et en pratique. (Paris: Recueil 
Sirey. 1937. Pp. 253.) 

RoBEY, R. W. Purchasing power: an introduction to qualitative credit control 
based on the theories of Stephen A. Colwell, (New York: Prentice-Hall. 1938. 

e Pp. xiii, 163. $2.50.) 
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Stephen Colwell (1800-1871) was an original and prolific student of mone- 
tary theory whose work has been relegated to the background reserved for those 
whose ideas do not catch hold during a period of controversy. Professor Robey 
has effectively demonstrated in his book that Colwell’s ideas furnish an interest- 
ing approach to the problem of credit control. 

In the first part Robey presents the basic features of Colwell’s theory as 
drawn from his extensive writings (notably The Ways and Means of Payment, 
1859). The essential principles of this theory, which are in general opposition 
to those of the Managed Currency School, are as follows: 

(1) Credit is concerned with money of account rather than with money (stand- 
ard, full-bodied). 

(2) Credit soundness is a matter of the exchange value of the goods upon 
which the credit is based rather than gold or other reserves. 


In part 2 Professor Robey carries forward these ideas and attempts to point 
the way toward a new set of criteria for credit policy. Credit control is limited 
to fiat purchasing power (że. purchasing power which can be transferred 
after creation from one person to another), the major source of which is the 
commercial banks, But purchasing power created by the commercial banks is 
only fiat when it surpasses the assets of the banks (which assets include capital, 
surplus, undivided profits, money and currency deposited, claims or checks 
upon other banks deposited by customers). Robey concludes that, since we do 
not know how much fiat purchasing power the economic system can stand 
and we do not know how the various types of fiat purchasing power affect 
the economy, the most practical expedient pending that knowledge is to limit 
the creation of fiat purchasing power to loans which are both commercial and 
self-liquidating. 

This restriction, it is argued, will remove the wild credit cycles which plague 
our economic system. But this conclusion is rather strange when one considers 
that nothing is done to control the multiple expansion of commercial credit 
except to limit qualitatively the number of requests for credit creation. There- 
fore, no really effective argument is levied against these who hold for quantita- 
tive control and credit stability. 

Professor Robey explains in the preface that his book is meant only to 
point the way to a new approach. The task of orienting this approach to the 
work of the quantitative theorists has been ruled out. This is, of course, the 
author’s business. But it has made a rather thin book which leaves too many 
doubts and questions in the reader’s mind. 


NATHAN M. BECKER 


SAYERS, R. S. Modern banking. (New York: Oxford Univ. Press. 1938. Pp. xi, 
316. $4.25.) 


“This book presents an exposition of modern banking in the light of cur- 
rent theory. It is addressed primarily to the university student who wishes to 
include in his honours course a study of banking sufficient to enable him to 
understand how this important part of the economic system really works nowa- 
days” (v). In these opening sentences in the preface the author has concisely 
and accurately summarized what he has done in the volume under review. 

As will be gathered from the foregoing description of the general nature 
of the book, a good share of the material included is elementary, although 
the last half of the book contains considerably more complex analysis thn 
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does the first half. After an introductory chapter dealing with the supply of 
money and the price level, the sources of money supplies and the process of 
money creation, the author passes on to a description of commercial banking 
(chapter 2), the discount market (chapter 3), and central banking, in the 
latter connection dealing with constitutional questions (chapter 4) and the 
business of central benks (chapter 5). 

There is a transition at this point to more complex matters in chapters on 
the theory of bank rate changes, foreign exchange and international monetary 
systems. Following this the distribution of commercial bank assets and deposits 
is considered in some detail, as are the problems of stock market control and 
the relation of government financial policy to the banking system. The book 
closes with two brief chapters on banking in new countries and the nationali- 
zation of banking. 

Speaking generally, there is little to criticize in Mr. Sayers’ exposition and 
analysis. The reviewer is not inclined to endorse government spending in de- 
pression through ‘‘deficiteering’”’ as heartily as does Mr. Sayers, although ad- 
mitting it may have a limited usefulness under certain conditions. Mr. Sayers 
might well have presented a more detailed analysis of this point. As it is, his 
position ee to be say ene in favor of government spending as the 
most satisfactory cure for depression. Aside from this particular question, the 
arguments presented are forceful, well-balanced and properly qualified. 

Two minor errors of fact appear in connection with the description of the 
federal reserve system. It is stated (pp. 81-2) that the chairman and vice- 
chairman of the Board of Governors are selected by the Senate when, in fact, 
they are designated by the President. Again, it is stated (p. 82) that “the 
federal reserve banks shall withhold a certain part of their profits as reserve 
capital. Stockholders may be paid a cumulative dividend of 6 per cent per 
annum. Any Pee not absorbed by these two requirements pass automatically 
to the federal Treasury.” Actually, since June 16, 1933, all excess profits over 
the 6 per cent dividend have by law been carried to surplus. 

It is the opinion of the reviewer that Mr. Sayers’ volume will be of very 
considerable value to the untrained English student of banking. One difficulty 
with English publications by competent economists is that they are generally 
of too advanced a nature to be understood by the uninitiated. This volume 
should thus fill a distinct gap. The American reader will also find the book 
useful in connection with the discussion of certain aspects of the English sys- 
tem. The section devoted to the Exchange Equalization Account (chapter 8) 
is distinctly a case in point. 

FREDERICK A, BRADFORD 


SCHUMANN, C. G. W. Gold und Konjunktur in Südafrika. (Jena: Fischer. 1938. 


Pp. 22.) 


S ea C. H., Jr. Financial study of the joint stock land banks: a chapter 


in farm mortgage banking. (Washington: Washington Coll. Press. 1938. Pp. 
xiv, 210.) : 

The purpose of this study is to point certain lessons with respect to sound, 
long-term mortgage banking, with the relatively short life of the joint stock 
land banks providing exhibits A through Z. 

Chiefly responsible, in the author's view, for the failure of these banks to 
accomplish the purposes set for them by a “T. V. Smithian” Congress in 1916, 
were the following factors: (a) the banks were organized and developed in 
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a period of unprecedented fluctuations in farm land values, which reacted to 
the detriment of the banks because of (b) their unduly high ratio (15 to 1) 
of funded debt to capital stock, providing them with (c) high fixed charges 
when declining farm incomes made loan collections more expensive, and hence, 
lending operations steadily less lucrative. Moreover, the legislatively fixed 
maximum operating spread of 1 per cent did not permit sufficient leeway for 
the accumulation of reserves commensurate with the inflexible capital structure 
of the banks. i 

Readers of this book may consider its first 100 pages £ bit tedious in their 
comprehensive presentation of the life story of the banks, particularly after 
discovering the real meat of the volume in its final chapters. Mr. Schwartz 
has taken a middle-of-the-road position in his recommendations for improv- 
ing farm mortgage banking; but his inclusion of such a large proportion of 
the factors which should be considered in fixing financial policies for long- 
term mortgage financing will provide even the experienced mortgage banker 
with a valuable review of fundamental principles. l 

ROBERT C. BEACH 


SINHA, J. C. Indian currency problems in the last decade (1926-1936). Sir 
Kikabhai Premchand readership lectures delivered in February, 1937, at Delhi 
University. (Delhi: Univ. of Delhi. 1938. Pp. vii, 166.) 


Dr. Sinha gives the background of the instability of the rupee and traces 
in detail with an abundance of statistical data the financial policies of India 
through the periods of ‘Comparative stability (1926-1929),” the period of 
“Strain and crisis (April to September, 1929),” the period of “Depression 
(1930-1933),”” and the period of “Recovery and after (1933-1936).” He 
reviews the agricultural, industrial, and labor conditions of India in each 
period and interprets the currency and credit policies of the nation, both as 
to reasons for changes and the effects of the monetary policies upon the eco- 
nomic life of the nation, 

Dr. Sinha treats the government’s recovery program sympathetically and 
concludes that “not even the worst critic of the government of India can ac- 
cuse it of over-doctoring with regard to this disease.” He accepts the departure 
from the gold standard and the linking of the rupee to sterling in September, 
1931, as being the only practicable course open to India. He concludes that 
the monetary policies of India must be directed toward exchange stability, 
because India is heavily burdened with external obligations apart from mere 
debts and that she cannot afford to sacrifice external equilibrium for the sake 
of internal adjustment. Dr. Sinha states that India should return, when the 
rest of the world reverts, to some form of the gold standard. 

RUSSELL M. NOLEN 


SPAHR, W. E. The fallacies of Professor Irving Fisher's 100% money proposal. 
(New York: Farrar and Rinehart. 1938. Pp. 41. 40c.) 


Professor Spahr attempts to show that the evidence is “that if his (Fisher's 
100% Money) proposal were tried we would undoubtedly be plunged into 
an inflation which all the control devices on earth apparently could not stop 
——without an ensuing collapse” (p. 5). Professor Spahr also states “that there 
is no good reason for supposing that Professor Fisher's proposed controls, 
would work as he assumes they would, considering that he proposes to insti- 
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tute his plan with thirty billion dollars of inconvertible paper money at the 
start” (p. 5). 

According to Professor Fisher’s plan, the banks would turn into cash through 
a “currency commission” enough of the assets of every commercial bank to 
increase the cash reserve of each bank up to 100 per cent of its checking de- 
posits (Fisher's 100% Money, pp. 15-17). Since the money (or United States 
notes) issued by the “currency commission” would have the same security 
that we now have for the federal reserve notes, there is no essential difference, 
except that we shéuld have approximately twenty billion dollars in notes, or 
some four times the amount of pocket money now in circulation. Since this 
amount could not be multiplied by banks through the usual “deposit currency,” 
there is no reason to think that inflation would inevitably follow. The same 
amount of money would be circulated as is now circulated by “deposit cur- 
rency.” It is true that this currency would not be redeemable 100 per cent in 
gold, but it would have the same gold reserve that we have under the present 
plan. Our twenty billion in demand deposits are payable in legal tender cur- 
rency, which is supposedly redeemable in gold; hence the gold reserve would 
be the same whether it was supporting “commission currency” or “deposit 
currency.” If the controls now possessed by the federal reserve system are 
sufficient to prevent inflation, the addition of a “currency commission” and 
a requiremnt of 100 per cent reserves for demand deposits should be an added 
check on over-expansion of money and credit. 

Another criticism by Professor Spahr of the 100 per cent proposal is that 
the plan lays too much stress upon the quantity of money and its relation to 
the price level and business cycles (pp. 28-38). Although Professor Fisher 
does fail to take into consideration many factors which cause business in- 
stability, he is calling attention to one phase which most monetary writers 
recognize as a major problem: the over-expansion of “deposit currency” in 
a period of prosperity and the forced liquidation of sound credit which re- 
sults in business prostration in periods of deflation. 

RUSSELL M. NOLEN 


STECKER, M. L. Intercity differences in costs of living in March, 1935, 59 cities. 
WPA res. monog. xii. (Washington: Supt. Docs. 1937. Pp. xxvi, 216.) 


“The budget used to compute living costs was constructed for an unskilled 
worker, his wife, a son, 13, a daughter, 8. This family’s cost of living at a 
‘maintenance’ and at an ‘emergency’ level is priced in 59 industrial and com- 
mercial cities. The maintenance standard has no provision for savings. . . . 

“There was comparatively slight variation among the 59 cities and the 
various regions in which the cities are located, When cities of the same size 
are compared, the variation is still less. The average cost of the maintenance 
level in cities of the highest region, the Middle Atlantic States (New York, 
New Jersey, Pennsylvania), was only $117 above the average cost in cities 
in the lowest region, the East South Central States (Kentucky, Alabama, Mis- 
sissippi, Tennessee). The difference between these regions is even less when 
cities of 500,000 or more are omitted from the Middle Atlantic group in’ 
order to make the two regions comparable as to size of city.” 


TAGGART, J. H. The Federal Reserve Bank of Boston. (Cambridge: Bankers 
Pub. Co. 1938. Pp. xii, 283. $5.) 
WEBER, A. Depositenbanken und Spekulationsbanken: ein Vergleich deutschen 
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und englischen Bankwesens. áth rev. ed. (Munich: Duncker und Humblot. 
1938. Pp. xviii, 402. RM. 16.) 


This is the fourth edition of a book first published in 1902. Rather de- 
scriptive in nature, it discusses German and English banking under such 
headings as history, the central banks, the credit market, short and long- 
term credit, banks and security issues, bank concentration, bank profits, and 
bank safety and liquidity. Indeed, the author covers such a wide variety of 
subjects that many theoretical issues cannot be handled thoroughly, and some 
questions are simply settled by a statement of the author’s Dpinions. | 

The book is perhaps the closest German equivalent to an American text- 
book on the various phases of banking, and as such has been widely used in 
Germany. It is, however, subject to the limitations of most American text- 
books on the subject: it contains little new material, deals rather extensively 
with practical matters, is dogmatic in some parts and dull in others, and ends 
with some rather weak conclusions and a note of caution about the dangers 
of rapid or radical reform. 

The author recognizes that in banking there is constantly a conflict between 
the public interest and private interest and that bankers, by pursuing their 
own self-interest arid varying the money supply, accentuate the business cycle. 
Yet he dismisses socialized banking as bureaucratic. Banking must depend upon 
private initiative, though not upon the profit motive. The author would, 
through government regulation, prevent private initiative from leading to 
strong competition between banks. One looks in vain for any analysis of the 
nature of competition in banking, the effects of monopolistic elements in bank- 
ing, or any application of the theory of monopolistic competition to the bank- 
ing process. 

The author repeats ad nauseam the notion that the chief need in banking 
is “not measures, but men” and that “good bankers make good banks.” It 
seems that banking is largely a question of the personality of bankers. The 
author asserts and reasserts that private initiative plus genuine “Fiabrerpersén- 
lichkeiten” and “der neue nationalsozialistische Geist? will solve Germany's 
banking problems. The “‘Fihrerprinzip,” it seems, will remove the strong con- 
flict that has existed in the past between private economic interests and socio- 
economic needs in German banking, and will lead to some sort of “friendly 
competition in the service of the national economy.” 


RICHARD A. LESTER 


YERGEN, M. Gold and poverty in South Africa. (New York and The Hague: 

Internat. Industrial Rel. Inst. 1938. Pp. 24. 20c.) 

In South Africa, the land of gold and diamonds, the Native (negro) laborer 
paradoxically lives in abject poverty. What strikes the student of Native life, 
however, is not so much the Native’s very low standard of living, but the eco- 
nomic and political barriers that prevent his advancement. By nature the Native 
is a farmer, but for many years, despite a large increase in population, his 
right to acquire new land by purchase or otherwise has been greatly restricted. 
As a squatter on European owned land, he cannot, in two provinces, legally 
obtain employment away from home until he has satisfied the landowner’s 
demand for Jabor (up to six months in each year). In the industrial sphere, 
legal and social “colour bars” confine the Native to unskilled labor. Further- 
more, economic advancement through labor organizations is hindered by severe 
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` Masters and Servants laws and by the lack of any voice in the Union govern- 
ment. 
In calling attention to this condition of semi-slavery, Mr. Yergen renders 
a great service. In all fairness, however, he might have pointed out that the 
Natives were no more aborigines of South Africa than the Europeans and 
have no greater “right” to the land. Furthermore, without the law and order 
established by Europeans and without European capital and skilled labor, there 
would have been little development of South African resources. This is not 
to justify the explditive attitude of the Europeans toward the South African 
Native, for the “Native problem” will be solved only by giving fair considera- 
tion to Native interests. There seems little basis, however, for the implication 
of the pamphlet that absentee ownership of the Rand gold mines has been 
an important factor in the exploitation of the Natives. 
ACHESON J. DUNCAN 


Investigación estadigrafica del movimiento bancario operado en la Provincia. 
durante el año 1936. (Santa Fe, Argentina: Dirección Gen. de Estadística. 
1938. Pp. 105.) 

Memoria de la superintendencia de bancos y estadistica bancaria de seguros y 
capitalización correspondientes al año 1937. (Lima, Peru: Despacho de Ha- 
cienda y Commercio. 1938. Pp. 475.) 

Retail prices of food, 1923-36. Bull. 635. (Washington: Bur. of Labor Statistics. 
1938. Pp. 203. 20c.) 

Service charges of commercial banks in Colorado, Bus. stud. no. 91. (Denver: 
Univ. of Denver Bur. of Bus. and Soc. Res. 1938. Pp. 16.) 

Situación de la empresas bancarias del Peru al 11 de abril de 1938. No. 33. (Lima, 
Peru: Superintendencia de Bancos. 1938. Pp. 8.) 

Trends in North Carolina banking, 1927-1937. (Raleigh: North Carolina Bank- 
ers Assoc, 1938. Pp. 152. 75c.) 


This report gives the results of research undertaken by a committee of 
bankers in coöperation with Professor John B. Woosley of the University 
of North Carolina and Mr. Hugh McLeod of the North Carolina State Bank- 
ing Department. Covering the period from 1927 to 1937 inclusive, it con- 
tains a large amount of statistical information compiled from the reports of 
state and national banks grouped in classes according to the size of their de- 
posits. The research is “directed toward a review and analysis of changing 
trends in assets, liabilities, capital structure, earnings and expenses of North 
Carolina banks.” It includes also an interesting chapter on the policies of those 
North Carolina banks which failed during the period considered. 

The analyses and discussions of the many statistical tables are able and 
well written. While individual banks are largely governed by their own spe- 
cial circumstances, the averages here found in the various groups of banks 
and ‘fields of banking policy may well be used as valuable standards for com- 
parison. Trends toward increased solvency in banking are also indicated. 

The report shows that the number of state banks in North Carolina has 
been reduced from 382 at the end of 1927 to 160 at the end of 1937. At 
the earlier date the total deposits of all state banks were $236,510,000, 
and the total assets $308,040,000. At the later date total deposits were 
$299,602,203, and total assets $336,614,871. In a decade the state banks have 
gecome far fewer in number and much stronger. During the same period the 
national banks have declined from 77 to 43 in number. Their total deposits 
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were $145,707,000, and total assets $195,917,000 at the end of 1927. Ten 
yeats later total deposits had decreased to $100,720,000 and total assets to 
$114,713,695. By an evident error the report states that the number of na- 
tional banks has decreased 24 instead of 34. 

The analysis in chapter 9 of the specific factors which accounted for bank 
failures in North Carolina is too detailed for extended comment here but is 
well worth attention. 
° WILLIAM H. GLASSON 


Public Finance, Taxation, and Tariff 


NEW BOOKS 


ANDREAE, W. Leitfaden der Finanzwissenschaft: Grundsätze und Tatsachen aus 
der jüngsten deutschen Staatswirtschaft. (Jena: Fischer. 1938. Pp. viii, 170. 
RM. 7.20.) 

KIMMEL, L. H. Cost of government in the United States, 1935-1937. Stud. no. 
240. (New York: Nat. Industrial Conf. Board. 1938. Pp. xv, 163. $3.50.) 


This is the thirteenth in a series of studies on the financial problems of 
federal, state and local governments in the United States. Five chapters, cover- 
ing governmental expenditures, tax collections, the federal deficit, the public 
debt, and the social security finances, compose the body of the book. Fifty- 
seven tables and nine charts take up nearly half of the space. As usual, there 
is no index, but a serviceable table of contents; as is true of the twelve earlier 
volumes, there is no sentimentality in the style, which is terse and space- 
conserving; and there is an obvious effort to confine the study to statistically 
ascertained facts rather than to engage in economic analysis of the effects of 
the public services, expenditures, tax systems, and the public deficits. 

Unfortunately, the statistical sources are inadequate to serve as bases for 
findings of fact, particularly the state and local statistical data, which permit 
only estimates in many instances, Appendix A presents briefly the sources 
and methods used in arriving at these estimates; and Appendix B cites the 
sources used in arriving at estimates of state and local data. Both state and 
local reports, usually biennial in frequency, are not only defective but also 
tardy. Hence, these findings are not carried beyond the fiscal year 1936, while 
the federal data are brought down to include 1937; and the latest aggregate 
figures that can be pieced together ‘are for 1936. 

Difficulties inhere also in the increasing diversity of the fiscal transactions 
themselves, arising principally from the growing practice of raising revenue ° 
by one governmental division to be distributed to and spent by other divisions. 
Some improvement in this respect may derive from the new classification of 
expenditures employed by the federal Treasury, which should aid in prevent- 
ing federal transactions from doing duty in more than one place. But no such 
improvement in state and local reporting is discernible. In fact, one signifi- 
cant demonstration, perhaps unintended, of the book is of the inadequacy of 
the fiscal reporting of decentralized state and local governments. 

The book manifests a natural and proper concern about the perennial federal 
deficits and the mounting public debts; it raises, but does not settle, the ques- 
tion of the proper classification of the social security taxes, as to whether they 
are taxes or contributions, and whether and how they are shifted. Afterga 
study of the implications of the social security financing, the question is pre- 
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sented whether the full-reserve plan should be abolished, and the answer de- 
manded seems to be affirmative. 
JENS P. JENSEN 


LIEPMANN, H. Tariff levels and the economic unity of Europe: an examination 
of tariff policy, export movements and the economic integration of Europe, 
1 Me . (New York: Macmillan. London: Allen and Unwin. 1938. Pp. 
424, $6. F ° 

“PERSONACRAT.” Don’t pay taxes: being imaginary dialogues on the creation 
and functioning of a taxless United States. (New York: Committee for Equal 
Opportunity. 1938. Pp. 141. $2.) 

PETERSEN, H. H. B. Besteuerung von technischen Fortschritten als Mittel der 
Konjunkturpolitik. (Leipzig: Buske. 1938. Pp. 214. RM. 5.70.) 

SINHA, K. B. C. Debt legislation in Bengal. (Calcutta: Chatterji. 1938. Pp. 
40, Re. 1.) l 


In all the oriental countries the problem of debt is serious. This has been 
especially true of rural India where the uncertain rainfall frequently leaves 
the impoverished peasant without a crop. Shortage of capital, ages of class 
oppression, and remarkable religious traditions regarding the payment of 
ancestral debts have made this a most knotty problem. 

The establishment of British rule meant the mingling of European and 
Hindu traditions and the British have passed a series of Acts extending 
from 1772 to the present to meet this difficulty. There have been attempts 
to limit the interest rates charged and to keep the land from passing from 
the hands of peasants to those of the more predatory money-lenders. Yet 
interest rates have recently varied between 12 and 300 per cent and the 
Royal Commission on Agriculture found in 1927 that the Usurious Loans 
act was “practically a dead letter in all provinces.” Though the Bengal Money- 
Lenders act of 1933 specifies maximum rates of 15 per cent for secured 
loans and 25 per cent for unsecured loans, the author contends that this 
has worked great hardship on the o because it too greatly handicaps 
the lender. He prays for a rate of at least 48 per cent; but especially he 
urges a program of tenancy reform with much more extensive coöperative 
financing and accompanied by a far-reaching educational program. 

Indian scholars are remarkable for their facility in the use of English, 
but this book is somewhat below standard. There are several quaint phrases 
and a few statements which are erroneous, For instance: “Bengal Regula- 
tion XV of 1793 prohibited the court wot to decree a sum for interest 
greater than the amount of the principal...” (p. 3). At another place it 
is too easily assumed that because total agricultural debt has doubled within 
the past few years, that of Bengal has done the same (p. 2). 

Yet this is a very useful little study made the more interesting by the fact 
that it involves the mingling of Christian and Hindu traditions regarding 
one of humanity’s perennial economic and social problems. 

D. H. BUCHANAN 


SUNDELSON, J. W. Budgetary methods in national and state governments, Spec. 
rep. of N. Y. State Tax Commission, no. 14. (Albany: State House. 1938. 
Pp. xvi, 640.) , 

ŽuzuKxi, N. A history of Japanese finance. (New York: Stechert. 1938. Pp. 39. 
25c.) 
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Population and Migration 


NEW BOOKS 


DENEFFE, P. J. Die Berechnungen über die künftige deutsche Bevoélkerungsent- 
wicklung: eine vergleichende Darstellung. (Leipzig: Buske. 1938. Pp. 175. 
RM. 5.25.) 


This work is devoted solely to the description of population-forecasting 
techniques and to the discussion of certain of the presuppositions underlying 
the several population-forecasting procedures. In part 1°the author describes 
and appraises methods of extrapolation (e.g., those employed by Pearl) and 
methods (e.g., those utilized by the Reich statistical office) based upon the 
projection into the future of fertility and mortality as of given present periods. 
In part 2 the author treats the determination and significance of “stationary” 
and of “stable” populations. In part 3 the actual results yielded by the various 
forecasting methods are compared; and their usefulness, if any, is indicated. 
Only German statistical data are presented. 

The work is not indexed but includes a six-page bibliography. A number 
of forecasts (to 1975-2000 A.D.) of the German population, together with its 
natality, mortality, sex, age, and rural-urban composition, are given. The data 
are for Germany prior to the seizure of Austria. 

J. J. SPENGLER 


FERENCZI, I. The synthetic optimum of population. (Paris: Internat. Inst. of 
Intellectual Coöp. 1938. Pp. 115.) 


In 1935 the International Studies Conference selected for study the prob- 
lem of “Peaceful Change” in so far as such change is influenced by popula- 
tion factors, migration, colonization, markets, and raw materials. The present - 
work, by Dr. Ferenczi, a leading continental student of Le peasy and mi- 
gration problems, constitutes one of three monographs designed to supple- 
ment a general report on “Peaceful Change.” 

The present study embodies nothing essentially new in the field of popu- 
lation theory. The author examines a few of the simpler measures of demo- 
graphic density, describes and appraises various notions of economic and wel- 
fare population optima, and discusses present demographic trends. The au- 
thor does not rigidly formulate that which he calls a “synthetic or integral or 
proportional social optimum”; he insists, however, that welfare must remain 
the dominant element. Such an optimum does not exist on an international 
scale when numerically important elements in the world population cannot 
satisfy fundamental needs, when despair of security renders nations bellicose, 
and when demographic selection is essentially dysgenic. Dr. Ferenczi recom- 
mends international agreements in respect to the criteria and measures of 
demographic density, international conventions concerning the social treat- 
ment of foreign workers and the alleviation of familial burdens, comparative 
studies of the demographic situation in typical countries, analyses of inter- 
action between demographic change and social conditions, and permanent col- 
laboration on the part of international scientific organizations concerned with 
any of the determinants of a synthetic optimum. The study is not indexed. The 
reasoning in spots is loose. 

J. J. SPENGLER. 


HocseEn, L. T., editor. Political arithmetic: a symposium of population studie® 
(London: Univ. of London Dept. of Social Biology. 1938. Pp. 531. $9.) 
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LINFIELD, H. S. State population census by faiths: meaning, reliability and value. 
(New York: Hasid’s Bibliog. and Lib. Serv. 1938. Pp. 71.) 

NORMANO, J. F. Japanese emigration to Latin America. Extract from Genus, 
vol. iii, nos. 1-2, May, 1938. (Rome: Comitato Italiano per lo Studio dei 
Problemi della Popolazione. 1938. Pp. 46.) 

The problems of a a sae population. Report of the Committee on Population 
Problems to the National Resources Committee, May, 1938. (Washington: 
Supt. Docs. 1938. Pp. iv, 306. 75c.) 


In 1935 there was begun, under the auspices of the National Resources Com- 
mittee, a study of the demographic and social conditions of the American 
people. The technical work was done by a staff under the direction of Dr. 
Frank Lorimer, secretary of the Population Association of America. In Octo- 
ber, 1937, the National Resources Committee released three purely statistical 
reports on certain national, state, and urban data. The present study was not 
released, however, until July 6, some months after its completion, presumably 
because of the anticipated recrimination of congressmen from Catholic dis- 
tricts. Moreover, before the present study was released, the section dealing 
with “factors underlying group differences in fertility” was cut and mutilated 
(without the knowledge of either Dr. Lorimer, or Dr. C. V. Kiser who pre- 
pared the section in question) in a manner to misrepresent ‘completely Dr. 
Kiser’s conclusions, Dr. Kiser had shown, without expressing approval or dis- 
approval, “that group differences in fertility rise largely through differences in 
the acceptance and practice of contraception.” In the report, as published, there 
is no mention of this finding. 

With the exception of the censored section just referred to, the monograph 
under review is the most comprehensive summary of American demographic 
and related problems ever published. Sections are devoted to trends in popula- 
tion growth, composition, and geographical redistribution, to the present re- 
gional distribution of economic opportunity, to the extent and causes of differ- 
ential fertility and natural increase, to the physical characteristics and biological 
inheritance of the population, to health and physical development, to social 
development and education, and to cultural diversity in American life. A 
bibliography of government-sponsored population research, a discussion of 
the relation of government to demographic research, and a description of the 
continuous register system of aera accounting of certain continental coun- 
aS are appended. The work includes many maps, charts, and tables, and an 
index. 

Economists and sociologists cannot afford to remain ignorant of the findings 
of this study—findings too extensive to summarize or suggest in a short review. 
The primary shortcoming of the present study, in the opinion of the reviewer, 
is the frequent absence of that rigorous analysis which is supposed to be the 
stock in trade of economists. The economic implications of current population 
trends are inadequately treated. 

J. J. SPENGLER 


Racial origins and nativity of the Canadian people (a study based on the Census 
of 1931 and supplementary data). Census monog. no. 4. (Ottawa: H. M. Sta- 
. tionery Office. 1937. Pp.-xvii, 292. 35c.) 


t See F. Notestein, Population Index, July, 1938, p. 136. It is stated in The New 
Republic (August 17, 1938, pp. 30-31) that “the change, undoubtedly, was made in 
fear of objection by the Catholic Church. But neither the Catholic Church nor anyone 
else can profit, in the long run, by pretending that things don’t exist when they do.” 
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République Turque: recensement général de la population au 20 octobre, 1935. 
Pub. no. 75. (Ankara: Office Central de Statistique. 1937. Pp. xxviii, 404.) 

Technical and financial international co-operation with regard to migration for 
settlement: technical conference of experts. Stud. and rep., ser. O, no. 7. 
(Geneva and Washington: Internat. Labour Office. 1938. Pv. v, 180. $1.) 


Social Problems and Reforms 


Practical Problems in Economics. By BROADUS Mrrcue.t and LOUISE PEAR- 
SON MITCHELL, (New York: Holt. 1938. Pp. vi, 596. $2.50.) 


This volume represents a most welcome change in the recent trend estab- 
lished by textbooks dealing with economic problems. The presence of the 
word “problems” in a title has in the past often led to expectations that 
have remained unfulfilled. In a commendable effort to escape the pontifical 
tone, the lack of realism and the serious omissions of many treatises on 
principles, writers on problems have too often produced works made up of 
undigested clippings, written in dull fashion, and in some instances defec- 
tive in organization. 

The writers of this volume have not only read widely, considered care- 
fully and written colorfully; but they have also shown rare wisdom in re- 
lating their material to tendencies clearly developing in modern life. It ts 
their feeling that “competition as we have understood it in the past is being 
profoundly modified in favor of coöperation of one kind and another.” The 
outstanding problem accordingly is “how much further this trend will con- 
tinue and at what pace” (p. v). The selection of this as the key problem 
gives the volume a unity seldom found in similar efforts. | 

The topics chosen for discussion cover a wide field and are presented in 
fifteen chapters. A stimulating first chapter, “The consumer pays,” is fol- 
lowed by one on the codperative movement. Next comes a chapter on hous- 
ing, which presents successfully a topic generally ignored in courses in intro- 
ductory economics. Chapter 4 deals with population, and the next three 
chapters discuss unemployment and other phases of the labor problem, with 
particular emphasis on the last six years. Two chapters are then devoted 
to agricultural problems, with the second emphasizing the human factors 
involved. Chapter 10 deals with transportation, and is followed by one on 
the power issue and one on public revenue. The last three chapters, dealing 
with the soviet solution and the economics of the fascist states, are the most 
effective in the volume. 

The entire book is forcefully written. There are abundant examples and 
arguments from past and present, from foreign and American experience. 
The authors are not ashamed to point out the unknowns, the disagreements 
and the uncertainties besetting the problems under discussion. At the close 
of each chapter there are lists of books for further reading that are not 
limited to the ponderous and remote. Opinions are expressed on most of 
the items in the bibliographies. 
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Some may object that the book'is too ambitious; but it is better to have 
it this way if students are to stretch their minds while reading. Others will 
note that the authors do not hesitate to.express their own opinions on con- 
‘troversial matters; but it seems to this reviewer that such an approach is 
preferable to the ‘‘on-the-one-hand-on-the-other” school of writing. This 
does not mean that the reviewer agrees with all the judgments expressed. 
He disagrees, for gxample,e with the authors’ opinion that impotence has 
characterized New Deal efforts in behalf of the consumer (pp. 8, 61). He 
does not feel that they are wholly correct in their characterization of Mr. 
Ickes as an administrator (pp. 95, 98-9, 199). And he wonders why they 
so willingly accept the self-appraisal of WPA (pp. 202-4, 209), whereas 
in the case of the AAA they are much more judicial in the textual treatment, 
and include in the bibliography (p. 317) a National Industrial Conference 
Board study as “useful as a corrective of official arguments.” 

ALBERT ABRAHAMSON 

Bowdoin College 


Consumption in Our Society. By ELIZABETH ELLIS Hoyt. (New York: 
McGraw-Hill. 1938. Pp. ix, 420. $3.00.) 


This is the most significant survey of economic institutions and practices 
which has come to the reviewer’s attention. The reason for its significance 
is twofold: (a) economic institutions are actually looked at from the point 
of view of Adam Smith’s maxim that consumption is the sole end and 
purpose of all production; and (b) consumers are treated as human be- 
ings. 

The book is divided into four parts, dealing with (1) the physiological 
and psychological bases of consumption and choice, (2) the relation to con- 
sumption of certain outstanding aspects of our economic organization and 
marketing institutions, (3) measurement of the volume of consumption by 
the nation and by selected groups of the population, and (4) a discussion 
of the central problem of economic adjustment, the maximizing of satis- 
factions. 

Extensive and appreciative acquaintance with the work of anthropologists 
and psychologists is shown in the discussion of the factors of choice-making. 
The influence of various types of dominant interest in the world’s cultures, 
and the resulting relation between culture and economic production, is more 
clearly stated than in any other book on economics within the reviewer's 
knowledge. Not only is the “economic man” absent, but even his ghost-— 
which still haunts and distorts the pages of most textbooks and treatises on 
economics—has disappeared. 

In the second section of the book, Professor Hoyt provides a competent 
Tésumé of the effect upon consumers’ choices of free competition, machine 
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industry, aggressive salesmanship, monopolistic practices, the distribution of 
income, business cycles, and taxation policies, and relates these aspects of 
our economic institutions to the general character of American culture. She 
also discusses the respective rôles of consumers’ credit, government services 
to consumers, and standardization of consumers’ goods in the problem of 
adjusting production to the desires of human beings. 

The third section is primarily a synopsis of statistical information relat- 
ing to the types of goods and services purchased by families in the various 
economic strata and in the country as a whole, interspersed by discussions of 
the organic unity of the standard of living and of the differences between 
standards and scales of living. Professor Hoyt’s references to the literature 
and investigations in this field are extensive, but she fails to mention at least 
two important bodies of material. She refers to Lough’s work on the value 
of the various types of consumers’ services but omits the more detailed in- 
vestigation made for (though not published by) the Brookings Institution 
covering most of the same years. In a section on “Landmarks in standard- 
of-living study” the 1900-1902 and 1918-1919 investigations of the United 
States Department of Labor are mentioned, but not the earlier, and in many 
ways superior, survey made in selected industries in 1890-91. 

The fourth section of Professor Hoyt’s book treats the problem of in- 
creasing freedom of choice of consumers, including more consumer ac- 
quaintance with alternative uses of purchasing power, the desirability of 
expanding the appreciation of the populace for many types of goods and 
services, and the importance of balancing choices. The section also includes 
comments on the character of an economy planned for consumers in which 
she points out: “An economy planned for consumers must not plan too 
much, or rather, we may say by a paradox, it must plan to avoid too much 
planning.” In the final chapter on further steps in consumption study the 
author again emphasizes the influence of cultural forces in consumers’ 
choices and in the guidance of production. 

Some of Professor Hoyt’s terminology may be criticized as too conven- 
tional and some of it as difficult to understand because of her deliberate 
choice of words without emotional content. The book is not very easy 
reading, but is enlivened throughout by apt and vivid illustrations. 

Professor Hoyt uses this book in the third quarter of a year’s course in 
economics which is required of all students in the home economics division 
of Iowa State College. Because of the orientation of the book, the reviewer 
considers it the best text available for introductory courses in economics, 
both for students expecting to major in the field, and for those taking only 
one or two courses in economics. 

CLARK WARBURTON 

Washington, D.C. 
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Urban Blight and Slums: Economic and Legal Factors in Their Origin, 
Reclamation, and Prevention. By MABEL L. WALKER and Others. 
(Cambridge: Harvard Univ. Press, 1938. Pp. xvi, 442. $4.00.) 


This book is a collection of definitions, ‘extracts from published ma- 
terials and independent contributions from six authors in addition to Dr. 
Walker. While over 60 per cent of the material has been prepared by Dr. 
Walker, sections of over 60 pages each have been written by Mr. Ira S. 
Robbins and Dr. Richard U. Ratcliff. In Dr. Walker’s own contribution 
there are numerous citations and references to other authors. The result of 
such a method of treatment is a work of uneven quality, which sacrifices 
unity in the attempt to present the opinions of many different authorities. 

The study begins with an assembly of definitions of “slums” and 
“blighted areas” which like the terms “rich” or “poor” leave the reader 
with relative terms instead of quantitative measures. There is merit in the 
suggestion that land prices, higher than justified by any actual or prospec- 
tive net income, are a cause of urban blight. However, to define all areas 
as blighted where the land values are too high, would appear to be too 
inclusive (p. 6). The high cost of assembling several blocks of slum 
property near the center of a city and the expense entailed in paying for 
structures that are to be wrecked is indeed one of the major obstacles to 
slum clearance. There are, however, many residential or commercial areas 
of fairly high grade in which land may be held by the owners at prices 
higher than warranted by their present or prospective economic return. 

In this volume, Dr. Walker has performed a service in bringing together 
a considerable amount of scattered material on the subject of slums and 
blighted areas, but this book cannot be regarded as a final scientific analysis 
of the subject. Slums and blighted areas should be considered with refer- 
ence to the organic structure of the entire city of which they are decayed or 
decaying parts. There is a gradation block by block from the best residential 
areas of a city to the worst slums; and this gradual transition should be 
shown by block maps of entire cities and by statistical studies which measure 
housing characteristics by such definite factors as private baths, central 
heat, mechanical refrigeration, number of persons to the room, the condi- 
tion of structure, and the rents paid. In the early stages of scientific inquiry, 
progress may be made by the formulation of theories and definitions based 
on general observation; but when a considerable amount of quantitative 
data becomes available for analysis, further advances can be made with the 
tools of statistics. Now that there are available the results of real property 
inventories showing characteristics of housing for many separate housing 
factors for each block in 150 different cities, it would seem that no definitive 
study of slums and blighted areas could be made that did not use this 
reaterial. 

There is not sufficient space in this review to deal adequately with the 
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chapters written by authors other than Dr. Walker. Mr. A. C. Shire has 
written a graphic and realistic account of the organization of the building 
industry. Professor Richard U. Ratcliff of the University of Michigan has 
contributed a whole section on the problem of slums in England and Hol- 
land, which deserves a separate review. In a very scholarly analysis, Dr. 
Ratcliff discusses the methods used by these European countries in slum 
reclamation; but he also points out important differences between the laws 
and customs of England and the United States that might militate against 
the successful application of the same remedies to the slums in this country. 


Homer Hoyt 
Washington, D.C. 


NEW BOOKS 


ADAMS, C. B., compiler. Social work periodicals and serials: a selected list. Bull. 
no. 150. (New York: Russell Sage Found. 1938. Pp. 5. 10c.) 

BROWN, L. Group purchase of medical care by industrial employees. (Princeton: 
Princeton Univ. Industrial Rel. Sec. 1938. Pp. 53.) 

CHENAULT, L. R. The Puerto Rican migrant in New York City. (New York: 
Columbia Univ. Press. 1938. Pp. xii, 190. $2.25.) 

DAVIDSON, F. P. and VIERECK, G. S., JR., editors. Before America decides: fore- 
zen in foreign affairs. (Cambridge: Harvard Univ. Press. 1938. Pp. xiv, 318. 

3 


Dixon, R. A. and EBERHART, E. K. Economics and cultural change. (New York: 
McGraw-Hill. 1938. Pp. xi, 550. $3.) 

EINAUDI, M. The physiocratic doctrine of judicial control. (Cambridge: Harvard 
Univ. Press, 1938. Pp. x, 96. $1.50.) 

HIGHLEY, A. E. The fest sanctions experiment (a study of League procedures). 
(Geneva: Geneva Research Centre. 1938. Pp. 141. 1.75 Swiss fr.) 

KaLaw, M. M. An introduction to Philippine social science. (Manila: Philip- 
pine Educ. Co: 1938. Pp. 790. $4.50.) 

Loomis, C. P., LISTER, J. J. and Davipson, D. M., JR. Standards of living in the 
Great Lakes cut-over area, Soc. res. rep. no. xiii. (Washington: U. S. Dept. of 
Agric. 1938. Pp. 63.) 

Marcus, E. B. Mastery units in economics: present-day principles and problems. 
(New York: Colonial Book Co. 1938. Pp. 368. $1.) 

Marsu, L. C., FLEMING, A. G. and BLACKLER, C. F. Health and unemployment: 
some studies of their relationships. (New York: Oxford Univ. Press for McGill 
Univ. 1938. Pp. xxv, 243. $3.) 

ress E. E. Urban sociology. (New York: Macmillan. 1938. Pp. xvi, 742. 

3.75.) 

PAUSTIAN, P, W. and OPPENHEIMER, J. J. Problems of modern society: an in- 
hore to the social sciences. (New York: McGraw-Hill. 1938. Pp. xii, 
571. $3.) 

PHELPS, H. A. Contemporary social problems. Rev. ed. (New York: Prentice- 
Hall. 1938. Pp. xiii, 820. $3.50.) 

This revised edition of a well-known text in tke field of sociology follows 
the plan of the first edition which appeared in 1932. Three new chapters have 
been added, and there has been some rearrangement of the older material. 
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Altogether, the changes seem calculated to make the book more timely and 
more useful for class purposes. 

In the preface, the author states: “The main purpose of this book is to 
show that social problems must be redefined before they can be stated as prob- 
lems to be solved. Hence, more attention is given to an analysis of different prob- 
lems into their several component factors than to current methods that are rec- 
ommended for their treatment.” It is the author’s view that social problems 
appear when there are deviations or departures from the pattern of an acceptable 
social order. The titles of the several parts of the book indicate the classification 
used: part 1, “The economic sources of social disorganization”; part 2, “The 
physical and mental sources of social disorganization”; part 3, “Specific cul- 
tural sources of social disorganization”; part 4, “An approach to social plan- 
ning.” Throughout the book the accent is on the social rather than on the eco- 
nomic aspects of the problems considered. In the opinion of the reviewer, the 
analysis is carefully and effectively presented. 

PEMBROKE H. BROWN 


READ, L. E. The romance of reality. (New York: Dodd Mead. 1937. Pp. xiv, 
169. $2.) 

A layman’s discussion of the obstacles which stand in the way of a more 
abundant living for the mass of the population. 

RUBINOW, E. S. Sino-Japanese warfare and the League of Nations, Geneva stud., 
vol. ix, no. 3. (Geneva: Geneva Res. Centre. 1938. Pp. 93. 40c.) 

Consumers’ bookshelf: a bibliography of publications on commodity buying and 
other consumer problems. Consumers’ counsel ser., pub. no. 4. (Washington: 
Supt. Docs. 1938. Pp. viii, 100. 15c.) 

Consumer incomes in the United States: their distribution in 1935-36. (Washing- 
ton: Supt. Docs. 1938. Pp. vii, 104. 30c.) 

Etudes économiques: thèses présentées ala “Licence en Sciences Commerciales” en 
mai 1937. (Montreal: L'Ecole des Hautes Etudes Commerciales. 1937. Pp. 557. 
$5.) 


The seventh volume of this series includes articles on the rural areas of Terre- 
bonne County in the Province of Quebec, the woollen industry in Canada, the 
necessity of commercial arbitration tribunals in Quebec, methods of improving 
the retail trade, the Desjardins credit unions, the importance of increasing the 
powers of the provinces in the Canadian political structure, the economic rôle 
of the entrepôt, the railway problem, settlement in Quebec since 1930, and the 
sugar-beet industry. 

H. A. I. 


Fourth annual report of Federal Housing Administration: letter from Adminis- 
trator of Federal Housing Administration, submitting fourth annual report of 
the Administration for year ending December 31, 1937. (Washington: Supt. 
Docs. 1938. Pp. 117. 20c.) 

How urban families spend their incomes. (Washington: U. S. Bur. of Labor Statis- 
tics. 1938. Pp. mimeographed.) 

Covers “native non-relief families living in 32 representative cities in different 
parts of the country in 1935-36. In most cities, white families only were 

a covered, but in the Southeast, and in New York and Columbus, Ohio, infor- 
‘mation was also obtained for negro families. The total family expense is divided 
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in the Bureau’s report into 15 groups of consumer goods and services, ranging 
from major items such as food and housing to the minor expenses for tobacco 
and personal care (toilet articles, cosmetics, and barber and hairdresser serv- 
ices) .” 

The O bio-Missisip pi Valley flood disaster of 1937: report of relief operations of 
the American Red Cross. (Washington: Am. Red. Cross. 1938. Pp. 252.) 

Rural housing manual, (London: H. M. Stationery Office. 1938. Pp. 54. 1s. 8d.) 

Works Progress Administration: index of researcg projects. Vol. I. (Washing- 
ton: WPA. 1938. Pp. vi, 291.) ý 


Insurance and Pensions 


Planning and Administration of Unemployment Compensation in the 
United States: A Sampling of Beginnings. By BRYCE M. STEWART. 
(New York: Industria] Relations Counselors. 1938. Pp. xii, 665. 
$4.00.) 


It is no secret that there were sharp clashes of opinion among members 
of the Committee on Economic Security, its Advisory Council, and .experts 
employed by them on certain fundamental principles which should be em- 
bodied in the proposed Social Security law. So far as unemployment com- 
pensation was concerned, the most serious controversies centered upon the 
problem of federal subsidized state systems with strong federal control and 
maximum uniformity versus the tax-oftset arrangement with little central- 
ized control and great variation among state plans. Also, there were differ- 
ences over such basic matters as pooled versus individual employer reserve 
funds, merit rating, employee and government contributions, and methods 
of employer reporting and collection of premiums. 

On most of these controversial matters the author took exception to the 
draft bill recommended by the Committee to Congress and later incorporated 
in the Social Security act. One could conclude thereby that the criticisms and 
conclusions made in this study might be somewhat prejudiced were it not 
for two facts: first, even among those who originally favored the basic prin- 
ciples in the Act as passed, there is a growing dissatisfaction and a realization 
that major changes are necessary; second, the conclusions outlined in this 
book are supported by a wealth of data obtained through studies of foreign 
systems as well as intimate field studies of the two years’ experience with un- 
employment compensation legislation in this country. 

The book opens with a brief history of the development of public em- 
ployment service and unemployment compensation in the United States. 
The major portion of the study is devoted to the operation of the public em- 
ployment service and unemployment compensation by the federal adminis- 
tration and five jurisdictions—California, District of Columbia, New Hamp- 
shire, New York and Wisconsin—selected on the basis of their wide geo- 
graphical distribution and the diversity of their laws. For each jurisdiction 
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a detailed analysis, supported by statistical. tables, is made of the nature of 
the administrative problem—size and density of employer and employee 
coverage, seasonal industries, migration of workers, determination of amount 
and duration of benefits, payment of benefits, administrative personnel and 
costs. The variations and complexities of each jurisdiction’s Unemployment 
Compensation law are fully described, as well as the relation and coördina- 
tion, or Jack thereof, of ungmployment compensation administration with 
the employment service and other governmental departments through which 
it must deal. 

A good deal of the existing unhappy confusion is attributed to the lack 
of planning on the part of employment offices in anticipation of the in- 
creased volume of work, the inadequacy of the unemployment compensation 
personnel, and the criss-crossing between numerous state and federal bureaus 
of moneys collected and paid out. In clear terms the author reveals the serious 
consequences of these mechanical obstructions to smooth administration. 
Much more serious, however, are the defects in the laws themselves—their 
complexity and lack of uniformity. 

Mr. Stewart is not wholly destructive in his criticisms. In the last chapter 
he offers suggestions for changes in the basic laws as well as in the methods 
of administration. These are based on the frankly expressed opinion that . 
“the most serious defects of the American plan of unemployment compensa- 
tion are inherent in the federal-state system and in the tax-offset method and 
until these give way to a national system supported by federal taxes, as they 
inevitably must, injustices, irregularities and confusion will persist” (p. 
540). 

ei or in lieu of such fundamental revamping, he predicts that certain 
other changes will have to be instituted immediately. Among these are 
broader coverage of employers, more adequate statistical and actuarial re- 
search, stronger federal control over state administrations, codrdinating with 
other social services such as old-age pensions and relief. The book closes 
with a hopeful note: “Despite many discouragements, some alert and com- 
petent officials, federal and state, are exerting themselves to the utmost to 
make this complicated, disjointed, inflexible organization operate effectively. 
A hard road lies ahead of them. Laws and procedures are already being al- 
tered and patchwork changes will continue, perhaps for many years. It may 
be predicted that complete reconstruction on a national basis will come, 
eithen by the evolutionary process or by drastic revision in a time of stress” 
(p. 550). 

Although some may take exception to certain of the remedies Mr. Stewart 
proposes, all will agree that his book embodies a voluminous amount of 
data, carefully collected and analyzed. It is the first comprehensive, original 
sudy of unemployment compensation administration in this country. Those 
immediately concerned with the techniques of administration will find it 
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worth while to read the entire 550 pages; others probably will be satisfied 
to read the last 100 pages of summary and appraisal. 
FLORENCE PETERSON 


Washington, D.C. 


NEW BOOKS 


SARKAR, B. K. Social insurance legislation and statistics: a study in the labour eco- 
nomics and business organization of neo-capitalitm. (Caleutta: Calcutta Pubs, 
1936. Pp. xx, 446. Rs. 8.) 

This is a sort of handbook designed for East Indian trade unionists, journal- 
ists, public health workers, and social reformers generally. Each branch of social 
insurance is dealt with in some detail and an effort is made to show the bearing 
of European, Japanese, and American experience on the current situation in 
India. Since India is declared to be in the throes of its first industrial revolution, 
while most of the advanced European states and America are now past their 
second, and entering Sarkar’s stage of neo-capitalism, the bearing of the German 
unemployment insurance system or the French family allowance scheme on cur- 
rent Indian problems is limited. Sarkar believes that the next step in India is 
to develop a strong working-class consciousness and a trade-union movement 
on the British model of the 1880's. Social insurance will then inevitably follow 
in train in India as it did in England. 

Most of the space in the book is devoted to rather miscellaneous pre-1935 
data on organization, premiums, benefits, coverage, etc., for European countries. 
The occidental reader has much better available sources for this material but 
may be interested in some of the material on local Indian experiments with 
social insurance which is included. As for Sarkar’s theory of economic evolution, 
it is set forth more completely in his earlier works. 

J. L. WOODWARD 


National Board of Fire Underwriters: proceedings of the seventy-second annual 
meeting, May 26, 1938. (New York: Nat. Board of Fire Underwriters. 1938. 
Pp. 158.) 


Pauperism, Charities, and Relief Measures 


NEW BOOKS 


Burns, A. E. and WILLIAMS, E. A. A survey of relief and security programs. 
(Washington: WPA. 1938. Pp. iv, 102.) 

CoLe, W. E. Almshouse policies and almshouse care of the indigent in Tennessee, 
Vol. xiv, no. 2. (Knoxville: Univ. of Tennessee Record. 1938. Pp. 76.) 

GIDEONSE, H. D., HOEHLER, F. K. and WIRTH, L. The relief problem: a Univer- 
sity of Chicago round table broadcast. (Chicago: Univ. of Chicago Round Ta- 
ble. 1938. Pp. 12.) 

VEEDER, F. R. The development of the Montana Poor law. (Chicago: Univ. of 
Chicago Press. 1938. Pp. 145. $1.) 

Unemployment Assistance Board: report for the year ended 31st December, 1937. 
(New York: British Lib. of Information. London: H. M. Stationery Office. 
1938. Pp. iv, 197. 95c.) ` 
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_ Socialism and Codperative Enterprises 
The Growth of Collective Economy. Vol. 1. The Growth of National Col- 
lective Economy. Vol. Il. The Growth of International Collective 
Economy. By F. E. LAWLEY.’ (London: P. S. King. 1938. Pp. xx, 524; 
xv, 485. 35s., two vols.) 


From a rich background of experience in the International Labor Office, 
and froma wide range of sources, Mr. Lawley here presents a compendium 
of colléctivization. He does not pretend to offer much that is new in the 
way of discussion, but parades an i of significant facts, opinions and 
plans, 

Let no one discuss collective economy merely as a possibility for the 
future, says the author, in effect. Here are countless examples of collective 
control over all phases of economic life, in all countries, capitalistic democra- 
cies as well as socialist and fascist states. Some were short-lived experi- 
ments; others, such as postal services and public utility regulation, are 
accepted practically universally after many years of experience. Though we 
see instances of such control about us daily, by governments and by non- 
governmental groups, -not until the evidence is assembled, as in these 
volumes, are we fully aware of the scope and strength of the movement. 
In fact, collectivization was progressing so rapidly as these volumes were 
being written that developments in 1936 and 1937 are added in appendices. 

Considerable attention is given to the part played in the national and 
international economies by great industrial and commercial combinations. . 
Mr. Lawley accepts these as inevitable and, in fact, useful as means of 
extending social control, though he decries some of their present purposes 
-and methods. These discussions are particularly interesting in light oF the 
present monopoly inquiry in the United States. 

In relatively brief chapters or sections in the latter part of each volume 
the principles of collective control are weighed against the orthodox princi- 
ples of competitive economy. One wishes that the author had gone further 
in some of these discussions. Sometimes, as in the discussion of incentives 
and the administration of public enterprises, the treatment is disappoint- 
ingly brief and unsatisfactory. For a tendency toward dogmatic statement 
perhaps we should forgive the author because of his enthusiasm and a . 
willingness to rest his case on the facts. But many an economist must have 
a sugat-coating of explanation for this: “Such collective intervention should 
occur wherever it is possible; for the principles on which it is based are the 
soundest economic principles.” 

Especially critical is Mr. Lawley of orthodox free-trade theory. His argu- 
ments are well buttressed by reference to the breakdown of the gold stand- 
ard and the extension of nationalistic trade barriers—natural results of 
‘the anarchy of international economic life.” Just as we now have National 
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Economic Councils in many countries—though many al them are impo- 
tent—a World Economic Council and a World Planning Authotity are — 
proposed. Functions and organization are sketched in fair detail; though 
all will probably be outmoded Jong before the world is „teady to save itself 
by collectivization. The evidence and logic are strongly in favor of Mr. . 
Lawley’s thesis—that eventually, and probably by trial and error, compre- 
hensive and authoritative control must be exegcised over large parts of the 
international economy. The author brands as cynics those who, as this 
reviewer, feel that this is too idealistic for accomplishment in the near . 
future, and replies that “if the world will not accept this scheme of economic 
organization its peoples will perish—for economic fluctuations are now so, 
violent that our civilization cannot survive many more periods of grave 
crisis, let alone another war which they tend to produce.” 

The author's attitude throughout the work is reflected in the statement 
just quoted. His suggestions for furtherance of the collective idea are 
offered not only hopefully, but with a conviction of inevitability that is con- 
tagious. 

Howarp M. TEAF, JR. 

Haverford College | i 


NEW BOOKS 


AYYAR, V. G. R. Distributive co-o peration in India. Bull. of the dept. of econ., 
no. 1. (Annamalainagar: Annamalai Univ. 1938. Pp. 58.) 

CARR-SAUNDERS, A. M., and others. Consumers’ co-operation in Great Britain: 
an examination of the British co-operative movement, (New York: a) 
1938. Pp. 556. $4.) 

GOLDMAN, A. What is socialism? Three lectures for workers, (New York: 
Pioneer Pubs. 1938. Pp. 47. 10c.) 

Communist election aha 1938, for jobs, security, democracy and peace. (New 
York: Workers Lib. Pubs. 1938. Pp. 13. 1c.) 

Facts for soctalists, 14th ed., 1937, reprinted. Fabian tract no. 5. (London: 
Fabian Society. 1938. Pp. 46. 6d.) 


Statistics and Its Methods 


National Income of Sweden, 1861-1930. By ERIK LINDAHL, EINER DAHL- 
GREN and KARIN Kock. Parts 1 and 2. (Stockholm: Institute for 
Social Sciences, Univ. of Stockholm. London: P. S. King. 1937: Pp. 
xxi, 319; xix, 631.), 

This study of the national income of Sweden during the last three- 
quarters of a century maintains in general the high level set by the previous” 
volumes on wages and the cost of living during this period. The figures of 
income ate based upon computations of: (1) the product values of the 
various lines of industry in the country, minus (2) the value of raw ma- 
terials used up, and (3) an allowance for the depreciation of durable godds. 
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Statistics on the value of building construction are unavailable prior to 
1896, and totals for national income during the subsequent years are, there- 
fore, computed on a dual basis. Supplementary allowances were also made 
for the annual value of unpaid domestic work. 

The following truncated table summarizes the major results for the 
Swedish economy as a whole, by approximately ten-year intervals. 


6 
SUMMARY ‘OF GROWTH OF SWEDISH NATIONAL Income, 1860-19303 


Total national income Relative total growth Relative income on a per 
in millions of 1910-13 = 100 capita basis in productive 
kroner in terms of ages? 1910-13= 100 
Year SSS 
Excluding | Including Current Stable In current | In stable 
construction | construction prices prices prices prices 
(1) (2) (3) ~ (8 (5) (6) 
1861 640 22 25 30 35 
1870 790 27 32 S5 42 
1880 1,128 38 42 45 49 
1890 1,243 42 50 49 59 
1896 1,468 1,536 49 63 57 72 
1900 1,878 1,994 63 71 70 78 
1910 2,778 2,978 94 96 95 97 
1920 10,472 11,315 353 127 322 116 
1930 7,744 8, 323 261 156 216 129 


1 Vol. I, pp. 234-248. These totals are exclusive of unpaid domestic work. 
2 T.e., from 15 to 65 years of age. 


These statistics show an increase in real total income during the 69 years 
of approximately 525 per cent (7.e., from 25 to 156), or an average yearly 
increase of 2.7 per cent compounded. The gain during the first 29 years 
(1861-1890) amounted to 100 per cent, or an average of 2.1 per cent a 
year; and during the next 40 years (1890-1930) to 212 per cent (z., 
from 50 to 156), or a yearly average of 2.9 per cent. Professor Cassel’s 
estimate that the long-time growth of production was 3 per cent a year is 

«thus seen to have been surprisingly accurate so far as Sweden is concerned. 
The total real increase per capita for those within the productive ages of 
from 15 to 65 years was 270 per cent, or a compound yearly rate of in- 
crease of 1.9 per cent, of which 67 per cent occurred during the first 29 
years, or an average growth rate of 1.8 per cent; while the relative increase 
during the 40 year period (1890-1930) was about 118 per cent. This 

“amounted to a yearly average gain of 1.9 per cent. 

The most serious defect in the study is that it does not contain any 
material on the relative distribution of the national income as between the 
various factors of production, or between personal services and ownership. 
Tofals for investment in the various years are given; but since no estimates 
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are made of the value at cost prices of the existing stocks of capital in the 
various years, it is not immediately possible to pass judgment on another of 
Professor Cassel’s assumptions—namely, that the quantity of capital in- 
creases at the same annual rate as the total volume of production, or 3 per 
cent. This would, however, seem inevitably to be erroneous both on the 
grounds of distribution theory, and of Professor Cassel’s own assumptions, 
as I have tried to point out in a recent article in. the Canadian Journal aj 
Economics and Political Science. ! 

From the proportions which consumption formed of the total national 
income from 1896 on (p. 317), we can work out the proportion which net 
investment (7.e., gross investment less depreciation) formed of this income. 
These percentages are as follows: 


Proportion which net Proportion which net 
investment formed of investment formed of 

Year total national income Year total national income 

1996 822s arire reS ARS 8 DO EEE E wee ee 12 

LOOT he's Gaais eee weet SAS ee 7 BO acute tent Sek ob oranda 12 

1899 256-44 awe etn eae oe eee 7 TOO oh ek a3 3 oa E 15 

WOOD 228 ery cee actin Oaaed 2 POT ian Gn sauna see ee 20 

1900). oehc ores comes eae 6 TOI oon hie EE EE 15 

IJOL occ cece ceca anne eens 1 rde Eo ANRE EESE E 2 

1002 E E EEE E O 2 e2 AE E EE AAEE 7 

1903. enaa aes een A A 6 TOO Sona iat end cence ees —3 

TOA aae er 1 Ee kee A E ETAN 0 

1909 E E E EE 4 1924: canbe E E E 6 

1906 2... eee e eee eee 7 1924 EE A 6 

1907 A 7 POD Ses EAE E ESET 7 

1908.1... cece cece eens 6 1926-2 od Ga cues Savas tacos 8 

1908 cari Gees aS oes Setar 0 F997 os Shs Basie we ares 9 

1910 oeaseuaesersaneeesas 7 EPA: EE EE E EEE 10 

VOT oera hace A ease tvs as 8 1020 soe cents i Me tee 12 

OE eee Oe eee nye 8 e i OASE T E E 11 

DOES E E E E gaa EE 7 


An examination of these figures shows how baseless a third of the as- 
sumption of Professor Cassel’s actually is—namely, that the proportion of 
the national income which is invested remains constant from year to year. | 
Not only is this grossly erroneous in terms of individual years, but there ` 
are wide differences over long-term periods. Thus, the arithmetic sum of the 
net percentages invested during the 18 years from 1896 to 1913 inclusive 
was 94, or a yearly average of 5.2 per cent; while for the next 17 years 
(1914-1930 inclusive), the sum of these percentages was 149, or an aver- 


age of about 8.8 per cent. This is approximately 70 per cent greater than, 


the average proportion of the annual income saved during the earlier period, 
and this greater relative amount is probably due in part to the larger total 
and per capita income. 
PAUL H. DOUGLAS 
University of Chicago 


~ 


+ 


848 Reviews and New Books [December 


NEW BOOKS 


BLACKETT, O. W. and WILSON, W. P. A method of isolating sinusoidal com- 
ponents in economic time series. Michigan bus. stud., vol. viii, no. 4. (Ann 
Arbor: Univ. of Michigan. 1938. Pp. 58. $1.) 

CHrao, C. M., THOMPSON, W. S. and Cuen, D. T. An experiment in the regis- 
tration of vital statistics in China. (Oxford, Ohio: Scripps Found. for Res. in 
Population Problems. 1938. Pp. 115. $1.) 

Cow Les, A., 3rd, and associate’. Common-stock indexes, 1871-1937. (Blooming- 
ton, Ind.: Principia Press. 1938. Pp. xii, 499. $6.) 

Crum, W. L. Rudimentary mathematics for economists and statisticians. Quart. 
Jour. of Econ., vol. lii, suppl., May, 1938. (Cambridge: Harvard Univ. Press. 
1938. Pp. 162. $1.) 

With our economic journals printing an increasing number of “mathematical 
articles,” lack of mathematical training is becoming a serious obstacle to those 
economists who wish to keep abreast of current contributions, especially in the 
field of theory. To pursue many of these mathematical articles requires merely 
an acquaintance with the terms and concepts of the calculus. For those economists 
seeking this minimum mathematical knowledge Professor Crum’s book is an 
excellent guide, Couching his exposition in terms of familiar economic ideas, 
he explains for the reader the elementary notions related to functions, graphs, 
limits, differentiation, maxima and minima, and differential equations. The eco- 
nomic problems treated relate to cost functions, demand functions, marginal 
revenue, marginal and total utility, and compound interest; the principal sta- 
tistical problem relates to the fitting of a line by least squares. The approach to 
mathematical concepts is very gradual and should be easily followed. 

The reviewer would like to have seen the idea of a “differential” introduced 
soon after the discussion of a derivative instead of at the end of the book. At 
this point the relationship between differentials and derivatives could have 
been graphically illustrated, and it could have been pointed out that some 
economists prefer to apply the terms marginal cost, marginal utility, etc., to the 
differential rather than the derivative. In this connection the approximation of a 
function by the first few terms of a Taylor’s expansion might have been men- 
tioned and from this the analysis of maxima and minima developed. It also 
might have helped if Professor Crum had explained the meaning of A andf( ) 
on their very first appearance, He also could have mentioned that derivatives 
are often indicated by primes or subscripts, such as F’, Fe, and F,,. The book 
is unusually free from typographical errors, the only misprint the reviewer 

° found being dt/du for dt/dv at the bottom of page 135. 
ACHESON J. DUNCAN 


Crum, W. L., PATTON, A. C. and 'TEBBUTT, A. R. Introduction to economic 
statistics. (New York: McGraw-Hill. 1938. Pp. xi, 423. $4.) 

Complete revision of An Introduction to Economic Statistics, by Crum and 
Patton, published in 1925, briefly noted in the American Economic Review 
(vol. 17, p. 147). Treats of collection of data, construction of tables, chart- 
ing, averages, dispersion, skewness, correlation, index numbers, secular trend, 
seasonal variation, and cyclical fluctuations. 

Mitxs, F. C. Statistical methods applied to. economics and business. Rev. ed. 
New York: Holt, 1938. Pp. xix, 746. $3.75.) 
This new edition resembles closely that of 1924. However, minor modifica- 
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tions have been made in many places, and a new chapter on the ‘Analysis of 
variance,” a new section entitled “Generalizing from small samples,” and 
appendices dealing with such subjects as the deviations of the binomial dis- 
tribution, the standard error of the arithmetic mean, the modified exponential 
ne the Gompertz curve, the logistic curve, and variance analysis have been 
added. 

In the opinion of the reviewer, certain weaknesses which might well have 
been eliminated during the revision still remain in the book. For example, 
in dealing with index numbers, the author first makes the*’very dubious assump- 
tion that a “best” formula for index numbers really exists, devotes a large 
amount of space to discussing the characteristics of such a formula, and then 
notes, apparently almost as an afterthought, the fact that different formulas 
are required to answer different questions. Furthermore, the implication per- 
meates the book that functions and methods based upon squared deviations are, 
for most purposes, inherently superior to those in which squaring is absent. 
To say the least, such an assumption is highly debatable. 

The book still stresses primarily descriptions of the mathematical processes 
involved in statistical methodology. Relatively little space is devoted either 
to explaining when to apply the procedures described or to justifying their use 
for specific purposes. Such matters are left mainly to the teacher. Despite these 
weaknesses, this text will continue to be the friend in need to the statistical 
student or instructor who desires to find in one place relatively simple deriva- 
tions of the formulas, and descriptions of the methods commonly used in mathe- 
matical statistical work. The presentation is orderly, systematic, and lucid 
throughout. The book remains preéminent in its particular field, 

WILLFoRD I. KING 


SAUVY, A. Essai sur la conjoncture et la prévision économiques. (Paris: Lib. 
Technique et Economique. 1938. Pp. 190. 18 fr.) 


This is the first treatise on business cycles and forecasting to appear in 
France, according to the foreword. The author, who is chief of the Service 
d’Observation a l'Économie Nationale, describes the principal French business 
barometers, the methods of isolating cyclical fluctuations in a time series, and 
the technique and functions of business research. 

The Boake opens with a partial survey of business research institutes—ten 
in France and thirteen abroad. The principal French indexes of business activity, 
prices and credit are then examined critically, with laudable emphasis on the 
defects of individual series and on common errors in interpretation. 

The section on time series analysis first takes up index numbers, next the 
elimination of secular trend and seasonal variations, and finally the reduction 
of “accidental variations” by means of moving averages and adjustment for 
variable holidays and lengths of months. Secular trend is estimated by con- 
necting peaks or troughs, but its mathematical calculation is not thought justifi- 
able because of difficulties in interpretation. Seasonal variation is approximated 
by averaging monthly ratios to annual averages, the preliminary indexes being 
corrected for trend. Correlation methods are not considered. 

The technique of business research comprises first the diagnosis of present 
conditions by factual measurement and the explanation of causes; second, 
prognosis by means of leads and lags, extrapolation of adjusted series, or the 
cognizance of danger signals which portend crises. Forecasting in Frances is 
said to be facilitated by the “habitual lag” of French business. The proper pur- 
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pose of business research is the impartial analysis and interpretation of sta- 
tistical and qualitative facts, freely disseminated to aid both private and 
government policies in a planned economy. 

“While this work is designed primarily for the beginning French student 
of “conjoncture,” the foreign economist should find a stimulating viewpoint 
in the later chapters (10, 12-15) on the theoretical functions of business 
research and its place in the national economy. 

. e WILLIAM A, SPURR 
STOCKTON, J. R. An introduction to business statistics. (Boston: Heath. 1938. 
Pp. v, 378. $3.) 
———. Laboratory manual for business statistics: 1938-1939 series, (Aus- 
tin, Texas: Hemphill’s Book Store. 1938. Pp. 97, mimeographed.) 


This text “is not designed to train statisticians but to familiarize students of 
business administration and economics with the most common statistical 
methods that they will find used in business.” It “makes little original con- 
tribution to the methods of statistical analysis” but the author hopes that “it 
will contribute something toward a better understanding of the practical use- 
fulness of statistical methods.” 

The first five chapters describe comprehensively the methods of collecting 
and presenting statistical data, particularly the use of questionnaires and the 
construction of tables and charts, Line diagrams, however, are considered later 
under “time series,” and secondary sources of data are deferred till after 
the section on time series analysis. The concept of frequency distributions 
suffers from being scattered over several chapters. 

The nine principal measures of central tendency and dispersion are next 
discussed in succinct fashion, The comparative advantages and uses of the 
various Measures—a topic slighted in most texts—are clearly shown. 

The analysis of time series opens with a thorough study of seasonal variation. 
The author proceeds from the simple methods of monthly means and per- 
centages of annual totals to the standard method of moving averages, including 
its application to progressive seasonality and omitting both obsolete and over- 
refined techniques. Secular trend is measured in four ways: graphically, by 
semi-averages, moving averages, and least squares, the latter method being 
limited to an arithmetic straight line with the origin at the middle year. Cyclical 
fluctuations receive more attention than in most elementary texts, but neither 
this book nor the others have yet incorporated the important recent contribu- 
tions of business cycle statisticians to the methodology of this subject. 

The author next describes and charts 17 important “business barometers,” 
utilizing several of these to illustrate realistically the procedure of constructing 
index numbers, 

The final topic is simple linear correlation, which is handled clearly, with 
laudable emphasis on graphic comparisons. The scatter diagrams on pages 
295 to 298, however, might be criticized as representing semi-spurious correla- 
tion, since both variables shown are functions of the population of states. 

The appendix includes 47 simple problems to accompany the text, a descrip- 
tion of machine tabulation, and several mathematical tables. 

Several omissions in this book may be noted. Little or no mention is made 
of second degree, “S,” or logarithmic trend lines; curvilinear, partial or multiple 
sorrelation; the normal curve or other curves fitted to frequency distributions; 
random perturbation, probability, reliability, or the theory of sampling. This 
is gprstic pruning, though it yields a simple and comprehensible text. 
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The book will stimulate student interest by its clearness, logical arrange- 
ment, and stress on practical application, without sacrificing the essentials of 
statistical method. Consequently, it seems well adapted for shorter, non- 
mathematical courses in elementary business statistics. 

The Laboratory Manual consists of 30 problems with complete tabular and 
graphic forms, extending over 97 written pages and 75 supplementary sheets. 
The workbook “deliberately introduces somewhat complicated situations . . . 
the solution of which requires the use of real data,” and furnishes a valuable 
supplement to the simpler problems of the text. ‘ 

WILLIAM A. SPURR 


WAUGH, A. E. Laboratory manual and problems for elements of statistical method. 
(New York: McGraw-Hill. 1938. Pp. x, 171 $1.50) 

Guide to current official statistics of the United Kingdom. Vol. xvi (1937). 
Being a systematic survey of the statistics appearing in all official publications 
issued in 1937, (London: H. M. Stationery Office. Pp. 406. 1s.) 

International abstract of economic statistics, 1931-1936. (The Hague: Internat. 
Statistical Inst. 1938. Pp. 249.) 

“This abstract contains the yearly figures for the period 1919-1936 as well 
as the monthly figures for the years 1931-1936 regarding 40-50 important 
economic indices of 31 countries, viz.: Austria, Belgium, Bulgaria, Czecho- 
slovakia, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ire- 
land, Italy, Norway, Netherlands, Poland, Portugal, Spain, Sweden, Switzer- 
Jand, United Kingdom of Great Britain and North Ireland, Jugoslavia, Brazil, 
Canada, United States, India, Japan, Netherlands Indies, Union of South 
Africa, Australia, New Zealand. The data have been obtained from the ‘eco- 
nomic services’ in these countries.” 
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Car Abroad; Customs Entry, Baggage Exemptions, Local Touring Regulations, by 
Roberta P. Wakefield, under the direction of Henry Chalmers (pp. 121, 15c.) ; 
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in three parts: Part I, Principal Farm Products (pp. 1134, $1.25); Part II, 
Fruits, Vegetables and Grapes (pp. 906, $1.00) ; Part III, Supplementary Report 
(pp. 154, 20c.). Also, Agricultural Implement and Machinery Industry, House 
Document No. 702, 75th Congress, Part I, Concentration and Competitive Meth- 
ods, Part II, Costs, Prices and Profits (pp. 1176, $1.25). 


The Hearings relating to the American Cotton Codperative Association, 75th 
Congress, 3rd Session, have been printed (pp. 1149, 70c.). 


The Hearings relating to the Merchant Marine, 75th Congress, 3rd Session, 
covering the operation of merchant vessels of the United States on essential 
trade routes, held June 6-8, 1938, have been printed (pp. 165, 15c.). 


Labor 


The federal Bureau of Labor Statistics has published Bulletin No. 634, Char- 
acteristics of Company Unions, 1935, prepared under the general supervision 
of A. F. Hinrichs and Florence Peterson, David J. Saposs, Joseph J. Senturia, 
Eleanor Davis and John V. Spielmans (pp. 313, 30c.); No. 655, Union Scales 
of Wages and Hours in the Printing Trades, May 15, 1937 (pp. 57, 10c.) ; 
No. 657, Union Scale of Wages and Hours in the Building Trades in 70 Cities, 
May 15, 1937 (pp. 69, 10c.) ; No. 658, P. W. A. and Industry: A Four-Y eat 
Study of Regenerative Employment (pp. 28, 10c.). 


The Final Report on Total and Partial Unemployment, 1937, has been pub- 
lished in four volumes (Washington, pp. 687; 721; 738; 187. $1.75; $1.75; 
$1.75; 45c.). 


864 Documents, Reports, and Legislation 


The United States Employment Service of the federal Labor Department has 
published Job Descriptions for the Retail Trade in three volumes (pp. 743, $3.00, 
the set). 


Further hearings before the Senate Committee on Education and Labor deal- 
ing with Violations of Free Speech and Rights of Labor pursuant to a resolu- 
tion to investigate violations of the right of free speech and assembly and 
interference with the right of labor to organize and bargain collectively have 
been issued: Part 152A, Novèmber 18, 1937 (pp. 5173-5762); Part 15-B, 
November 18, 1937 (pp. 5763-6297) ; Part 15-C, November 18, 1937 (pp. 
6299-6734) ; Part 15-D, November 18, 1937 (pp. 6735-7243) ; Part 16, No- 
vember 19, 1937 (pp. 7245-7368) ; Part 17, March 2-3, 1938 (pp. 7369-7762) ; 
Part 18, March 4, 7 and 8, 1938 (pp. 7763-8196). 


The Women’s Bureau of the federal Department of Labor has published Bul- 
letin No. 159, Trends in the Employment of Women, 1928-36 (pp. 48, 10c.) ; 
No. 163-3, Hours and Earnings in Certain Men’s-Wear Industries: Seamless 
Hosiery (pp. 8, 5c.). 


Banking 


The Hearings held March and April, 1938, before the House Committee 
on Banking and Currency, 75th Congress, 3rd Session, dealing with Government 
Ownership of the Twelve Federal Reserve Banks have been printed (pp. 508, 
65c.). Also the Hearings before the same Committee, dealing with Monetary 
Policy, held in July and August, 1937, and January-March, 1938 (pp. 611, 60c.). 


The Federal Home Loan Bank Board has published the Annual Report of 
Federal Savings and Loan Associations for the Year Ended December 31, 1937 
(pp. 138, 20c.). 


Public Finance 


The Treasury Department has prepared Statistics of Income, Supplement, 
Compiled from Federal Income Tax Returns of Individuals for the Income Year 
1934: Sec. 1, Number of Individual Income Tax Returns for 1934 Classified 
by Counties, and Cities, of 25,000 and over Population, by Net Income Classes 
(pp. 120, 15c.). 


NOTES 


The fifty-first annual meeting of the AMERICAN ECONOMIC ASSOCIATION will 
be held in Detroit, Michigan, December 28-30, with headquarters at Hotel 
Statler. The general topic is “The Changing Character of the American Econ- 
omy.” The preliminary program has been arranged as follows: 


W ednesday, December 28 


10:00 A.M. FiRST SESSION (joint meeting with’ the Anterican Statistical Asso- 
ciation 
The Changing Character of Real Investment Outlets—chairman, I. Leo 
Sharfman, University of Michigan 
Papers: Ralph J. Watkins and Glenn E. McLaughlin, University of Pitts- 
burgh, “The Growth, Maturity, and Decline of Dominant American In- 
dustries” ; David Weintraub, National Research Project, “The Effect 
of Current and Prospective Technological Developments upon Capital 
Formation”; Morris A. Copeland, Central Statistical Board, ‘The Rôle 
of Public Investment” 
2:30 P.M. ROUND TABLE CONFERENCES (joint sessions with the American Sta- 
tistical Association) 

A. Expansion and Contraction in the American Economy—chairman, Stephen 
M. Du Brul, General Motors Corporation 

Discussion: Oskar Lange, University of Chicago, “Is the American Econ- 
omy Contracting?” Wendell D. Hance, Harvard University, “The Rôle 
of the Automobile Industry”; Waldo E. Fisher, University of Pennsyl- 
vania, “The Outlook for New Industries” 

B. The Effect of Industrial and Technological Developments upon the De- 
mand for Capital—chairman, F. S. Deibler, Northwestern University 

Discussion: Shelby Cullom Davis, Delaware Fund, Inc., “The Influence 
of Bureaucracy in Large-Scale Industry upon Investment Decisions” ; 
Henry H. Villard, University of Minnesota, “The Significance of Obso- 
lescence and Depreciation Allowances upon Capital Formation’’; Rollin 
F. Bennett, Columbia University, “The Changing Character of the Risk 
Factor in Capital Formation” 

C. The Réle of Public Investment and Consumer Capital Formation 

Discussion: Gerhard Colm, New School for Social Research, “The Gov- 
ernment as Investor”; Ben W. Lewis, Oberlin College, “The Government 
as Competitor”; G. Griffith Johnson, Jr., United States Treasury Depart- 
ment, “The Effect of the Social Security Taxes on Consumption and’ 
Investment” 

D. Income and Capital Formation (joint session with the American Statistical 
Association and the Conference on National Income and Wealth Re- 
search) —chairman, W. Leonard Crum, Harvard University 

Discussion: Hildegarde Kneeland, U. S. Department of Agriculture, “The 
Distribution of Consumers’ Income and Expenditures” ; Simon Kuznets, 
National Bureau of Economic Research, “National Income and Capital 
Formation”; George W. Terborgh, Economist, Federal Reserve Board, 
“An Analysis of Capital Formation as a Guide to Current Policy” 

5:00 P.M. MEETING OF THE EXECUTIVE COMMITTEE 
8:00 P.M. PRESIDENTIAL ADDRESSES (joint meeting with the American Sgatis- 
tical Association): Alvin H. Hansen, Harvard University, president of 
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the American Economic Association; Robert H. Coats, Dominion Bureau 
of Statistics, president of the American Statistical Association 


Thursday, December 29 


9:00 A.M. BUSINESS MEETING 
10:00 A.M. SECOND SESSION 
Attributes and Market Tactics of Large-Scale Enterprise—chairman, Arthur 
R. Burns, Columbia Unjversity 
Papers: Edward °S. Mason, Harvard University, “Price and Production 
Policies of Large-Scale Enterprise” ; Willard L. Thorp, Dun and Brad- 
street, Inc., “Changing Distribution Channels: Growth of Mass Dis- 
tributors” ; Robert A. Gordon, University of California, “Financial Con- 
trol of Large-Scale Enterprise” 
2:30 P.M. ROUND TABLE CONFERENCES 
A. Price and Production Policies of Large-Scale Enterprise—chairman, Myron 
W. Watkins, New York University 
Discussion: Fritz Machlup, University of Buffalo, “Evaluation of the Prac- 
tical Significance of the Theory of Monopolistic Competition’; Paul T. 
Homan, Cornell University, “Issues in the Revision of the Antitrust 
Laws”; Edgar M. Hoover, Jr., University of Michigan, “The Significance 
and Implications of Cutthroat or Ruinous Competition” 
B. Changing Distribution Channels—chairman, Roland S. Vaile, University 
of Minnesota 
Discussion: John H. Cover, University of Chicago, “The Initiative of Dis- 
tribution Groups”; Ewald T. Grether, University of California, “The 
Robinson-Patman Act”; E. R. Bowen, Codperative League of the U. S. A., 
“Growth and Prospects of Consumers’ Co6dperatives in the United 
States” 
C. Financial Control of Large-Scale Enterprise—chairman, Donald R. Belcher, 
American Telephone and Telegraph Company 
Discussion: D R Scott, University of Missouri, ‘The Significance of Inter- 
locking Directorates”; Gardiner C. Means, National Resources Commit- 
tee, “The Location of Economic Control of American Industry” ; Paul M. 
O'Leary, Cornell University, “The Role of Banking Groups in Corporate 
Reorganization” 
D. The Pure Theory of Production (joint session with the Econometric So- 
ciety)—chairman, Oskar Morgenstern, Princeton University 
Discussion: Irving Fisher, Yale University, ““A Three-Dimensional Repre- 
sentation of the Factors of Production”; Paul H. Douglas, University 
of Chicago, “On the Production Function”; Jacob Marshak, Oxford Uni- 
versity, “Measuring the Mobility of the Factors of Production”; Paul A. 
Samuelson, Harvard University, “The Theory of Cost and of Production 
in Its Operational Implications” 
8:00 P.M. EVENING SESSION (joint meeting with the American Association for 
ü Labor Legislation) 
Labor Policy and Wage Theory—chairman, J. Douglas Brown, Princeton 
University 
Papers: Sumner H. Slichter, Harvard University, “The Changing Character 
of American Industrial Relations’; Paul H. Douglas, University of Chi- 
e cago, “Wages and Hours in Relation to Innovations and Capital Forma- 
tion”; A. P. Lerner, University of London, “Relation of Wage Policies 
5 wad Price Policies” 
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9:00 A.M. BUSINESS MEETING 
10:00 A.M. THIRD SESSION Pa 
Lessons of the Current Decade with Respect to Recovery Policy—chairman, 
Arthur W. Marget, University of Minnesota 
Papers: Charles O. Hardy, Brookings Institution, “An Appraisal of the 
Factors (‘Natural’ and ‘Artificial’) Which Stopped Short the Recovery ` 
Development in the United States”; Gunaar Myrdal, University of Stock- 
holm, “Fiscal Policy in the Business Cycle”; John M. Clark, Columbia 
University, “An Appraisal of the Workability of Compensatory De- 
vices” 
12:00 M. MEETING OF THE EXECUTIVE COMMITTEE 
2:30 P.M. ROUND TABLE CONFERENCES 
A. Divergencies in the Development of. Recovery in Various Countries— 
chairman, Chester A. Phillips, University of Iowa 
Discussion: Gottfried Haberler, Harvard University, “Recovery Policies in 
Democratic Countries”; George N. Halm, Tufts College, “Recovery 
Policies in Totalitarian States”: Emil Lederer, New School for Social 
Research, “Is There a World-Wide Drift toward Regimented Control of 
Industry ?” 
B. Factors Making for Change in the Character of the Business Cycle (joint 
session with the American Farm Economic Association )—chairman, James 
W. Angell, Columbia University 
Discussion: Raymond J. Saulnier, Columbia University, “The Significance 
of the Growing Importance of Durable Consumers’ Goods”; Frank A. 
Pearson, Cornell University, “The Rôle of Agriculture”; Fritz Lehmann, 
New School for Social Research, “The Rôle of the Social Security Pro- 
gram” 
C. Workability of Compensatory Devices—chairman, Leonard L. Watkins, 
University of Michigan 
Discussion: Paul T. Ellsworth, University of Cincinnati, “The Efficacy of 
Central Bank Policy in the Light of Experience”; Paul A. Samuelson, 
Harvard University, “The Theory of Pump-Priming Reéxamined” ; Emile 
Despres, New York Federal Reserve Bank, “The Proposal to Tax Hoard- 
ing” 
8:00 P.M. ROUND TABLE CONFERENCES (joint sessions with the American As- 
sociation for Labor Legislation) 
A. Industrial Relations—chairman, A. Howard Myers, National Labor Rela-e 
tions Board 
Discussion: Lloyd G. Reynolds, Harvard University, “The Proposal to Estab- 
lish an Annual Wage’; Philip Taft, Brown University, ‘“The Problems 
of New Unionism in the United States’; William Gorham Rice, Jr., 
University of Wisconsin, “N. L. R. A. and Employment Contracts, Indi- 
vidual and Collective” 
B. Wages and Hours in Relation to Innovations and Capital Formation—chaire 
man, Z. Clark Dickinson, University of Michigan 
Discussion: Albert F. Hinrichs, U. S. Bureau of Labor Statistics, “The 
Effect of High Wages upon the Introduction of Machinery” ; Edna Loni- 
gan, U. S. Treasury Department, “The Efect of Modern Technological 
Conditions upon the Employment of Labor”; Merrill G. Murray, S8cial 
Security Board, “Minimum Wage Legislation and the Problem of Wage 
Differentials” e 
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C. Relation of Wage Policies and Price Policies—chairman, Earl J. Hamilton, 


Duke University 


Discussion: C. Emery Troxel, Wayne University, “Comparison of Move- 
ments of Pay Rolls in Flexible and Inflexible Price Industries’; Henry 
Oliver, Duke University, “Does the Cyclical Adjustment of Money Wage 
Rates Produce Corresponding Changes in Prices without Affecting Em- 
ployment?” George W. Taylor, University of Pennsylvania, “Do Cur- 
rent Tendencies in Amegican Labor Organization Tend to Promote Price 


Rigidity?” * 


The following names have been added to the membership of the AMERICAN 


ECONOMIC ASSOCIATION since August 1: 


Bowman, D. O., Dept. of Econ., University of Michigan, Ann Arbor, Mich. 
Brown, P. H., 109 Commerce Bldg., University of [Jinois, Urbana, I. 
Cartinhour, G. T., Hunter College, 2 Park Ave., New York City. 
Cogen, C., 515 W. 122nd St., New York City. 


Colton, R. R., College of the City of New York, 17 Lexington Ave., New York City. 


Davis, S. W., 226 E. State St., Apt. 1, Athens, Ohio. 
Duncombe, H., 626 Aldine Ave., Chicago, Ill. 


Durham, W. A., Jr., Dept. of Govt. Management, University of Denver, Denver, Colo. 


Eldean, E. A., 30 Rockefeller Plaza, New York City. 


Erzen, N., c/o Omer Muharrem Apaydin, Ticarethenesi, Coban, Cesme, Sokago, No. 11, 


Yemis, Istanbul, Turkey. 
Fox, M. J., Jr., Tri-Continental Corp., 54 Wall St., New York City. 
Galenson, W., 315 Riverside Dr., New York City. 
Gettell, R. G., 32 High St., New Haven, Conn. 
Gould, E. R., 2515 Irving Ave., 5., Minneapolis, Minn. 
Guggenheimer, A., 27 E. 37th St., New York City. 
Hagen, E. E., Dept. of Econ., Michigan State College, East Lansing, Mich. 
Hammond, S., 25 Conant Hall, Cambridge, Mass. 
Hayes, S. P., Jr., 42 Pondfield Rd., W., Bronxville, N. Y. 
Jones, A. H., 2223 Soniat St., New Orleans, La. 
King, H. J., Dept of Accounting, University of Pittsburgh, Pittsburgh, Pa. 
Lange, O., Dept. of Econ., University of Chicago, Chicago, III. 
Marburg, T. F., Coll. of Bus. Admin., University of Nebraska, Lincoln, Neb. 
Morgenstern, O., Dept. of Econ., Princeton University, Princeton, N. J. 
Morris, M. H., 460 E. 15th Ave., Eugene, Ore. 
Oliver, H. M., Jr., Box 5084 Duke Station, Durham, N.C. 
Pond, A. S., Brigham Young University, Provo, Utah. 
Rose, J. YV., No. 5 El Morado Apts., Dayton, Ohio. 
Samuelson, P. A., 13 A Ware St., Cambridge, Mass. 
Southworth, C., Dept. of State, Washington, D.C. 
Stormer, R., 1345 Madison Park, Chicago, Il. 


Tolles, N. A., U. S. Dept. of Labor, Bur. of Labor Statistics, Washington, D. C. 


*Ullian, F. S., 35 Dolphin Rd., Newton, Mass. 


Wolff, R. P., 535 Fifth Ave., New York City. 
Young, E. R., 647 Flatbush Ave., Brooklyn, N. Y. 


Zassenhaus, H. K., Dept. of Econ, and Bus. Admin., Juniata College, Huntingdon, Pa. 


Professor Royal E. Montgomery of Cornell University has been appointed 
editor of the Review to fill the place of Professor Edward Berman, deceased. 


* Professor Frank H., Knight of the University of Chicago writes that, inasmuch 
as the July issue of the Zeitschrift für Nationalökonomie (Band IX, Heft 2), 
published by Julius Springer in Vienna, carried on the cover a list of associate 
editors in which his name was included, he wishes to inform his professional 
colleagues that this action was taken without his consent and that such use of 
his fame is contrary to his wishes. A letter signed by the editor and the pub- 
lisher of the Zeitschrift, stating that the action mentioned would be taken in the 
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absence of a prompt refusal of permission by telegraph, came to Professor 
Knight’s attention too late for effective reply. 


In the review of The International Economic Position of Argentina by Vernon 
Lovell Phelps, published in the September, 1938, issue of the American Economic 
Review (pp. 531-532), two errors appear: in the final paragraph the date “1919” 
was printed for “1929” and “creditor” was printed for “debtor.” 


The first resident session of the Pacific Northwest Bankjng School was held at 
the University of Washington, August 22 to September 2. The curriculum con- 
sisted of four courses and four evening seminars. The courses dealt with the man- 
agement of earning assets, economics of money and credit, analysis of commer... o» 
cial loans, and analysis of corporation bonds, The faculty was made up of practical 
bankers and college instructors. Among those who took part in the instruction 
were Professor J. Franklin Ebersole, Harvard Graduate School of Business Admin- 
istration, Dean Ralph H. Farmer, School of Business Administration, University 
of Idaho, Professor Richard B. Heflebower, director of the School of Business 
Administration, State College of Washington, Professor Howard H. Preston, 
University of Washington, George H. Rigler, Harris Trust and Savings Bank, 
Chicago, A. R. Truax, Seattle-First National Bank, Professor Charles R. Whittle- 
sey, Princeton University. 


At a meeting of the Board of Governors of the Society for Stability in Money 
and Banking, held in Minneapolis, October 13, cuestions of government rela- 
tions to money and banking were discussed by Messrs. Otto Rosenberg of Vienna, 
Melchior Palyi of the University of Chicago, Irving Fisher of Yale University, 
and Joseph E. Goodbar, president of the Society. 


At the annual meeting of the Academy of Political Science held in New York, 
November 9, papers were presented dealing with the subject of Monopoly and 
Competition in Industry and Labor. These addresses will be published in the 
near future ($2.50 per copy). 


A meeting of the Wisconsin Economic Conference was held at Madison, No- 
vember 11-12. Among the subjects discussed were Commercial Banking Prob- 
lems; Governmental Entrepreneurs; Protecting the Investor in Wisconsin. Papers 
were read by Professor William H. Kiekhofer, University of Wisconsin, on “The 
Academic Economist” and by Professor Edwin E., Witte, University of Wisconsin, 
on “The Governmental Economist.” 


A new department of business economics has bgen established at Hunter Col- * 
lege, with Dr. Rudolf K. Michels, associate professor of economics, as chairman. 


The Foreign Commerce Department of the Chamber of Commerce of the 
U.S.A. (Washington, D.C.) has published a leaflet entitled Economie Topics 
at Eighth Pan American Conference, dealing with the subjects to be discussed 
at the Pan American Conference at Lima, Peru, beginning December 9, 1938. 


The annual meeting of the Pacific Coast Economic Association is to be held 
in Berkeley, December 28-30. The topics to be discussed cover: Pacific Coast 
Trade, Foreign Trade Policies of the United States, Pacific Coast Regional Plan- 
ning, Monopoly Pricing Problems and Control, Government Control of Private 
Finance. Among the speakers will be: Eliot Mears, Stanford University; Ge F. 
Drummond, University of British Columbia; Theodore H. Boggs, Stanford Uni- 
versity; Howard Ellis, University of California; Stuart Daggett, Univesity of 
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` California; Henry Schultz, visiting University of California at Los Angeles ; 
Ralph Cassady, U.C.L.A.; Thomas Nixon Carver; Carl Dakan, University of 
Washington; Elmer Fagan, Stanford University; C. L. Kelly, University of Ore- 
gon. James K. Hall, University of Washington, is president of the association. 


Louisiana State University has purchased the private library of Dr. Richard 
T. Ely, containing 7,500 books, 100,000 pamphlets and many volumes of journals 
and periodicals. Included also are valuable English documents and deeds from 


the time of Henry VIleto George IV. 


Students engaged in historical research -in the field of economics will be inter- 
ested in the article entitled “The Kress Library of Business and Economics” by 
u™sArthur H. Cole in the November Bulletin of the Harvard Business School Alumni 
Association (p. 26)..This article is a description of the Foxwell collection which 

was purchased some years ago for the Harvard Business School. 


The Wharton School is publishing a series of volumes for the Textile Founda- . 
tion, treating of the principles of economics; both theoretical and applied, in 
terms of the textile industry. Among these are The Marketing of Textiles, by 
Reavis Cox; Textile Costing, by Jeremiah Lockwood and A. D. Maxwell; The 
Textile Industries, by H. E. Michl; The Management of a Textile Business, by 
C. C. Balderston and V. S. Karabasz. The series is being prepared under the di- 
rection and editorship of Professor A. H., Williams, and is an experiment in 
the teaching of economics to engineering and other technical fields. ` l 


The Department of Labor at Washington has prepared a List of American 
Trade Union Journals and Labor Papers Currently Received by Department of 
Labor Library. This Department has also published a memorandum on Monthly 
Statistics of Employment, Wages, and Houts, Issued Currenily by State Labor 
Departments. a 


The Review has received the first issue of the Journal of the Kobe University 
of Commerce, May, 1938. The articles in this Journal are mainly. selected from 
among those in the Journal of. the Political Economy and Commercial Science 
(in Japanese), a monthly publication of the University. 


The Social Science Research Council “offers for the academic year 1939-40 post- 

` doctoral research training fellowships, pre-doctotal field fellowships, grants-in- 

aid of research in the social sciences. Information may be obtained from the 
secretary, Laura Barrett, 230 Park Avenue, New York City. 


Professor Earl E. Cummins of Union College died June 7, 1938. 


Grover Clark, professor of economics at the University of Denver, died July 
17:1938: ` . 


Professor James E. Boyle of Cornell University died September 18, 1938. 


Harry Jerome, professor of statistics in the department of economics at the 
University of Wisconsin, died September 11, 1938. Professor Jerome was ap- 
pointed professor of economics at the University of Wisconsin in 1920, and served 
as chairman of the economics department from 1931 to 1936. In 1919 and 1920 
he was income-tax assessor for the Wisconsin Tax Commission; and from 1923 to 
e — 1925 he was on the staff of the National Bureau of Economic Research. He was 
the author of Statistical Method, published in 1924; and at the time of his death 
Dr.eJerome was engaged in the revision of this text. 

As a memorial to Professor Jerome, his students, friends and co-workers are 
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irranging for contributions. to a fund for aiding students which is to be estab- 
ished in his name in recognition of his services at the University of Wisconsin. 
This. fund is in the care of Dr. Edwin E. Witte, chairman of the department of 


ies 
Appointments and Resignations 


Adolph G. Abramson, a Brookings Fellow from Brown University last year, 
jas accepted a position in the Department of Commerce, 


; Wendell M. Adamson, statistician for the Bureau cf „Business Research at 
the University of Alabama, is taking a year’s leave of absence. 


J. H. Aitchison has been appointed assistant in the department of political 
sconomy, University of Toronto. >. 


J. S. Allely has been appointed lecturer with the Workers Educational Asso- 
ciation at Toronto. i 


Oscar L. Altman has resigned his position at Ohio State University to join 
the staff of the Monopoly Study of the Securities and Exchange Commission. 


C. P. Anson has resigned as instructor at, the Univezsity of North Carolina 
to accept a position as head of the department of economics at Roanoke College. 


Robert L. Baker is making a study of certain aspects of state management in 
Soviet Russia and other foreign countries for the National Industrial Conference 
Board. is 


E. Wight Bakke has been made a full professor in the department’of economics 
at Yale University. 


Robert D. W. Bartels has been appointed acting instructor in the College of 
Economics and Business at the University of Washington. 


J. Cullen Barton of Louisiana State University is instructor in commerce at 
the University of Alabama. 


Kenneth A. Beggs has been appointed acting instructor in the College of 
Economics and Business at the University of Washington: 


Emile Benoit-Smullyan has been appointed instructor in economics at the Uni- 
versity of Illinois. 


Dillard E. Bird of Ohio State University has been appointed to handle the 
placement work of the Wharton School, University of Pennsylvania. 


Richard M. Bissell, Jr., who has been a part-time instructor in the depart- 
ment of economics at Yale University, is now on a full-time schedule. 


Richard Bohan of St. Mary of the Woods College spent the summer in Mexico 
making a study of economic conditions. 


A. T. Bonnell is instructor in economics at the University of North Carolina. 


Raymond T. Bowman is a research associate at the National Bureau of Eco- 
nomic Research, on partial leave from the University of Pennsylvania. 


Mary Sydney Branch is instructor in economics and sociology at Wellesley 
College. 


Ralph F. Breyer has been promoted to associate professor of marketing in 
the Wharton School, University of Pennsylvania. | 
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R. P. Brooks, dean of the School of Commerce, University of Georgia, has 
been elected president of the American Association of Collegiate Schools of 
Business. 


William Adams Brown, Jr., has returned to Brown University. 


Alfred G. Buehler has resumed his duties at the University of Vermont after 
a semester as visiting professor at the University of Pennsylvania. , 


Franklin W. Burton ts instructor in economics at the University of Pittsburgh. 
John W. Gadman, $r., is instructor of economics at Princeton University. 


H. M. Cameron is engaged in research on population and the working force 
for the National Industrial Conference Board. 


A. Stuast Campbell of the University of Florida has accepted an appointment 
as economic consultant of the United States Maritime Commission. 


Hobart C. Carr is'assistant in economics at the University of Illinois. 


W. J. Carson, associate professor at the University of Pennsylvania, has been 
engaged in the planning of a comprehensive study of bonds and bond ratings, 
and is serving as assistant executive director for the National Bureau of Economic 
Research. 


James E. Chace has returned to his position at the University of Florida. 


J. M. Charlton, fr., of Louisiana State pane, is instructor in commerce 
at the University of Alabama, 


Walter A. Chudnowsky has been appointed instructor at Yale University. 


Charles Woolsey oe of Amherst College is a visiting lecturer at Yale Dat 
versity. 

Richard Colwell is instructor in the i of economics at Massachusett: 
State College. 


Reavis Cox has been promoted to professor of marketing in the Whartor 
School at the University. of Pennsylvania. 


R. W. Crutchfield is instructor in ees at the University of North Caro 
lina. 
Kenneth J. Curran is instructor of economics at Princeton University. 


O. J. Curry was appointed assistant professor of business administration a 
the University of Arkansas. 


Carroll R. Daugherty, professor of economics at the University of Pittsburgh 
has been granted a leave of absence to serve as chief economist of the Wage anı 
Hour Administration at Washington. 


Charles H. Davis is an assistant in commerce at the University of Alabama. 


Elwood Dills has been appointed associate professor of marketing and trans 
portation at the University of Tennessee. 


George Douglas has been appointed assistant professor of economics at Law 
rence College. 


W. T. Easterbrook resigned from the department of political economy at th 
University of Toronto and has accepted a teaching position.on the staff of Bran- 
edon College, Brandon, Manitoba. 
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J. Franklin Ebersole of Harvard University lectured at Stanford University, \ 
July 18-22; and at the University of Washington, August 22-September 2, 


Nelson Eddy is instructor in economics at Amherst College. 


Marvin L. Fair has obtained leave of absence at Temple University to serve 
as research ‘director of the Great Lakes and Inland Waters Survey of the Federal! 
Communications Commission. 


4 


J. Wesley Fly has received a permanent appointment as instructor of accounting 
at-thé University of Florida. 


- John H. Frederick has been appointed professor, of marketing in the Uni- 
versity of Texas. | . 


Bruce Futhey is instructor in accounting at the University of Alabama. 
Edward Garrison is instructor in economics at the University of Tennessee. 


.J. E. Gellermann is studying material resources for the National Industrial Con- 
ference Board. a wait 


Paul F. Gemmill has been elected chairman of the Graduate Group Committee 
in Economics at the University of Pennsylvania. 


J. D. Goeltz, instructor in economics at the University of Tennessee, has been 
granted a leave of absence. 


John O. Gragg of the University of Texas is assistant professor of economics 
at the University of Louisville. 


Allan G. Gruchy has been promoted from associate professor to professor in 
the College of Commerce at the University of Maryland. 


Earl J. Hamilton has returned to the department of economics at Duke Uni- 
versity after a sabbatical year spent in research in France and Italy. 


R. N. Havens is instructor in economics at Duke University. r 


Langston Hawley has returned to the University of Alabama after a leave 
of absence during which he served-as chief of the Division of Research and 
Statistics for the Alabama Unemployment Compensation Commission at Mont- 
gomery. 


Floyd B. Haworth has been appointed associate in economics at the University 
of Illinois. 


Rex B. Hersey is on a two-year leave from the University of Pennsylvania to 
head the editorial section’ of the International Labor Office, Geneva, Switzerland. 


. Chester J. Higman has been appointed a part-time associate in the College of 
Economics and Business of the University of. Washington. 


George H. Hildebrand is instructor in economics at Cornell University. 


Thomas M. Hill has a part-time instructorship and is teaching accounting at 
Yale University. 


Tii ‘T. Homan has returned to Cornell University after a sabbatical leave of 
absence. : 


Francis W. Hopkins, head of the department of economics and sociology at 


New Jersey College for Women, ‘has been promoted from assistant to associate ‘ 


professor. Pr 
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» Donald C. Horton returned to the Finance Division of the United States 
Bureau of Agricultural Economics after a leave of absence during which he held 
an appointment as assistant professor of economics at Brown University. 

Willard E. Hotchkiss, former president of the Armour Institute of Technology, 
has been appointed Maurice Falk professor of social relations at the Carnegie In- 
stitute of Technology. This professorship was recently endowed by the Maurice 
and Laura Falk Foundation, with the object of incorporating a program of in- 
struction in social relations in all of the engineering curricula at the Carnegie In- 
stitute of Technology. Substantially one-fourth of the total time during the four 
undergraduate years is to be devoted"to the subject of social relations. 

Stanley E. Howard, chairman of the department ‘of economics and social 
institutions at Princeton University, is on leave of absence for the first term of | 


sieaaianesent academic year. 


Harold H. Hutcheson, is instructor of economics at Princeton University. 

F. Cyril James has returned to the University of Pennsylvania after a year’s 
leave of absence which was spent preparing a history of the Chicago money 
market. 

Ray C. Johnson is assistant in commerce at the University of Alabama. 

Warren C. Johnson is on the staff of the College of Business Administration 
at Boston Liniversity. 

Marshall D. Ketchum, is assistant professor of economics at the University 
of Kentucky. 

C. V. Kidd is instructor in economics at Princeton University. 

Vera R. Kilduff has accepted an appointment at Hood College. 

Roland L. Kramer of the transportation department of the University of 
Pennsylvania is serving as special expert to the United States Maritime Com- 
mission. 

C. Arthur Kulp has completed a report entitled Social Insurance Codrdina- 
tion, prepared for the Social Security Committee of the Social Science Research 
Council. 

Linda Lancaster, has resumed her work as an instructor in the department 
of economics at the University of Texas. 

Don D. Lescohier of the department of economics of the University of Wis- 
consin, is on leave of absence for the first semester, serving as consultant to Col. 
Brehon Somervell, administrator of the New York City Progress Administration. 

Charles W. Lewis of the University of Tennessee is instructor at the Wharton 
School, University of Pennsylvania. 

Harry J. Loman has been advanced from vice-dean to associate dean of the 
Wharton School, University of Pennsylvania. 

Friedrich A. Lutz, formerly lecturer in economics at the University of Freiburg, 
has been appointed instructor of economics at Princeton University. 

Cati McGuire of the University of Missouri is instructor in economics at De 
Pauw University. 

Thomas F. McManus, has been appointed lecturer in the School of Com- 
merce, Accounts and Finance of New York University for the present aca- 


demic yeas. 
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Wayne L. McNaughton succeeds R. E. Reynolds as associate professor of 
marketing and management in the School of Commerce, University of North 
Dakota. 


Malcolm W. Maclay is instructor in economics at the University of Vermont. 


J. Lloyd Mahony has been appointed head of the Erie Center, University of 
Pittsburgh. 


Theodore F. Marburg is instructor in economics at the University of Nebraska. 


Hilary A. Marquand of the University of South Wales and Monmouthshire 
at Cardiff, Wales, has exchanged posts for the present academic year with 
Professor Selig Perlman of the University of Wisconsin. 


Alpheus R. Marshall of the University of Maryland taught summer ¢gursase 
at the University of Virginia. 


Donald M. Marvin, for fourteen years economist of the Royal Bank of 
Canada, has been appointed visiting professor of economics at the University of 
Ilinois. 


Frank R. E. Mauldon, professor of economics and dean of the Faculty of 
Commerce in the University of Tasmania, has been appointed economist and 
research director in the research section of the Commonwealth Bureau of Census 
and Statistizs, Canberra, Australia. l 


Lewis A. Maverick of the University of California at Los Angeles, is on 
sabbatical leave for the year 1938-39 to study in Europe. 


James A. Maxwell returned to Clark University after having been on leave since 
last March as research fellow at the University of Melbourne, Australia. 


B. A. May, who has been at Simmons College, Boston, for the past year, has 
returned to the University of Denver as associate professor in the department 
of economics. 


Robert I. Mehr is assistant in commerce at the University of Alabama. 


Max F. Millikan has been made an instructor in the department of economics 
at Yale University. 


Robert R. Milroy has been appointed professor of business administration at 
the Bowling Green Business University. 


E. G. Montgomery has joined the staff of the National Industrial Conference 
Board to conduct surveys in agricultural economics. 


Royal E. Montgomery is absent on leave from Cornell University for the first 
term of the present academic year and is at the Brookings Institution. 


Oskar Morgenstern, formerly of the University of Vienna, has been appointed 
to the Class of 1913 Lectureship at Princeton University. 


=æ 
Burton R. Morley, professor of economics at the University of Alabama, has 
returned after a year’s leave of absence spent as Regional Representative of the 
Bureau of Unemployment Compensation of the Social Security Board for the. 
Southeastern Region. 


~~ 
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Mary E. Murphy has joined the staff of the business economics department at 
Åunter College. 


ElRoy Nelson has been appointed associate professor of economics at the 
School of Commerce of the University of Denver. 


James C. Nelson, associate professor of marketing and transportation at the 
University of Tennessee, has resigned to accept a position with Brookings 
Institution. 


John T. O'Neil is instructor in economics at Lehigh University. 


Charles A. Orr is instructor in the department of economics at the University 
of Texas. 


e--illiam Pabst, Jr., of Amherst College, has accepted a position as associate 
professor of economics at Tulane University. 


S. Howard Patterson of the University of Pennsylvania taught in the 1938 
summer session of Columbia University. 


W. Nelson Peach is instructor in the department of economics at the Uni- 
versity of Texas. 


Dudley F. Pegrum has been appointed chairman of the department of eco- 
‘nomics of the University of California at Los Angeles. 


Selig Perlman of the department of economics at the University of Wisconsin 
has exchanged posts for the present academic year with Professor Hilary A. 
Marquand of the University of South Wales and Monmouthshire at Cardiff, 
Wales. 


Earl P. Powers is instructor in accounting at the University of Florida. 


Howard H. Preston has been appointed acting dean of the College of Eco- 
nomics and Business at the University of Washington. 


Claude E. Puffer is instructor in economics at the University of Buffalo, 


L. B. Raisty has been promoted to the rank of professor at the University of 
Georgia. For the next two or three years he will give part time to the super- 
vision of a WPA project now being organized under the title “Rural Real 
Property Identification Survey of Georgia.” 


Robert E. Rapp has resigned his position as assistant professor of economics 
at the University of Texas to become assistant professor of finance in the School 
of Business Administration, University of Tennessee. 


M. O. Ross has resigned as associate professor of finance at the University 
of Tennessee to accept the position of dean of the School of Business Adminis- 
tration at Butler University. 


James H. Rossell has been appointed graduate student assistant in the depart- 
ment of accounting of the University of Pittsburgh. 


Robert J. Schubach, formerly of the University of Kansas City, has been 
e appointed instructor in economics at the Johnstown Center of the University of 
Pittsburgh. , 
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Stewart Scrimshaw of Marquette University is giving Professor Lescohier's 
course in personnel management in the department of economics at the Uni- 
versity of Wisconsin during the first semester. 


Felix I. Shaffner is instructor in economics in the School of Commerce, 
Accounts and Finance of New York University, for the academic year 1938-39. 


Fred A. Shannon of Kansas State College is visiting professor of economic 
history at Williams College. 


Marlyn A. Smull of the University of Wargiria is instructor in economics at 


the University of Tennessee. e 
G. E. Snider of the College of the City of New York taught in the summer 
session at the University of North Carolina. sg Ss 


Byron Sparks is instructor in business administration at the University of 
Arkansas. 


Kenneth C. Spaulding is professor of economics at the Bowling Green 
Business University. 


Heinz Stadthagen is instructor in economics at the University of Illinois. 


W. Mackenzie Stevens, formerly chairman of the economics and business, 
administration departments at the University of Maryland, has been made dean 
of the College of Commerce. 


Paul W. Stewart, director of marketing research for Anderson, Nichols, 
Associates, New York, is working on the general subject of distribution for the: 
National Industrial Conference Board. 


Randall S. Stout has been appointed graduate student assistant in the depart- 
ment of economics at the University of Pittsburgh. 


Woodrow Strickler of Northwestern Universi-y is an instructor in economics 
at the University of Louisville. 


Glenn W. Sutton has been promoted to a full professorship in the School of 
Commerce at the University of Georgia. 


J. Harold Tarbell is an associate in economics at the University of Illinois. 


George W. Taylor of the University of Pennsylvania has been appointed to 
represent the public on the Cotton Industry Advisory Board by Administrator 
Andrews of the Wages and Hours Board. 


George W. Tomlin, Jr., on leave of absence from the University of South 
Carolina, has been appointed a part-time instructor in the department of eco- 
nomics at the University of Pennsylvania. 


Rufus S. Tucker, economist of the General Moters Se ges has been Iganed 
to the National Industrial Conference Board fcr work on the distribution of 
wealth, administered prices and corporate control. 


H. Haines Turner is instructor in the department of economics at the Uni- 
versity of Texas. ° 


+ 
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+R. M. Van Metre is associate professor of economics and sociology at Centre 
College. | ; 


Austin Van der Slice is assistant professor of economics and sociology at the 
University of Arkansas. 


John V. Van Sickle, formerly assistant director for the social sciences, Rocke- 
feller Foundation, is professor of economics at Vanderbilt University. 


George A. Warfield, professor of economics and dean of the School of - 
Commerce, Accounts, and Finance at the University of Denver from 1911 to 1938, 
has retired from teaching. is 


& 
Gerald Warren is instructor in economics at De Pauw University. 


Miriam E. West, assistant professor of economics at New Jersey College for 
Wome, has resumed her duties after a year and a half leave of absence. 


Marcus Whitman, professor of economics at the University of Alabama, 
served during the summer as financial analyst for the Securities and Exchange 
Commission in Washington. 


Frank Willetts has been appointed graduate student assistant in the depart- 
ment of accounting at the University of Pittsburgh. 


Alfred H. Williams has been appointed dean of the Wharton School, Uni- 
versity of Pennsylvania. 


Parker B. Willis has been promoted from assistant professor to associate 
professor of economics at the University of Vermont. 


Joseph H. Willits has resigned as dean of the Wharton School, University of 
Pennsylvania, to accept a position as director of social sciences of the Rocke- 
feller Foundation. 


G. Lloyd Wilson of the transportation department of ‘the University of 
Pennsylvania is serving as research consultant of the Federal Communications 
Commission. 


R. S. Winslow of the University of North Carolina was on the summer 
faculty of the College of the City of New York. 


Reinhold Wolff, editor of the Trade Regulation Review, has joined the staff 
of the National Industrial, Conference Board for research in the field of cost 
and prices. i 


Florence M. Woodard has been promoted from assistant professor to associate 
professor of economics at the University of Vermont. 


Ivan Wright has had his leave of absence from the department of economics 
of the University of Illinois extended to September, 1939, so that he may accept 
an executive position with the New York Stock Exchange. 


John Raymond Ylitalo of Northwestern University is instructor in commerce 
at the University of Alabama. 


E. ©. Young of Purdue University will give courses in the field of agricultural 
economics at the University of Chicago during the winter quarter of 1939. 


Ralph A. Young, who has been engaged in financial research in connection 
with the consumer credit study for the National Bureau of Economic Research, 
has been appointed chairman of the department of economics at the University 
of Pennsylvania. 
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ASSOCIATE PROFESSOR OF ECONOMICS, UNIVERSITY OF CINCINNATI 





Because of the revolutionary changes in international trade 
within the last decade, there has been a definite need for a 
| clear, comprehensive discussion which would bring order out 
of the confusion of foreign exchange control, subsidies, trade 
and clearing agreements, licensing, blocked accounts, cartels - 
and quotas. This is what Professor Ellsworth’s new book does. 
It first gives a clear account of the theories of foreign trade, 
showing their relationship to general economic theory. Secondly 
it discusses modern trade policy and the practical conditions of 
international trade today, with due attention to the nationalistic 
tendencies so vitally affecting foreign trade. The whole book 
is thoroughly up-to-date in regard to both theory and policy, 


and is written with unusual clarity. $4.00 
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New McGRAW-HILL Books 


Bowers and Rowntree—Economics for Engineers. New second edition 
eo L. Bowers and R. Henry Rowntree, Ohio State University. 583 pages, 


A thorough revision of this practical presentation of economic principles and prob- 
lems from the engineer’s viewpoint. 
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Crum, Patton and Tebdytt—Introduction to Economic Statistics 


By Wittram L. Crum, Harvard University, Atson C. Patron, The Massachusetts 
Protective Life Assurance Company, and ARTHUR R. TEBBUTT, Brown University. 
423 pages, $4.00 


This ‘book, replacing Crum and Patton’s Introduction to the Methods of Economic 
Statistics, gives the student a thorough working knowledge of statistical processes. 


Donaldson—Business Organization and Procedure 
By Ervin F. Donatpson, Ohio State University. 579 pages, $4.00 


Presents a concise treatment of the noncorporate forms of business organizatior 
the corporation and its organizational problems; and the various types of cor 








Douglas—Social Security in the United States. New second edition 


By PauL H. Doveras, University of Chicago. Whittlesey House Pubi 
484 pages, $3.50 


In this revision of an authoritative book one of the pioneers and chief prop 
of social security in the United States discusses critically the Federal Social Securt 
Act, and the progress made since its enactment. 


Dixon and Eberhart—Economics and Cultural Change 


By Russer. A. Dixon, University of Pittsburgh, and E. KINGMAN EBERHAR 
College of Wooster. 547 pages, $3.00 


This survey text gives a cultural interpretation of economic evolution. The inter- 
action of man’s economic activity and the broader forces of culture is carefully 
described and evaluated. 


Hoagland—Corporation Finance. New second edition ona 


*By Henry E. Hoacranp, Ohio State University. 596 pages, $4.00 


Covers the life’ history of the modern business corporation, dealing with the prin- 
ciples of corporation finance which tinderlie successful business management. 
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